Certified public accountant, 1928 Vol. 8 by American Society of Certified Public Accountants
University of Mississippi
eGrove
Newsletters American Institute of Certified Public Accountants(AICPA) Historical Collection
1928
Certified public accountant, 1928 Vol. 8
American Society of Certified Public Accountants
Follow this and additional works at: https://egrove.olemiss.edu/aicpa_news
Part of the Accounting Commons, and the Taxation Commons
This Book is brought to you for free and open access by the American Institute of Certified Public Accountants (AICPA) Historical Collection at
eGrove. It has been accepted for inclusion in Newsletters by an authorized administrator of eGrove. For more information, please contact
egrove@olemiss.edu.
Recommended Citation




OFFICIAL ORGAN OF THE AMERICAN SOCIETY OF CERTIFIED PUBLIC ACCOUNTANTS
V O LU M E V I I I  
N U M B E R  1
CONTENTS
Editorials: Page
President’s Column ........................................... ......................................................................  1
“Little Things,” by Frank Wilbur M ain ........................................................................... 1
International Accountants Congress Planned .......................................................................  2
University Instructors Meet .........................................................................................................  2
Convention Business Show Exhibits .........  3
Address of Welcome to Convention ..........................................................................................  7
By Hon. James Francis Burke.
“The Accountant’s Typist” ......................... ...............................................................................  9
By L. Gluick.
“Digest of the Recent Amendments to the National Banking Laws” ......................... 12
By O. V. Wallin.
“Types of Cost Systems” ....................................................................................... ...................... 15
By H. T. McAnly.
Solution to Problem 1 of the Pennsylvania C. P. A. Exam ination.................................  20
C. P. A. Examination Questions—Maryland, November, 1927 .............  .....................  22
The Illinois Situation ......................................................................................................................  27
Announcements ............................................................................................................ ....................  30
State Board News ............................................................................................................................  31
Published by The Accountants Publishing Company, National Press Building, Washington, D. C.
Editor: DURAND W. SPRINGER
Subscription price a year of twelve issues, $2.00; twenty cents the copy.
All communications should be addressed to the Editor.
Printed by the Terminal Press, Inc., 923 Eleventh Street N. W., Washington, D. C.
DEVOTED TO THE INTERESTS OF THE C. P. A., HIS CLIENT, AND THE PUBLIC WELFARE
JANUARY, 1928 20 C E N T S T H E  CO PY  $2.00 P E R  Y E A R
To Candidates
for the next C. P. A. Examination
IN addition to its regular Course, the Inter­national Accountants Society, Inc., offers a special Coaching Course for Accountants 
who are planning to take the C. P. A. Exam­
ination.
This Course will be supplied only to those 
who are already competent accountants, as 
no attempt is made to teach general account­
ing in this course. The instruction is pointed 
directly at the C. P. A. Examination.
Something more than a knowledge of ac­
counting is necessary to insure success in the 
examination room.
Solving examination problems is vastly dif­
ferent from the usual work of making audits, 
installing systems, or conducting investiga­
tions. Many men with little or no practical 
experience can solve C. P. A . problems readily 
—many others with years of experience flounder 
pitifully in the examination room. W H Y? The 
candidate is required to work at top speed. 
He must work with limited information. He has 
to construct definitions. Very often it is nec­
essary for him to use unusual working sheets.
The C. P. A . Coaching Course given by the 
International Accountants Society, Inc., pre­
pares you to meet such conditions. The fee is 
$42 and the text consists of twenty lessons.
The Course contains a wealth of material.
Particularly noteworthy features of the train­
ing are :
100 problems in Practical Accounting with 
solutions and comments 
100 questions and answers in Accounting Law 
100 questions and answers in Auditing 
100 questions and answers in Theory of Accounts
This is more material than ordinarily would 
be expected in a coaching course, yet the 
greatest value of this text material is not in 
the number of problems and questions, but 
in the elaborate explanations and comments 
that include, in addition to the finished state­
ments or solutions, such items as suggestions 
for “ Notes to the Examiner,” working sheets, 
side calculations, use of proper terminology, 
and discussions of authoritative opinions.
The problems and questions selected for 
this Course are either (1) those actually used in 
a € . P . A .  or an A. I. A.  examination, or (2) 
those specially prepared to train the candidate 
in handling certain points likely to be encoun­
tered in the examination.
Every examination paper submitted by the 
subscriber is personally corrected, criticized, 
and graded by a Certified Public Accountant 
who has himself passed the C. P. A . examina­
tion. There are sixteen such Certified Public 
Accountants on the Active Faculty of the 
International Accountants Society, Inc.
A
 SPECIAL booklet, "How to Prepare for the C. P. A. Exam­
ination,” is now ready for those who are interested. For a 
free copy, just write your name and address below and mail.
I n t e r n a t i o n a l  A c c o u n t a n t s  S o c ie ty , Inc.
A Division o f  the 
ALEXANDER HAMILTON INSTITUTE
 To the International Accountants Society, Inc., 3411 South Michigan Avenue, Chicago, Illinois
Send me the special booklet, “ How to Prepare for the C. P. A. Examination,” 
which describes your special Coaching Course for accountants.
Name....... ........ ........ ........... ......  ............ ........... ......... ............. Company__ __________ ____ _____________
Address........ .............. ................... ................... .... ..................  
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THE CERTIFIED
PUBLIC ACCOUNTANT
OFFICIAL ORGAN OF THE AMERICAN SOCIETY OF CERTIFIED PUBLIC ACCOUNTANTS
“If wrinkles must be written upon our brows, 
let them not be written upon the heart. The spirit 
should never grow old.”
— Ja m e s  A .  G a r f ie l d .
THE PRESIDENT’S COLUMN
THIS is the time of year when almost every accountant wishes that he could divide himself 
into two or three or more men, all as fully qualified 
as he himself.
This division of self can be effected to a far greater 
extent than many of us believe.
Public accounting is, of course, emphatically a per­
sonal service. Many accountants are retained pri­
marily because their personalities so fit those of their 
clients as to make the professional contact facile and 
enjoyable.
It is always hard for an accountant so situated in 
respect to a particular client to be made to realize 
that it is possible for him to “sell” the services of 
another man in his organization on that engagement 
without seeming to reduce himself below the level 
of the other man. He too often fears that the latter 
will displace him in the regard of the client.
Yet that man is most successful in professional 
work who is able to hold within his fingers the ade­
quate handling of the greatest number of problems 
at the same time. One measure of the power of an 
executive is the ability to delegate work to others. 
Every professional man, to reach the greatest success 
in his own field, must have this attribute of an execu­
tive. He must have the added attribute of being able 
to make the client realize that even when he is not 
doing all the details himself he is still in touch with 
the situation.
Those who have been successful in developing this 
faculty have found that there is little basis for the 
accountant’s frequent fear, spoken of above, that he 
will be displaced in the regard of the client by the 
other member of his organization whom he takes to 
the client’s office to perform the actual field work.
As a matter of fact, the contrary is true. If the 
second man is successful in winning the regard of the
client—and for this purpose the strongest man avail­
able should always be selected—it is probable that 
the client will recognize the ability of this second 
man and will bring him up to a level in his regard 
equal to that in which the first man has been held.
But in so doing the client unconsciously raises the 
first man to an even higher place in his esteem, con­
sidering the first man always the superior of the 
assistant whom he has introduced.
The net result is that instead of being displaced in 
the esteem of the client, the accountant who so “di­
vides himself up” through utilizing the services of 
others in his stead, by that act seems to raise him­
self in the very esteem which he feared to lose.
If more public accountants could make this psycho­
logical fact a guide-post for their own conduct many 
of the problems of the rush season would be lessened.
PAUL W. PINKERTON.
LITTLE THINGS
M ICHAEL ANGELO in finishing his famous statue of David is reputed to have said:
“It is the little things which make perfection and 
that is no little thing.”
Many accountants all through their lives, from the 
bottom to the top of the ladder, have periods in which 
the doing of little things seems particularly irksome. 
Even in the so-called balance sheet audit there must 
be many little things done to make it perfect in a 
trade sense. In the history of all failures of one-time 
successful businesses it is found that carelessness in 
little things was the leak in the wall that finally let 
the flood of disaster overwhelm the business. A little 
slip often exacts a heavy price.
The purpose of this editorial is to provoke you to 
think about the little things of your business. The 
use of the word “provoke” is intentional, because it 
is often necessary to provoke people to make them 
really think. This writer does not, however, believe 
that efficiency comes from devoting all of your ener­
gies to little things, which should be so self-evident 
as to need no further elaboration.
FRANK WILBUR MAIN.
VOLUME V III  
NUMBER 1 JANUARY, 1928 20 CENTS TH E  COPY $2.00 P E R  Y E A R
2 T H E  C E R T I F I E D  P U B L I C  A C C O U N T A N T January,
International Accountants Congress Planned
The first matter of business actu­
ally completed was the selection by 
unanimous vote of Colonel Robert 
H. Montgomery, of New York, as 
Chairman of the committee having 
the matter in charge and as Presi­
dent of the Congress when it should 
convene.
After a general discussion of 
various suggested plans of organi­
zation, a motion was adopted to the 
effect that it was the sense of those 
present that each organization or 
institution desiring to be a compo­
nent part of the Congress should 
select such sized committee as it de­
sired; that a General Committee 
should, at some future time, be se­
lected by the Executive Committee, 
which General Committee should 
consist of representatives from the 
various organizations and institu­
tions; that special committees for 
particular functions might be ap­
pointed at the discretion of the Ex­
ecutive Committee and that Colonel
FoRTY-SEVEN members of the 
committees appointed by the 
American Institute of Accountants, 
 the National Association of Cost 
Accountants, the American Asso­
ciation of University Instructors in 
Accounting, The American Society 
of Certified Public Accountants and 
the official accounting organizations 
in the District of Columbia, Illinois, 
Indiana, Maryland, Massachusetts, 
Michigan, New Jersey, New York, 
Ohio, Pennsylvania, North Caro­
lina, Tennessee and Virginia, gath­
ered for a conference at the Cham­
ber of Commerce of the United 
States, Washington, D. C., on Fri­
day morning, December 30, 1927, 
in response to an invitation sent 
out by the American Institute of 
Accountants. Several other State 
societies reported committees ap­
pointed.
The meeting was called to order 
by F. H. Hurdman, of New York, 
Chairman of the American Insti­
tute Committee, and A. P. Rich­
ardson acted as Secretary. Messrs. 
A. S. Fedde, Robert H. Montgom­
ery, T. Coleman Andrews, J. Anton 
de Haas, and John T. Madden, all 
of whom were present at the Am­
sterdam Congress in 1926, spoke 
with reference to the various 
phases of that Congress and ex­
pressed themselves as believing 
that the United States could very 
successfully entertain an Interna­
tional Congress in 1929.
Various comments were made as 
to the expense that would be in­
volved in such a meeting. During 
the discussion different meeting 
places were suggested— Washing­
ton, New York, Cambridge, Chicago 
and St. Louis, all having advocates. 
The point especially emphasized 
with reference to the whole prob­
lem was that all organizations and 
institutions having a direct rela­
tionship to accounting should be 
considered and that the Congress, 
if held, should be under the direct 
charge and control of a specially 
appointed cooperating committee.
The American Association of 
University Instructors in Account­
ing held their annual meeting in 
Washington, D. C., on December 28 
and 2 9 , 1927.
The first session was devoted to 
a general discussion of accounting 
problems, special subjects covered 
being, “Classification of Accounting 
Services,” “Some Problems of Prop­
erty Accounting,” “The Limitations 
of Financial and Operating Ratios,” 
“Section 220— Should Corporations 
Worry ?” and “The Next Decade in 
Accounting.”
The second session was given 
over to a discussion of the income 
tax law with government repre­
sentatives, covering the following 
phases: Administrative Aspect, 
Collection Aspect, Legal Aspect, 
Accounting Aspect, Statistical As­
pect, Engineering Aspect, and Ped­
agogical Aspect.
The annual banquet and evening
session were given over to business 
matters, following an address by 
Professor Hatfield on “Some Recre­
ations of an Accountant.” The 
statement that “things are not al­
ways what they seem to be,” would 
have made a fine text for his talk, 
during the progress of which he 
fully demonstrated the truth of 
that assertion.
The first program on Thursday 
was a joint session with the Ameri­
can Association of Collegiate 
Schools of Business for the discus­
sion of the general topic, “The 
Place of Accounting in the Com­
merce Curriculum.”
The last session covered the 
topics, “Accounting Education,” 
“Coordination of the Business Ad­
ministration Curriculum Through 
Controllership,” “The Effect of the 
High School Commerce Curriculum 
on University Accounting Courses,” 
(Continued on page 31)
Montgomery was authorized to ap­
point an Executive Committee of 
which he should be chairman, rep­
resenting the different interests, 
which committee should select a 
permanent secretary, who should be 
compensated for his work.
A vote of thanks was passed to 
the American Institute for having 
taken the lead, on behalf of the or­
ganizations represented at the 
Amsterdam Congress, in bringing 
about this conference which af­
forded an opportunity for a perma­
nent organization to be effected.
Most of the delegates present 
were able to accept the invitation of 
the officers of The American So­
ciety to be their guests at a lunch­
eon in the new rooms of the Na­
tional Press Club. The club had 
moved from its old quarters at 3 
o’clock the previous afternoon and 
this luncheon was the first espe­
cially prepared function in the new 
quarters.
UNIVERSITY INSTRUCTORS MEET
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Convention Business Show Exhibits
Pittsburgh, September 27, 28, 29, 30, 1927
The exhibit of the Addressograph line at the 
annual Business Show of The American Society of 
Certified Public Accountants at Pittsburgh was a part 
of the Addressograph Company’s program of educa­
tion directed to public accountants. The Addresso­
graph Company has always been confronted with the
problem of overcoming the public conception that the 
Addressograph is an addressing machine and used 
primarily for advertising purposes.
Each year sees the Addressograph applied to 
more extensive use in accounting fields. Some of 
these uses have been described in a series of Systems 
Reports mailed to accountants and distributed at the 
Business Show. The variety of these applications, 
however, is so extensive, that it has been possible at 
these Business Shows to only touch upon a few of 
the more common ones, such as—
1. Disbursing operations including the imprinting 
of payroll and dividend forms, even to the complete 
filling out and signing of checks.
2. Collecting; including the systematic follow-up of 
delinquents on installment accounts where the ma­
chine not only fills in and addresses the statements 
and letters, but maintains a perpetual delinquency 
record.
3. Routing of service work for laundries, dairies 
and similar service organizations, including listing of 
route sheets and the imprinting of tags, slips, etc.
4. Production control in factory clerical routine 
including the printing of operations, parts, etc., on 
shop orders, material requisitions and numerous 
other control forms.
5. Store room recording in which the Addresso­
graph handles all of the numerous forms, controlling 
inventory accumulation and stock ledger work in a 
factory store room.
6. Shipping forms including imprinting of tags, 
labels, bills of lading, way bills, packing lists and 
other necessary forms.
These are just a few typical examples of the wide
development of name-writing and data transcribing 
machines that are being adapted in practically every 
department of commerce and industry for cutting 
labor costs, increasing accuracy, speeding up opera­
tions and increasing the general efficiency.
These adaptations have become so numerous and 
in some cases so technical that the Addressograph 
Company has found it necessary to establish a per­
manent systems department at the Home Office and 
to maintain representatives in the field for more effi­
cient promotion and adaptation of these systems. 
This Department is glad, at all times, to cooperate 
with public accountants whenever there is need for 
mechanical name-writing and data transcribing oper­
ations. _______
Four applications of the National Cash Register 
Company’s Accounting and Posting Machines were 
demonstrated to show the versatility of this type of 
equipment.
Sales, expense, stock and payroll analyses were 
illustrated on the thirty total Analysis machine.
Service, convenience and economy for the customer, 
the teller and the bank was the keynote of the demon­
stration of the Savings Bank Posting Machine, which 
prints on the customer’s pass book and journal all at 
one operation, and at the same time extends a correct 
balance and adds the amounts into the proper 
teller’s total and into the total deposits or withdrawals
for the day. The Auditor’s daily report prepared by 
this machine at the close of the day, proved especial­
ly interesting.
Up-to-the-minute records and a prompt and effi­
cient night audit for hotels was illustrated on the 
posting machines built for this purpose, which ac­
cumulates the various departments’ charges and con­
trols cashier’s receipts during the day at the same 
time that it records all entries on the proper ledger 
card and guest statement.
The standard commercial posting type machine 
illustrated the use of this machine in controlling ac­
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counts receivable, accounts payable and general ledger 
posting.
Sixty-six different printers are available on this 
Class 2000 type machine to meet the varying demands 
for its application.
 Commerce Clearing House, Inc., Loose-Leaf Serv­
ice Division of The Corporation Trust Company, pub­
lishers of loose-leaf services, books and magazines on 
taxes, business law, etc., provided an exhibit with the 
following principal items:
Standard Federal Tax Service: A most complete 
loose-leaf compilation of the latest law and regula­
tions in three volumes, noting changes from prior acts 
and regulations, thoroughly annotated with ample 
digests of all decisions and rulings of prior years, sup­
plemented with frequent current mailings, promptly 
reporting all new decisions and rulings.
U. S. Board of Tax Appeals and Federal Court 
Service: The only Service reporting complete text of 
all board and court decisions. This also gives digests 
of pleadings in all cases before the Board and Federal 
Courts. Four loose-leaf volumes per year.
Inheritance Tax and Stock Transfer Service: Com­
plete compilation of all official material on inheritance 
taxes in all States and Territories of the United 
States and Canadian Provinces. Three loose-leaf 
volumes.
U. S. Business Law Service, eight volumes (loose- 
leaf) : Five years editorial work gives you the sub­
stances of all U. S. Business Law in the most access­
ible form that has ever been available.
Public Utilities and Carriers Service: Public Utilities 
Commission Act, Annotated with Collateral Statutes, 
Court and Commission Decisions and references to 
law reviews, reports, treatises, and to economic, en­
gineering and technological material.
A complete Income Tax Library in one volume: 
New edition in one bound volume of about 4,000 pages 
on Bible paper gives income tax and regulations since 
1861, with all word changes in similar acts and regu­
lations clearly indicated by different type faces, in 
straight running easy-to-read text. Completely an­
notated with excellent digests of all decisions and 
rulings.
New York State Tax Service: Complete loose-leaf
compilation with current mailings on income tax, 
property tax, corporation tax, franchise tax, transfer 
tax, estate tax, mortgage tax, etc.
Federal Trade Commission Service (loose-leaf).
Federal Reserve Act Service (loose-leaf).
Stock Transfer Guide & Service (loose-leaf).
Illustrative Case Federal Tax Service; Rewrite Fed­
eral Tax Service, (loose-leaf); National Income Tax 
Magazine; Current Business Reports and Business 
Law World; Consolidated U. S. Income Tax Laws, 
Regulations, Rulings, Cases, (one volume, 4,000 
pages); U. S. Tax Cases, (three volumes) etc.
The exhibit of the products of the Remington Type­
writer Company, Division of Remington Rand, Inc., 
was of particular interest to all the Accountants who 
had an opportunity of visiting it. A number of Book­
keeping and Billing Machines were shown. The par­
ticular feature of the Remington Bookkeeping Ma­
chine is its perfect adaptibility to every accounting 
requirement, making it possible to fit them to each 
individual requirement in designing your system, 
without mechanical limitations.
The exhibit of the New Front Feed Machine created 
a great deal of interest. With this machine it is pos­
sible to collate several forms and, at the same time, 
secure an audit sheet of all the transactions posted 
during the day. This machine, as well as the other 
models shown, accumulates separate totals for each 
individual column on the forms, and in addition com­
putes the individual balance.
A distribution or analysis machine was also exhib­
ited. This machine, in addition to the cross compu­
tation, will accumulate thirty or more individual to­
tals, depending on the capacity of each column; also 
giving a line by line audit. The machine may be 
arranged with a lock proof of clearance, which makes 
it impossible to continue your work if an error was 
made. The machine may also be equipped with a 
star proof of clearance device, which makes it pos­
sible to secure visible evidence on your record that 
no error was made.
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Among the latest developments in adding and ac­
counting machines exhibited by the Burroughs Add­
ing Machine Company was one machine that attracted 
special attention because of its high degree of auto­
matic operation.
This new machine, which was being displayed for 
the first time, posts and extends the balance to date 
on the ledger, enters items and amount due on the 
statement, and accumulates totals of all entries on 
a separate journal—all records being originals—with 
only three depressions of the motor bar. Even the 
totals on ledger, statement, and journal are taken 
automatically by the machine.
Other machines exhibited by the Burroughs com­
pany were: A new ledger and journal posting ma­
chine, a typewriter-bookkeeping machine, a type­
writer-billing machine, and the new Burroughs Port­
able Subtractor. All machines were demonstrated on 
actual work, showing the latest short cuts and time- 
saving methods of mechanical accounting.
The ledger and journal posting machine was an­
other that held the attention of the visiting account­
ants. This machine posts ledger and journal at the 
same time. It is known as a five-register bookkeep­
ing machine. Besides completely computing each 
entry on the ledger and journal, it accumulates five 
separate sets of totals: The items as posted, the old 
debit balances, the old credit balances, the new debit 
balances and the new credit balances—for complete 
and instant proof.
The typewriter-bookkeeping machine writes and 
computes ledger, statement and journal in one opera­
tion and permits a typewritten description of each 
item. The typewriter-billing machine writes and 
computes a complete bill in one operation. Both of 
these machines feature direct printing of all compu­
tations. The computing mechanism is an integral 
part of the machine, printing its results direct, auto­
matically selecting the proper columns, and printing 
dollars under dollars and cents under cents.
The portable subtractor is one of the latest addi­
tions to the low-cost group of portables now being 
manufactured by the Burroughs company.
The display of the Underwood Typewriter Com­
pany, Inc., was both interesting and comprehensive. 
The bookkeeping machines exhibited by this com­
pany covered the accounting needs of all types of re­
tail, as well as other kinds of business.
This exhibit emphasized the versatility of the Un­
derwood—its practicability for Customers’ Accounts, 
Stock Records, Billing and Accounts Payable.
In addition to its exhibit of machines, the Under­
wood Typewriter Company had on hand a complete 
collection of accounting forms used in the systems of 
well known companies in every part of the country.
There was also on display the new model 3-11 Un­
derwood typewriter which represents the highest 
achievement in typewriter construction and has been 
most favorably received in all lines of business.
The new standard keyboard portable typewriter, 
in various colored designs was also exhibited.
The Powers Accounting Machine Division of Rem­
ington Rand, Inc. had on exhibit during the conven­
tion a full line of mechanical accounting equipment. 
Complete demonstrations of various actual applica­
tions created considerable interest. The display was 
the center of activity, and a great many accountants 
saw for the first time how complete accounting rec­
ords are being compiled with Powers punched cards
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and alphabetical equipment. In addition to Powers 
alphabetical machines, the new high-speed tabulator 
was shown, which listed cards at a speed of 100 per 
minute. The alphabetical key punch synchronized 
with the Remington bookkeeping machine was also 
displayed, showing how Powers punched cards are 
simultaneously prepared while typing. This unusual, 
but practical combination, is always an interesting 
feature.
A new name over two familiar products marked the 
General Office Equipment Corporation’s display. With 
the Elliott-Fisher Accounting Machines, appeared a 
full line of Sundstrand Adding-Figuring, Bookkeeping 
Machines.
The Elliott-Fisher Automatic Electric drew the 
same wide interest that it did a year ago. Fifteen 
automatic operations have gained renown for this 
machine by its speed, ease, simplicity, flexibility and 
completeness of proof.
Representatives also demonstrated the efficiency of 
the Elliott-Fisher Automatic Feed on one of their 
machines. As many as fifteen copies without manual 
insertion, will align or realign themselves and inter­
leave carbon paper automatically.
An almost complete line of Sundstrand machines 
covering all needs of business figuring, statement mak­
ing, and bookkeeping, as well as cash registers, fur­
nished an unusually large GOEC exhibit. A compact, 
simple keyboard of ten keys is one of the primary ad­
vantages claimed by the manufacturers of this ma­
chine.
The exhibit was in charge of Mr. J. K. Shutts, Pitts­
burgh Manager of GOEC, and Mr. Wilfred C. Siger­
son, C. P. A., Chief Accounting Engineer, New York 
City.
One of the most interesting exhibits was that of­
fered by Prentice-Hall, Inc. Interest here centered 
largely around the unique compilation of their 
Cumulative Federal Tax Service.
The Prentice-Hall Service covers the current law, 
regulations, rulings and decisions in much the same 
manner as do other similar Services. The outstand­
ing feature of their Service though, is the fact that
this Cumulative Service also contains in the one set 
of binders the complete Federal Income Tax Laws 
of 1918, 1921 and 1924. The Regulations under each
Act are given in full and all rulings and decisions are 
also shown directly under the Act or Acts affected 
by each.
As one of their representatives pointed out, this 
feature saves a great deal of time and effort for the 
accountant who has a problem on a return filed under   
a past year’s law. This Cumulative system makes 
it unnecessary for the accountant to refer to past 
years’ binders.
The 1918, 1921 and 1924 Acts are also compared 
word for word with the 1926 Act so that the exact 
differences can be quickly noticed. This is particu­
larly valuable in determining the effect upon the 
current law of decisions based on earlier laws. And, 
it was stated, there are a great many such decisions.
They are offering an interesting booklet explain­
ing this system. It may be had free of charge by 
writing to the executive offices at 70 Fifth Avenue, 
New York, and asking for booklet “FTA.”
Other Prentice-Hall Tax Services on exhibition 
were the State Corporation and Property Tax Service 
and the Inheritance Tax and Transfer Service.
The exhibit of The International Business Machines 
Corporation consisted of a full set of Tabulating Ma­
chines (Hollerith Patents), Recording Clocks for
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registering time of arrival and departure and time 
starting and finishing on jobs, and also scales for 
weighing and computing the postage on all classes 
of mail.
The Tabulating Machines exhibit consisted of the 
necessary equipment for handling all manner of ac­
counting transactions and demonstrations were given 
showing the application of machines to Payrolls, La­
bor Distribution, Material Distribution, Sales Analy­
sis, Accounts Payable, and various other accounting 
and statistical problems. These demonstrations 
showed the entire operation from original entry to 
final reports or journal entries which were produced 
directly from the Printing Tabulator.
The machines demonstrated on this work were as 
follows:
Electric Duplicating Key Punch serves the same 
purpose as Electric Key Punch and in addition auto­
matically feeds cards and duplicates in any number 
of cards information that is common to all.
Electric Key Punch for punching in cards informa­
tion relating to any accounting or statistical trans­
action.
Electric Sorting Machine which sorts cards to any 
desired order at the rate of 400 per minute. This 
machine is practically noiseless.
Electric Printing and Tabulating Machine for add­
ing, listing and totalling entries of every conceivable 
nature. With this machine demonstrations showed 
how finished Payrolls are produced without manual 
operation of any kind; complete Inventory Records 
showing Receipts, Issues and Balance on Hand by 
detail Commodities were automatically obtained; 
Labor Distribution and Distribution of Accounts Pay­
able and records of similar nature were shown in 
actual operation.
Convention Address of Welcome
IT IS a rather unusual and ex­traordinarily pleasant task 
that comes to me today to say a 
word to you, because I am speak­
ing to you as individuals and I am 
also speaking to you as represent 
tatives of a new entity in Ameri­
can public and private life. We 
are living, of course, in a very un­
usual age. We read of the Golden 
Age, the golden days of this and 
the golden days of that, the re­
naissance of this and the renais­
sance of that, but when the story 
of the age in which you and I are 
living is written, I dare say that it 
will be difficult to point out any 
other that will compare with it in 
its extraordinary accomplishments 
which have marked the course of 
our lives.
There has been no period in his­
tory in which greater strides have 
been made in invention, in which 
a larger number of developments 
have marked the various sciences, 
in which the life of man himself 
has been more prolonged in a giv­
en period as a result of man’s dis­
coveries than the age in which we 
are living today. The fact of the 
matter is that we become so ac­
customed to marvelous things that 
we pass them up after twenty-four 
hours as being commonplace.
By HONORABLE JAMES FRANCIS 
BURKE, General Counsel Pittsburgh 
Chamber of Commerce and Pittsburgh 
Clearing House Association, Pitts­
burgh, September 29, 1927.
The time when we were sur­
prised at anything seems rapidly 
to be passing out of existence. The 
consequence of all this is, of 
course, that as the days go by, the 
people of the world have placed in 
their laps more luxuries than they 
ever had before. There is more 
light in their pathway than ever 
beamed there before. There is 
less of a burden on man’s back 
than ever burdened mankind be­
fore.
Responsibilities of the Age
The age of the great machine is 
here. The age of the great dy­
namo is upon us. The age of those 
instrumentalities that are reliev­
ing man of all elements of slavery 
is here. The age when the mill 
wheel and the driving wheel and 
the dynamo and a thousand other 
instrumentalities, the results of 
man’s inventions are making the 
world an easier and a better and 
a brighter place to live in, is upon 
us.
To be a part of this age is a 
great privilege. God blessed us
when he put us into this era. But, 
living in this age imposes upon us 
all certain corresponding responsi­
bilities. No man and no woman 
wants to live in a commnuity or 
live in a period in which they do 
not wish to share the responsibili­
ties of the time and place in 
which they exist.
New professions are coming to 
the fore and your profession is one 
of them. I happen to know, as a 
result of my experience in ten 
years in the American Congress, I 
happen to know, as a result of my 
experience of thirty-five years at 
the bar, I happen to know, as a 
consequence of my contact with 
business houses, as the represen­
tative of the Chamber of Com­
merce of Pittsburgh, with its sev­
en thousand business men, and as 
the General Counsel of the Pitts­
burgh Clearing House, representing 
its great banking interests, and as 
a former member of the Banking 
Commission of Congress, and 
through other positions I have held 
from time to time, where I have 
been placed in a position to ap­
preciate the service that this new 
profession is capable of rendering, 
and I happen to know something 
of the accounting that it has al­
ready given of its existence.
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I made up my mind that time 
was precious, and you didn’t want 
ornamental speeches, that you 
were not here for oratory, nor to 
listen to me paint the glories of 
this community, but in passing I 
will say that you are sitting at this 
very hour within the reach of more 
civic and public and private institu­
tions dedicated to science and to 
art and to learning and to industry 
and to recreation, than there is to 
be found in any other city in the 
civilized world.
Convention Settings
That is a very bold and a very 
extraordinary statement, but I 
have had occasion to study it. I 
have had occasion to observe the 
beauties and the diversity of the 
attractions of the older part of the 
city of London, that wonderful 
gathering of buildings around the 
Palace du Justice in the Belgian 
capital, the center in Rome, the 
center in Paris, but there are not 
in any one of these cities and there 
is not in any city in America within 
a given range of space, as great 
a diversity of institutions given 
to the higher humanities than 
there are within a stone’s throw of 
the place in which you now sit.
Across from here is the Sol­
diers’ Memorial Temple, erected to 
those who saved the Union. Across 
from that is the University Club, 
erected by men who are the grad­
uates of the various universities 
of this country who live and have 
built in this community. There is 
opposite that the Historical So­
ciety, in which the records from 
the day General Braddock cap­
tured Fort Duquesne and deter­
mined that the English language 
would be the dominant language of 
North America, and the Anglo- 
Saxon race the dominant race in 
this country for all time to come, 
down to the present day, are kept.
There stands the Twentieth Cen­
tury Club, dedicated to activities of 
American womanhood. There are 
also the Jewish Club, the Knights 
of Columbus, the German Turn­
verein, the Masonic Temple, the
Catholic Cathedral, the Jewish 
Temple, the Christian Science 
Church, the Church of the Ascen­
sion, the Church of the Unitarians, 
the Church of the Baptists, the 
Church of the Methodists, the 
church of every denomination 
whose windows, when thrown 
open on the Sabbath Day, find the 
voices of all singing their praises 
to the great God above and ming­
ling in harmony because of their 
proximity to each other.
Beyond that is as great a re­
creation ground as is known in any 
city in America in which, by the 
way, the World’s Series will be 
played within ten days from now. 
Looking out on a beautiful sward 
is one of the most beautiful parks 
in any city, the entrance to which 
is dotted by the conservatory, the 
greatest conservatory contributed 
by any man in philanthropy in 
this country. On the borders of 
that is the Carnegie Institute of 
Technology, where the mind and 
hand are taught to work in har­
mony to bring about the advance­
ment of science and manual train­
ing.
A Center of Learning and Art
Then there is the Margaret 
Morrison Institute where women 
are taught all the arts of running 
a home, and next to that is the 
Carnegie Institute which at this 
very hour has the representative 
masterpieces of current history 
from fifteen different nations of 
the earth to which I had the pleas­
ure only ten days ago of inviting 
the President of the United States. 
He will visit here as a tribute in 
turn to the artists of the world, 
and he will speak from that plat­
form on the subject of art.
There is the great music hall 
and the great institute connected 
with it, and the great museum, 
one of the greatest in America. All 
these are here and on the hill above 
is the great stadium, newly erected, 
and skirting the hillsides all the 
way down are the buildings of the 
University of Pittsburgh, and in 
the center of it all there will be
that great tower marking the erec­
tion of the Cathedral of Learning 
that will be one of the greatest 
structures of its kind in all the 
civilized world.
These are only samples, I say, 
gentlemen, of the variety of struc­
tures that mark the development 
of this territory within the last 
twenty-five or thirty years, because 
thirty years ago across that street 
haystacks were resting as a re­
sult of the mowing and harvest 
at the end of the season. It was 
Schenley Farm. Today it is the 
heart of a great city, the heart of 
industry, the heart of learning. To­
day it is the heart of art, and all 
these things that I have pointed 
out. That is where you are. That 
is the setting in which you sit to­
day.
Now let me say this to you, be­
cause I wish to advert to the im­
portance of your profession and to 
give you my view, the view of an 
outsider from the various points 
that I have already mentioned.
When I accepted the compliment 
conveyed by the local Committee 
to welcome your organization this 
morning, I felt that the dignity and 
importance of the occasion called 
for something more than the mere 
expression of our felicity in having 
you with us.
Passing over the social aspects 
of your Convention, for a moment, 
two practical questions presented 
themselves to me.
The first was, what is the real 
significance of The American So­
ciety of Certified Public Account­
ants?
The second was, what is its real 
value to American business, and 
what is its relationship to the age 
and the community in which we 
live?
And the answers seem to em­
phasize the importance of your 
profession, and lend a most signi­
ficant import to your Society.
A Preeminently Practical Profes­
sion
The first answer is that we are 
living in a practical age; that you 
(Continued on page 29)
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The Accountant’s Typist
BELL’S “Accountant’s Reports” has become a much used 
and widely followed—and properly 
so— guide to the form as well as 
the contents and nature of an ac­
countant’s report. I have always 
thought that due credit should 
have been given in the preface to 
the typist who prepared the origi­
nal exhibits and schedules from 
which the photo-reproductions 
were made for printing. For in 
them we have much needed models 
of the physical form which a re­
port should take.
In chapter 8 of the “Accountant’s 
Handbook,” W. S. Whittlesey gives 
an excellent brief monograph on 
Reports. But he and other writ­
ers have singularly neglected the 
importance of the person who ac­
tually prepares the final report 
which gets into the client’s hands 
—the accountant’s typist. It is the 
purpose of this article to remedy 
this defect to the best of my abil­
ity.
The subject is best treated under 
the headings given below, although 
some of the material might proper­




IV. The Accountant’s Role.
V. The Personal Equation.
I—Mechanical
In the first place the typist must 
be given proper equipment. True, 
as the old adage has it, “ Only a 
poor artisan blames his tools for 
poor work,” but equally true, “ Only 
a poor artisan has poor tools.” 
Therefore, since the tools are sup­
plied by the accountant, it behooves 
him to have good ones.
By L. GLUICK, C. P. A. (N. Y .).
(a) Typewriters: Most of the 
accounting offices with which I 
am acquainted are Underwood 
equipped. However, for extremely 
wide reports (over 25½ inches) the 
old Monarch is superior, and where 
more than four carbons are re­
quired the removable roller feature 
of the L. C. Smith is invaluable.
(b) Accessories: It is really an 
imposition on a typist to ask him 
or her to work without one of the 
devices for holding copy conven­
iently in alignment.
(c) Desk and Light: In New York 
especially, natural light is at an 
almost prohibitive premium. But 
proper arrangement of the artifi­
cial light can always be had at the 
cost of nothing but a little care. 
Typographical errors have been re­
duced over 50 per cent by attention 
to this one detail.
There is a sad tendency among 
accountants to look down- on the 
typist and her work. The attitude 
ranges from good natured indif­
ference to genuine contempt, and 
in any case leads him to ignore the 
mechanical features of her work. 
Since, however, the final result of 
the accountant’s work is judged by 
the appearance as well as the con­
tents of his report, such an attitude 
inevitably causes trouble, even 
though he is unaware of it. So he 
ought to study the mechanism of 
the machines with which his office 
is equipped. I do not for one min­
ute mean that he should become an 
expert typist. He should merely be 
able to
(1) Prepare his reports so that 
they will fit the machine; and
(2) Instruct the typist in how to 
set them up.
I do not drive an automobile, but 
that does not prevent me from tell­
ing the driver of a Rolls-Royce how 
to get from Port Chester to New 
Haven, or where to buy gas.
II—Personnel
Some years ago the firm by 
whom I was then employed had 
need of an additional typist. Five 
girls were each given a week’s 
trial; finally a sixth who was com­
petent was obtained. Yet each of 
the unsatisfactory ones was, for all 
ordinary correspondence and even 
legal work, a good typist. The 
sixth, however, had that natural 
aptitude which is even more impor­
tant than training and experience 
for the exacting work required by 
an accountant. 
In another case I saw a young 
woman who had exceptional ability 
voluntarily give up her job at the 
end of five days. The strain of op­
erating a broad carriage machine, 
which has a heavier action than the 
correspondence size; the constant 
use of the fourth (numeral) bank 
of keys, to which her previous sec­
retarial experience had rendered 
her unaccustomed; and the diffi­
culty of keeping horizontal align­
ment and tabulating the columnar 
statements, was too much for her. 
In this she was not exceptional.
Accordingly, great care must be 
used in selecting a typist. The ac­
countant has two options. Either 
he may
(a) Take a totally inexperienced 
girl who has not had opportunity 
to acquire typing habits; or
(b) Take one who has received
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her training in tabulating with a 
broad carriage machine elsewhere.
Where a large force of typists is 
maintained, the former course is 
better, for the head typist can act 
as instructor, and the novice grad­
ually allowed to work up from a 
one-column list of Notes Receivable 
to a 13-column Consolidated In­
come, Profit and Loss Statement.
In a small organization, where 
only one girl is needed, and the 
principal is constantly out in the 
field, the latter course is prefer­
able. Organizations such as rail­
roads, chain stores, and oil com­
panies are all large users of broad- 
carriage typewriters, and an oper­
ator trained there is easily secured.
Of course, due regard to her abil­
ity as a stenographer and file clerk, 
and to meet callers efficiently, both 
over the phone and in person, 
should be had.
In nearly every accounting of­
fice I know, the typists are all fe­
males. But in two notable excep­
tions there are men employed with 
enviable results. A youngster, just 
out of a commercial high school, 
and ambitious to become a C. P. A., 
is hired, trained far more easily 
than a girl to type reports (since 
he knows something about account­
ing and is studying more), and 
gradually worked into the field 
force as a junior. One such man 
on a staff can work wonders. Even 
though he may have attained sen­
ior grade, he is still available for 
emergency work, and training of 
his successors. I know of one case 
where a C. P. A. rarely makes a 
pencil copy for typing; his assist­
ant prepares the exhibits and 
schedules directly from the work­
ing papers. The gain is obvious. 
Such a typist receives and is en­
titled to more wages than a girl.
Ill—Training
The graduate of an ordinary 
commercial school takes one of
three steps, the choice usually aris­
ing from expediency. She
(1) Takes a general office posi­
tion, where she is the only clerk, 
and where she has an opportunity 
to practice all the bookkeeping, typ­
ing and stenography she has been 
studying. Such girls are the very 
best material for a small account­
ing firm’s office. In a larger organ­
ization they tend to become dissat­
isfied, having become accustomed 
to being “ the whole works.”
(2) Do only bookkeeping. In 
this case they are excellent sub­
jects for training and make top- 
notch workers, once they have re­
covered proficiency in their unprac­
ticed typing.
(3) Do only stenography and 
typing. Unless they are in the 
class mentioned above under II (b) 
these girls are poor material for an 
accountant’s office.
In my opinion the business col­
leges ought to devote more effort 
to the training of typists for ac­
counting and treasurer’s depart­
ments. Nothing can supplant the 
basic training. But advanced 
courses should be provided for 
those students who demonstrate a 
natural aptitude for broad carriage 
work, and accountants would do 
well to send likely employees to 
these courses at their own (the ac­
countant’s) expense. I have seen 
at least one business school which 
did not even possess at 12-inch ma­
chine, let alone an 18-inch or 26- 
inch one.
In hiring the typist, the best pro­
cedure is to give her a practical 
examination. Let her type a sim­
ple multi-column statement. Then, 
once her general ability is proven, 
teach her carefully; do not merely 
throw a report at her to type and 
then register amazement and anger 
at the manner in which she garbles 
it.
To the principal such things as 
underlining, capitalization and cen­
tering of captions may seem ele­
mental. To the inexperienced typ­
ist, they are Greek. The necessity
for exact horizontal and vertical 
alignment, precision as to decimal 
points, and the score of little things 
that make the difference between 
a slovenly report and one that can 
be signed with pride, should be 
pointed out and impressed on her. 
If she has a knowledge of book­
keeping, fine! If not, the signifi­
cance of red figures, sub-totals, etc. 
should be explained. And the 
mechanisms by which the proper 
results may be obtained should be 
clearly demonstrated.
Maybe some of my readers deem 
me too insistent on the merely 
mechanical features of the typist’s 
work. I beg to differ. In the Navy 
there is an old, well-founded adage: 
“Tell ’em by their bright-work.” 
“Bright-work” means the keeping 
of metal parts shining, whether 
they be rails, oar-locks or breech- 
plugs, and the apprentice who is 
good at it is marked for promotion. 
Similarly, a typist who does not 
keep her machine cleaned and oiled, 
will not turn out clean copy. If she 
does not know enough about the 
mechanism of the machine to know 
when it is not functioning properly, 
or how to change a ribbon when 
necessary (and recognizing when it 
is required is also important), her 
work must suffer. The principal’s 
failure to contract for monthly 
servicing of his typewriters is an 
expensive economy. A case in 
point— The first things on almost 
any machine to go wrong are the 
small rubber rollers, between 
which, and the larger platen, the 
paper feeds. Inevitably they loos­
en up, and the paper feeds through 
on a slant. On a narrow machine 
this is easily adjusted if noticed at 
all; on a 26-inch machine the 
lengthened side of the angle may 
produce as much as an inch dif­
ference in putting through a sheet 
measuring eleven inches from top 
to bottom. For the typist to have 
to check alignment after every shift 
is a great waste of time, and even 
then wavy lines may result. I have
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seen it necessary to have an enor­
mous schedule retyped for this 
reason. And in the tax season, 
with the staff working overtime 
anyhow, the seemingly lesser evil 
of letting the crooked sheet go out, 
is sometimes mistakenly chosen.
IV—The Accountant’s Role
My one-time employer and still 
my good friend, O. A. Grundmann, 
used to say, “ You must always as­
sume that a typist has no brains. 
If she has, thank the fate that sent 
her to you. But be thankful chief­
ly if she is able to follow correctly 
the copy which you give her. 
Therefore, see that the copy is cor­
rect to begin with." And never was 
better advice given.
I have met one typist who was 
an expert bookkeeper as well as a 
remarkable typist, and she has long 
since gone up the ladder to become 
Assistant Treasurer of a large im­
port company, in full charge of the 
accounting department. The men 
on the staff abused her ability, 
turning over for typing half-done 
statements, confident in her ability 
to know just when and where to 
insert dollar signs, capitals, under­
scores, red figures, etc. But this 
girl was unique of her kind.
On the whole, nothing should be 
placed on the report that is not in­
tended to be typed, and nothing 
should be left out that should be 
typed. Only thus can the account­
ant absolve himself from blame if 
the typed copy comes out garbled, 
and only by seeing that the report 
is correct when it goes to the typist 
can the chief of the staff be sure 
that it will come out with the hu­
manly minimum need for correc­
tions, and the loss of time which 
they entail. At the risk of being 
accused of Mid-Victorianism, I 
quote the old copy-book maxim, 
“Well done is half begun.”
The young woman above referred 
to was unique in one other particu­
lar, but there is no good reason why 
she should continue to be so. Every 
accountant knows that it is not 
enough to proof-read the report for
errors; the figures must be proved 
by addition. If an error is discov­
ered, it means putting three or 
more copies back in the machine, 
one at a time, with great difficulty 
in getting the correction perfectly 
aligned; whereas, an error discov­
ered while the papers are still in 
the machine may, after erasure, be 
corrected by a single stroke of the 
key, with alignment unimpaired. 
Therefore, this typist, upon com­
pleting a sheet, would check all ad­
ditions on the Comptometer which 
she kept at her side, for she was 
proficient in the use of that ma­
chine too, and the sheets when 
passed over for proof-reading never 
had a numerical error for the proof­
reader to find. Which recalls a 
pertinent definition of the differ­
ence between a bookkeeper and an 
accountant: “Both make mistakes; 
the accountant discovers and cor­
rects his own; the bookkeeper 
needs an accountant to do it for 
him.”
The duties of an accountant to 
his typist are summarized:
(1) Not try to put a square peg 
in a round hole.
(2) Know enough about typing 
to instruct and assist the typist.
(3) See that she is provided with 
good equipment and proper main­
tenance thereof.
(4) Use the same care in pre­
paring the report which he expects 
her to use in typing it.
(5) Indicate with colored pencil 
(but never red) any unusual fea­
tures of the statement, such as in­
terlineations, skipped lines, etc.
V—Personal Equation
In the final analysis, a typist 
might be supreme in her technical 
ability and yet be a liability to the 
firm because of her personality. 
Any chief of staff can tell the world 
that temperament is not confined 
to movie stars and musicians; both 
the male and female members of 
his staff have plenty of it.
But there are certain character­
istics which should be guarded
against in hiring, and which, if not 
discovered till later, promptly used 
in firing. For these, if allowed to 
go unchecked, can disrupt a staff. 
I can illustrate best by examples, 
none of which are unique:
(1) This girl was a good aver­
age typist; some knowledge of 
bookkeeping, fair stenographer. 
She did not make many mistakes. 
But each mistake pointed out to 
her she took as a personal affront, 
wrangled about it, and in general 
was a nuisance.
(2) This girl had been taken on 
right out of school. Careful train­
ing, plus her natural brightness, 
made her within a year a better 
than average typist. Her extreme 
youth was probably responsible for 
her attitude, but she could not be 
brought to realize the importance 
of absolute accuracy. Pointing out 
errors never made her lose her 
smile; she simply went cheerfully 
on her way typing another report; 
she “ couldn’t be bothered with 
changing just one little figure.”  
Finally, persuaded to do so, she 
would neatly correct the original— 
and forget the carbons. A girl of 
this type need not be discharged, 
but requires constant watching.
(3) This girl had what is in cur­
rent slang called “ IT.” Left to 
herself, her work was satisfactory. 
But just as sure as members of the 
staff were in the office, one or more 
would be finding excuses to go into 
the typists’ room and hang around 
her desk. She was only human; 
bantering with the boys was more 
pleasant than work. But the work 
suffered. It required drastic action 
to correct this perfectly natural 
and humorous situation.
(4) This woman suffered from 
nothing but too much experience. 
She was good, and she knew it. 
She had been chief typist for many 
years, and her change to a new or­
ganization was through no fault of 
hers. But her new firm had differ­
ent ways, to which she was loath to 
adjust herself. By virtue of her 
former seniority, she had, with the
(Continued on page 19)
12 T H E  C E R T I F I E D  P U B L I C  A C C O U N T A N T January,
A Digest of the Recent Amendments to the 
National Banking Laws
(Mc Fadden Bill)
THE McFadden Bill became a law on February 25, 1927. 
No financial legislation since the 
approval of the Federal Reserve 
Act has created so much interest 
in the banking fraternity.
The object of the Act was to 
grant to national banks the same 
general privileges already enjoyed 
by state chartered institutions, 
thereby eliminating the growing 
practice of national banks sur­
rendering their national charters 
for more liberal state charters. 
Quoting from the report of the 
Comptroller of the Currency De­
cember 1, 1924, pp 4. (1)
Consolidation
Under the Act of November 7, 
1918, there was no provision for 
the direct consolidation of a state 
and national bank. This could 
only be accomplished by the state 
bank first giving up its state char­
ter and becoming a national bank; 
thereafter the two national banks 
could consolidate.
The new law provides that in 
case of consolidation of a national
(1) The question as to whether na­
tional banks may be granted the oppor­
tunity to meet the competition of state 
banks, in intra-city banking, in my opin­
ion, involves the question of the per­
petuation of the national banking system. 
Without at length repeating the state­
ments made in the last report of the 
Comptroller of the Currency, I desire to 
cite the situation which prevails in the 
City of Cleveland, which had at the last 
census a population of 796,841, with only 
three national banks remaining in opera­
tion; the City of Detroit, with a popula­
tion o f 993,678, having only three na­
tional banks left; and the City of New 
Orleans, with a population of 387,219, 
and with only one national bank remain­
ing. I would also call attention to con­
ditions which exist in New York, San 
Francisco, Los Angeles, and various 
other large municipalities where the 
state banks are not confined in their 
operations to a single building.
By O. V. WALLIN, C. P. A., District 
Manager of Wolf and Company, Phila­
delphia, Pa.
bank and a state chartered insti­
tution that the national bank ac­
quires all the rights and interests 
of the state bank in the same man­
ner and to the same extent as was 
held by the state bank. No such 
consolidation shall conflict with 
the law of the state under which 
the state bank was chartered.
Perpetual Charters
The new law provides for succes­
sion until such time as it be dis­
solved by two-thirds of its stock, 
by violation of law, by an Act of 
Congress, or by receivership.
Investment Securities
The privilege of buying and sell­
ing investment securities was not 
specifically granted to national 
banks heretofore. In order not to 
conflict with the law, they limited 
this practice as outlined in Section 
5200 of the revised statutes which 
granted a bank the privilege of 
carrying obligations of any person, 
company, corporation or firm for 
money borrowed in an amount not 
exceeding 10% of the bank’s com­
bined unimpaired in capital stock 
and surplus.
Congress recognized the neces­
sity of national banks dealing in 
investment securities and provided 
for it in the new law, limiting the 
total amount of any one obligor or 
maker which may be held by a 
bank at any one time to 25% of the 
combined capital stock and surplus 
of the bank. Investment securities 
are defined in the new law as “mar­
ketable obligations evidencing in­
debtedness of any person, copart­
nership, association or corporation, 
in the form of bonds, notes and/or 
debentures, commonly known as 
investment securities, under such
further definition of the term ‘in­
vestment securities’ as may by reg­
ulation be prescribed by the Comp­
troller of the Currency.”
Safe Deposit
National Banks are permitted 
under the new law to invest in the 
capital stock of safe deposit com­
panies, organized under a state 
charter, in an amount not in ex­
cess of 15% of their combined cap­
ital stock and surplus. Congress 
again recognized the element of 
keen competition between national 
and state banks.
Real Estate
The old law provided that a na­
tional bank might acquire and hold 
real estate “ such as shall be neces­
sary for its immediate accommoda­
tion in the transaction of its busi­
ness” as provided in section 5137 
of the Revised Statutes. The new 
law eliminates the word “ immedi­
ate,” thereby permitting a bank to 
acquire and hold property in ad­
vance of its immediate needs.
Capital Requirements Reduced
Congress again recognized that 
state chartered banks had an ad­
vantage over the national banks 
and has eliminated another handi­
cap to the national bank by provid­
ing that in the outlying sections of 
cities with a population in excess 
of 50,000, the minimum paid in cap­
ital may be $100,000.00 instead of 
$200,000.00 as formerly, providing 
that the state law makes a similar 
provision. A national bank may 
organize with a paid in capital of 
$50,000.00 in any place where the 
population does not exceed 6,000, 
and for $25,000.00 where the pop­
ulation does not exceed 3,000.
Stock Dividends
Under the McFadden Act, na­
tional banks may now distribute 
their surplus on a two-thirds vote
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of the stock by means of the stock 
dividend, provided that the sur­
plus, after the approval of the in­
crease shall equal at least 20% of 
the capital stock as increased.
Under the old law this was only 
possible through the declaration of 
a cash dividend, after which the 
stockholders were solicited for an 
additional subscription of stock 
which they usually took up in full, 
but if there was any portion un­
subscribed it was then offered to 
the public.
Branch Banks
The much mooted question of 
branch banks is finally settled. 
During the last few years this sub­
ject has been the football for 
numerous lively debates, and I be­
lieve it is safe to say that it was 
the real reason prompting the 
sponsors of the McFadden Bill to 
demand a revision of the old law, 
which did not provide for national 
banks establishing branches. Their 
only means of competing with 
state banks was to acquire control 
of a state bank which operated 
branches and convert it into a na­
tional bank, after which it could 
be merged with the acquiring 
bank.
The new law makes the follow­
ing provisions for branch banks:
(a) A national bank may retain and 
operate such branch or branches as were 
in lawful (1) operation on February 25,
(1) The national bank act is silent on 
the matter of branch banks, accordingly 
all of the Comptrollers of the Currency 
prior to Mr. Crissinger took the position 
that so long as the law did not specifi­
cally grant the privilege of branch bank­
ing then it was against the law to estab­
lish any. Mr. Crissinger reversed the 
policy of his predecessors by interpre­
ting the law to mean that so long as it 
did not specifically prohibit branches, 
then it was within the authority of his 
office to grant this privilege to those who 
applied, providing, o f course, their case 
was meritorious.
Any branches opened prior to Febru­
ary 25, 1927, were opened only after se­
curing the approval of the Comptroller 
of the Currency, accordingly it can be 
said that they were “ in lawful opera­
tion,”  regardless of the conflicting inter­
pretation placed on the law.
1927, and any national bank which has 
continuously maintained and operated 
not more than one (2) branch for a 
period of more than twenty-five years 
immediately preceding the above date 
may continue it.
(b) I f a state bank is hereafter con­
verted into or consolidated with a na­
tional bank, or if two or more national 
banks are consolidated, such consolidated 
banks may continue any branches which 
were in lawful operation on February 
25, 1927.
(c) After February 25, 1927, a national 
bank may open and maintain branches 
within the corporate limits of the city, 
town or village in which it is situated, 
provided the same privilege is granted 
to state banks by the state in question. 
The number of branches is limited to 
any community as follows, based on the 
last decennial census:
Less than 25,000 population —  no 
branches.
Not exceeding 50,000 population— one 
branch.
Not exceeding 100,000 population— 
two branches.
In excess of 100,000 population—left 
to the discretion of the Comptroller of 
the Currency.
The above regulations do not ap­
ply to branches of national banks 
in foreign countries, dependencies 
or insular possessions of the 
United States.
The compromise point seems to 
have been that branch banking 
must be confined to the home city 
of the parent institution. If a 
state bank established branches be­
yond the corporate limits of its 
home place after February 25th, 
1927, then it must relinquish 
these, while remaining or upon be­
coming a member of the Federal 
Reserve System, it may, however, 
continue any branches established 
prior to the above date.
Loaning Powers Extended and 
Clarified
Section 5200 of the revised stat­
utes has been somewhat broadened 
and certain ambiguities eliminated 
by re-writing it. The following 
provisions govern various obliga­
tions :
(2) It is the author’s opinion that this 
peculiar provision was injected into the 
law to cover a special case, which, in a 
sense had been “ sanctioned by silence” 
covering a period of nearly fifty years.
All obligations, under the new 
law, as under the old one, are lim­
ited to 10 per cent of the paid in 
and unimpaired capital and sur­
plus of the bank. The term “ob­
ligations” shall mean the direct 
liability of the maker or acceptor 
of paper discounted and the liabil­
ity of the indorser, drawer or 
guarantor. In the case of associa­
tions or copartnerships it shall also 
include the individual obligations of 
the various members. Such limi­
tation of 10 per cent shall be sub­
ject to the following exceptions:
(a) There is no limit on obliga­
tions in the form of drafts or bills 
of exchange drawn in good faith 
against actually existing values. 
The old law made the same pro­
vision.
(b) Obligations arising out of 
the discount of commercial or 
business paper actually owned by 
the parties discounting it are not 
limited and neither are obligations 
drawn in good faith against actual­
ly existing values and secured by 
commodities in process of ship­
ment.
(c) Obligations as indorser or 
guarantor of notes, other than 
commercial or business paper as
excepted under (b) above, having 
a maturity of not more than six 
months and owned by the indorser 
negotiating the same, shall be sub­
ject to a limitation of 15 per cent 
of the bank’s capital and surplus in 
addition to the general 10 per cent. 
Under the old law, this class of ob­
ligation was limited to the general 
10 per cent because there was no 
specific provision made for it.
(d) Obligations secured by ship­
ping or warehouse documents or 
other evidence which transfers or 
secures the title to readily market­
able non-perishable staples, now 
have an extension in credit limit 
beyond the general 10 per cent 
when the market value of these 
staples exceeds the face of the ob­
ligation by the following margins:
An additional 5 per cent with
margin of 15 per cent.
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An additional 15 per cent with 
margin of 20 per cent.
An additional 5 per cent with 
margin of 25 per cent.
An additional 5 per cent with 
margin of 30 per cent.
An additional 5 per cent with 
margin of 35 per cent.
An additional 5 per cent with 
margin of 40 per cent. 
Accordingly, a bank may lend up 
to 50 per cent of its capital and 
surplus to one borrower with only 
an average security of 99.5 per 
cent on the borrower’s total ob­
ligation, providing the general 10 
per cent is all unsecured. The re­
maining 40 per cent which is 
secured would have an average 
margin of security of at least 24.3 
per cent.
 This provision might better be 
explained by the following ex­
ample as compiled by a prominent 
statistician :
A bank with a capital of $4,000,000.00 
may loan a single borrower the following 
amounts:
Amount Margin Margin 
of in in
Loans. P ’rc’t’ge. Dols.
General 10%.... $400,000 None None
Additional .....  600,000 115% $90,000
Additional ... . 200,000 120% 40,000
Additional .....  200,000 125% 50,000
Additional .....  200,000 130% 60,000
Additional .... 200,000 135% 70,000
Additional .....  200,000 140% 80,000
2,000,000 390,000
The average security referred to 
above of 99.5 per cent is arrived at 
by deducting from the total loan 
the first $400,000.00 which is un­
secured, this leaves $1,600,000.00 
secured, to which is added the 
margin of $390,000.00 or a total of 
$1,990,000.00 which equals 99.5 
per cent of $2,000,000.00.
The average margin of security 
referred to as 24.3 per cent is the 
fraction of $390,000.00 over $1,­
600,000.00.
These exceptions to the general 
10 per cent rule shall not apply to 
obligations of any one borrower 
arising from the same transaction 
and/or secured upon the identical 
staples for more than ten months.
Formerly, obligations similar to 
the above could only be taken in an 
amount equal to 115 per cent in­
stead of 140 per cent as now pro­
vided by the McFadden Amend­
ment. Obligations with Live Stock 
as security were, and still are, lim­
ited to 115 per cent of the face of 
the obligation, if and when the 
market value of such pledged Live 
Stock exceeds the face of the ob­
ligation by at least 15 per cent. 
This is in addition to the general
10 per cent.
Obligations secured by not less 
than a like amount of bonds or 
notes of the United States issued 
since April 24, 1927, or certificates 
of indebtedness shall (except to 
the extent permitted by the Comp­
troller of the Currency with the 
approval of the Secretary of the 
Treasury) be subject to a limita­
tion of 15 per cent of the bank’s 
capital and surplus in addition to 
the general 10 per cent. The old 
law permitted only 10 per cent in 
addition to the general 10 per cent.
Real Estate Loans Extended
Prior to the McFadden Act, Sec­
tion 24 of the Federal Reserve Act 
permitted national banks to make 
first mortgage loans for not more 
than a five-year term on improved 
farm land located within one hun­
dred miles of the bank, provided 
the loan was not for more than 50 
per cent of the value of the farm 
land, and etc. The same condi­
tions obtained with respect to im­
proved “real estate” loans as dis­
tinguished from farm loans except 
that the term was for one year. 
The total of all such loans was lim­
ited to 25 per cent of the bank’s 
capital and surplus or to one-third 
of its time deposits.
As amended, the law now pro­
vides for the continuation of this 
class of loans and extends the term 
on real estate loans to five years 
instead of one year as previously. 
The limit on the total of such loans 
may now equal one-half of the 
bank’s savings accounts (instead 
of one-third of the time deposits 
as formerly) or to 25 per cent of 
its capital and surplus.
First mortgage loans on im­
proved farm lands or improved
real estate up to 50 per cent of the 
value may now be made on any 
such property located within a rad­
ius of one hundred miles of the 
bank, irrespective of Federal Re­
serve district lines.
Interest Rates
Interest paid on various kinds of 
deposits must not exceed the rate 
authorized by law to be paid by 
state chartered institutions within 
the state in which the national 
bank is located.
Par Value of Capital Stock
Formerly, the par value of all 
national bank shares had to be 
$100.00 except in cases where a 
state bank had been converted to 
a national bank, in which case the 
stock could remain at the same par 
value as it was previous to the 
change. The McFadden Amend­
ment removes this restriction; 
shares may now be of any par 
value desired.
Federal Reserve Charters
The law as originally enacted 
provided that Federal Reserve 
banks should have succession for 
twenty years from the date of 
their organization unless sooner 
dissolved by Congress or through 
violation of laws.
The Federal Reserve plan having 
stood the test of time, Congress 
no doubt felt that it was danger­
ous to permit this bulwark of 
America’s financial structure to be­
come involved in political issues or 
to expire by limitations, according­
ly, the McFadden Act provides for 
the perpetuation of the system. 
Federal Reserve banks now have 
succession until dissolved by Act of 
Congress or until forfeited for vio­
lation of law.
Minor Provisions
1. Any director may hold the 
position of Chairman of the Board.
2. The Vice President or Assist­
ant Cashier may certify call re­
ports in lieu of the President or 
Cashier.
8. The law is restated on the 
matter of thefts by bank exam- 
(Continued on page 19)
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Types of Cost Systems
THE basic principles of cost ac­counting are the same for 
all industry. Conditions vary the 
methods of applying those basic 
principles so that there seem to 
be many types of cost accounting; 
but fundamentally the same basic 
principles govern. It is only in the 
methods of their application that 
the difference lies.
Total cost includes in addition to 
the cost of manufacturing, the cost 
of marketing and the cost of ad­
ministration, as well.
Manufacturing costs are com­
posed of three elements:
1. Direct materials, which are 
those materials that are used in 
the manufacture of the product 
and can be measured and charged 
directly to the cost of the product.
2. Direct labor which is that la­
bor cost that is applied directly to 
the product manufactured to effect 
a change in its form, position or 
nature, and which can be charged 
directly as a part of its cost.
3. Manufacturing expense which 
includes those expenses that are 
incurred because of the general 
operation and manufacturing, in­
cluding such items as depreciation, 
taxes, indirect labor, indirect ma­
terial or supplies, power, repairs, 
etc. This element is considered an 
indirect charge to the product.
Marketing and administrative 
costs on the other hand are those 
expenses incident to the selling and 
general administrative activity.
The methods of determining 
manufacturing costs are of two 
general classes, usually known as 
process costs and specific costs.
The process cost method is 
used to arrive at the material or 
labor and manufacturing expense 
attributable to the product or prod­
ucts when the manufacturing pro­
cess consists of a single operation 
or a sequence of continuous opera­
tions in which the product is not 
handled in separate lots but is in­
termingled in such a manner that 
the different lots are indistinguish­
able.
Specific cost compilation of ma-
By H. T. McANLY, C. P. A.
Given before the Indianapolis Chapter of 
the N. A. C. A., September 21, 1927.
terial, direct labor or manufactur­
ing expense is used where it is pos­
sible or necessary to trace these 
elements of cost to the individual, 
special or standard production or­
der of commodity manufactured.
Under certain conditions it is 
necessary to use both methods in 
arriving at the cost of a single 
product. The material cost may be 
established through the process 
method while the direct labor and 
manufacturing overhead is applied 
to the specific order or product. 
Thus a cost system for a specific 
industry in its entirety may in­
clude both methods of application 
closely interwoven.
Under the process plan the dis­
tinction between direct and indi­
rect charges disappears to a cer­
tain extent, and the total manufac­
turing process cost of material, la­
bor and expense is determined and 
distributed to the product cost on 
an equitable unit basis.
Direct Materials and Direct La­
bor comprise what is commonly 
known as the Prime Cost. Usually 
the compiling of prime costs pre­
sents less difficulty than is encount­
ered in applying the indirect 
charges. In subsequent paragraphs 
we will elaborate upon the detail 
involved.
The method of application to the 
individual product of the indirect 
items of cost classed as Manufac­
turing Expense, under the specific 
plan, or the method of application 
of total cost to the individual prod­
uct under the process plan, is in­
fluenced by the individual condi­
tions.
In studying these individual con­
ditions we find one fact which is 
common to all manufacturing en­
terprises, namely, that the product 
of a manufacturing industry is 
produced in one or more production 
centers.
Let us consider briefly the nature 
of these manufacturing units 
known as production centers.
The process of manufacturing 
may include one or more opera­
tions; and each of these manufac­
turing operations may be per­
formed by one or more producing 
units.
Within a certain period of time 
each producing unit is capable of 
producing a definite amount of 
work. This capacity may be meas­
ured in hours or units produced. 
A group of producing units per­
forming the same operation or 
series of operations in sequence 
proportionally common to all prod­
ucts manufactured, is known as a 
production center. The capacity 
of the entire production center is 
equivalent to the sum of the ca­
pacity of each of the producing 
units comprising it.
Inasmuch as manufacturing ex­
pense, sometimes termed factory 
overhead or burden, is the expense 
incurred in the general operation 
of manufacturing, it is the expense 
of operating one or more produc­
tion centers within the individual 
enterprise in question.
It is obvious that the direct ex­
pense of operating the individual 
production centers will vary great­
ly in any industry due to variations 
in investment, depreciation rates, 
power required, supplies used 
therein, repairs and supervision. 
In the event the industry is com­
prised of more than one produc­
tion center, certain manufacturing 
expenses can not be directly allo­
cated to the production centers. 
These indirect items include land 
expense, building expense, boiler 
plant operation costs, engine room 
expense, generated power costs, 
purchasing, employment and wel­
fare, timekeeping, time study, pay­
roll, stores, receiving, general la­
bor and general supervision. Thus 
all manufacturing expenses can be 
classified into two groups—those 
which can be charged directly to 
the production centers and those 
which fall into one of the indirect
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groups. These indirect expenses 
are as much a production center 
cost as the direct items within the 
production centers, therefore, they 
must be absorbed by the centers 
in order that the total cost of man­
ufacturing will finally be segre­
gated into the several groups of 
producing units or production cen­
ters.
It would be impractical to at­
tempt to describe in this paper all 
the methods that are used in ap­
portioning the various indirect 
items to the direct production cen­
ter burden accounts. Each group 
of indirect items must be studied 
and applied according to the condi­
tions in the individual case.
There is a theoretically correct 
basis for each and it should be ad­
hered to as far as is practical. The 
manufacturing expense or burden 
of a production center is therefore 
composed of two classes of ex­
pense — Direct and Apportioned. 
The term “production center bur­
den” as used in this paper, is meant 
to include both the direct expense 
and the proportionate share of the 
apportioned items.
In the preceding statements 
these basic facts have been de­
veloped :
1. A manufacturing enterprise 
is composed of one or more pro­
duction centers.
2. All manufacturing expense or 
burden should be finally allocated 
to the one or more production cen­
ters comprising the plant.
3. Each production center has a 
maximum capacity of output for a 
given period of time, the factor of 
measurement being hours or units.
Due to unbalanced plant condi­
tions and other manufacturing in­
efficiencies it is practically impos­
sible to operate at maximum ca­
pacity. From past performance an 
average capacity of normal opera­
tions can be determined.
The production center burden di­
vided by the factor of normal ca­
pacity measurement of that pro­
duction center, gives the rate of ap­
plication of the manufacturing ex­
pense to the individual products. 
If more than one product is made 
by the same production center, the
amount of burden chargeable to 
each depends upon the amount of 
the production center’s capacity 
each has consumed.
For example, if the total produc­
tion center burden for a certain 
period equals $1,000.00 and the 
normal capacity of the production 
center for the period is determined 
to be 500 hours, we arrive at a bur­
den rate of $2.00 per hour. If 10,­
000 Units of Product A consume 
300 hours in that center, $600.00 
of the burden is applicable to the
10,000  Units of Product A. If
5,000 Units of Product B consume 
200 hours in that center, $400.00 
of the burden is chargeable there­
to. Thus the burden per unit of 
Product A is 60 cents, while the 
burden per unit of Product B is 80 
cents.
If only Product A were manu­
factured within the production 
center, then 16,666 units should be 
produced, which divided into the 
total cost of $1,000.00 would pro­
duce the same 60 cent rate per 
unit. If the variation in time re­
quired by the two products was 
ignored and the total units of 15,­
000 were divided into the $1,000.00, 
we would get an average burden 
cost per unit of .67, which would 
be incorrect as applied to either 
product individually.
This simple illustration brings 
out the fact that any burden factor 
must be a direct or an indirect 
measurement of time consumed.
In the various methods of apply­
ing burden in the different types 
of cost systems, we find burden 
factors of weight, liquid measure, 
lineal measure, surface or area, 
speed, temperature, humidity and 
number of units. Any burden fac­
tor used must be one that bears a 
direct relation to the time con­
sumed. Common to all cost finding 
methods in any industry, we, there­
fore, deal with one or more produc­
tion centers and apply the burden 
of each to the individual commodi­
ties produced directly or indirectly 
on the basis of time.
Cost accounting in its most sim­
ple form will be found in the con­
cern manufacturing but one prod­
uct, through one operation, having
no work in process at the end of 
the accounting period. While few 
concerns exist that in their en­
tirety produce but one product, 
many are comprised of one or more 
divisions that perform but one 
operation and produce but one ar­
ticle in each. Closely related to 
this type of concern is the one that 
produces but one product through 
a series of operations or processes 
performed in continuous sequence, 
the same number of units passing 
through all operations in a given 
accounting period. In some in­
stances the finished product is the 
result of a series of operations, but 
only certain groups of operations 
are performed in continuous se­
quence, there being a variance in 
the number of units passing 
through the different groups of se­
quential operations.
The conditions as outlined in the 
preceding paragraph present an 
ideal situation for the application 
of what is commonly known as the 
“Process Type of Cost System.” 
Examples of the Process Type of 
Cost System will be found in oper­
ation in plants manufacturing 
chemicals, steel, mineral wool, 
brick, in quarrying and mining, 
etc. To illustrate this Process 
Type, let us consider a specific ex­
ample, the manufacture of steel 
rods.
In the manufacture of steel rods 
we find that condition where the 
finished product is the result of a 
series of operations, but only cer­
tain groups of these operations are 
performed in continuous sequence, 
the number of units (tons) passing 
through the different groups dur­
ing a definite period varying in 
each group.
The manufacture of rods, as de­
scribed in this example, is accom­
plished by three groups of opera­
tions. These three groups consti­
tute three production centers. The 
first group is the “ Open Hearth,” 
in which the steel ingots are pro­
duced; the second group is the 
“Billet Mill,” in which the ingots 
are converted into billets; and the 
third group is that in which the 
rods are made from billets.
While it is possible that the en­
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tire production of ingots will ulti­
mately be made into rods, the ton­
nage of ingots produced in the 
Open Hearth during any certain 
period of time may be more or less 
than the tonnage of ingots con­
verted into billets and billets into 
rods. Thus it follows that the in­
ventory of semi-finished product, 
ingots will vary and the valuation 
of this fluctuating inventory will 
have to be determined. To accom­
plish this the Open Hearth will 
have to be considered a production 
center and the value of its product 
determined.
The same reasoning applies for 
establishing the Billet Mill as a 
production center. If it were pos­
sible to always use the exact pro­
duction of the Open Hearth in the 
Billet Mill and likewise to always 
use the exact production of the Bil­
let Mill in the Rod Mill, the three 
production centers could be com­
bined into one and the output of 
the Rod Mill could be considered 
the unit of production, inasmuch 
as it would then be the result of a 
series of continuous operations in 
sequence, the same number of 
units passing through all opera­
tions during a certain accounting 
period.
Having established the necessity 
for dividing the operations of steel 
rod manufacturing into these three 
production centers, a discussion of 
the cost compilation common to 
each is in order.
The cost of the process of any 
manufacturing operation is com­
posed of two classes of items, those 
that vary with the production and 
those that are of a fixed nature. 
Some of the items which vary do 
not vary in exact proportion with 
the production. It is evident that 
if we were to take t he total of the 
variable and fixed items of cost in­
curred during a certain period and 
divide it by the production, the 
unit cost would be low during a 
period of high production and high 
during a period of low production, 
due primarily to the items of fixed 
expense. It is also possible that 
the unit cost determined in the 
same manner will vary in two dif­
ferent accounting periods figured 
on the same production, due to 
manufacturing inefficiencies or 
price changes in the unit cost of 
the variable items. The unit cost 
of an article manufactured in two 
different periods, under the same 
conditions, should not be made to 
vary due to lack of production or 
manufacturing inefficiencies, but 
the unit cost should represent cost 
under normal conditions of effici­
ency and production, and varia­
tions therefrom should be shown 
separately as items of profit or loss. 
Such a unit cost is commonly 
known as a Standard Cost. A pro­
cess cost system which does not in­
volve the use of standard costs in 
arriving at the cost of the units in 
the majority of cases will be fal­
lacious, producing average costs 
only, resulting in fluctuating inven­
tory values.
In compiling the cost of produc­
ing a certain tonnage of steel in­
gots we should arrive at the cost 
of the operation of this production 
center producing this tonnage, 
eliminating any cost incurred be­
cause of manufacturing inefficien­
cies or lack of production.
The raw material accounts are 
usually carried in the inventory 
records at actual cost and material 
used is costed at the weighted 
average unit cost. This weighted 
average unit cost may vary con­
siderably from the market price at 
the time the material is used. 
While this variation may not be 
properly classed as a manufactur­
ing inefficiency, it, in a sense, re­
flects the degree of administrative 
efficiency in purchasing. Further­
more, the selling price of a com­
petitive commodity is based, to a 
large extent, upon the present 
market prices of the elements of 
cost. Thus the raw materials are 
costed from the inventory accounts 
at the weighted average unit price. 
They are then refigured at the 
standard or market price. The dif­
ference between the consumption 
of materials computed at the 
weighted average and at the cur­
rent standard is charged or cred­
ited to a material variation ac­
count. The consumption of raw
materials computed at the stand­
ard market price, including, of 
course, transportation from point 
of shipment to the plant, is 
charged to the cost of operating 
the production center. Thus we 
charge to the Open Hearth produc­
tion center costs the metallic and 
non-metallic materials used at 
standard unit prices.
All direct labor expense incurred 
within the department is charged 
to the cost of operating the Open 
Hearth Production Center. In pro­
cess cost compilation it is often dif­
ficult to segregate direct and indi­
rect labor. A detailed analysis of 
each is maintained, and the head­
ings under which they might be 
summarized are of little value, as 
long as they are classified in the 
same manner in each succeeding 
accounting period. In the Open 
Hearth Production Center we 
classify all labor paid for on a ton­
nage basis as direct labor.
The material consumption and 
direct labor expense should vary in 
direct proportion to the tonnage 
produced.
The items composing the expense 
of operating the department other 
than direct material and direct 
labor we will classify into the two 
groups—fixed and variable.
The application of the fixed ex­
pense items to the unit cost of the 
product presents a somewhat diffi­
cult problem under the process 
method. The items of depreciation, 
insurance and taxes (also interest 
on investment, if included) on the 
equipment of the production center 
and the production center’s share 
of the building expenses comprise 
the majority of this fixed group. 
The amounts of these charges are 
beyond the control of the executive 
in charge of the production center, 
but they must become a part of the 
unit cost and be applied to the unit 
on an equitable basis.
It was stated in the early part 
of this paper that correct burden 
application is only possible if the 
burden factor is one that is a meas­
urement of time. We also stated 
that a factor other than actual 
hours can be used if it indirectly
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measures time consumed. The nor­
mal capacity of this production 
center in a given period can be 
stated in hours or tonnage. Thus 
each ton represents hours indirect­
ly. Therefore, to distribute the 
fixed items of expense on a tonnage 
basis we must use a predetermined 
rate per ton which was arrived at 
by dividing the estimated fixed ex­
pense for a year by the normal ton­
nage capacity. The unabsorbed, 
due to lack of production, becomes 
unabsorbed overhead or variance 
from standard amount of produc­
tion.
In touching upon the accrual of 
fixed charges and their charge to 
operating expense, I believe it 
would be well to elaborate some­
what on what appears to the speak­
er as the correct method of com­
puting depreciation for all types of 
cost systems. The first step pre­
liminary to arriving at a correct 
charge off is to reflect in the gen­
eral records the reproductive value 
and adjusted reserves to conform 
to valuation by a reputable ap­
praisal company. At the time the 
appraisal is made the items should 
be grouped at reproductive value 
by the appraisers into their vari­
ous indirect expense groups, or di­
rect production centers determined 
necessary for cost finding in the 
particular industry. Also the ap­
praisers should furnish the rates 
to be used during the ensuing year 
on the various items within the in­
direct groups and direct production 
centers. The depreciation charge­
able to cost should be computed at 
these rates on the reproductive 
value of the equipment. This is 
correct from an economic stand­
point, as well as being a conserva­
tive measure. Appreciation, that 
is the excess between present 
sound value and residual book val­
ue, results from three causes. 
First, actual increase in market 
price of items purchased years 
ago; second, correctly setting up 
capitalizable items which were ex­
pensed in error when purchased; 
third, correcting erroneous deprec­
iation charged off through using
excessive rates. If the economic 
value of $1.00, invested fifteen 
years ago, today is $1.50, then we 
must not only reserve out of profits 
a return of the original capital, but 
the equivalent of that return at 
present day value. Computing de­
preciation on reproductive value 
reserves out of profit a return of 
capital at its present day value and 
results in compiling of costs that 
reflect present day market condi­
tions throughout.
It is not a difficult matter to set 
up an appraisal on the general rec­
ords without disturbing the orig­
inal cost figures which must be 
continued for income tax purposes. 
At the end of the year the de­
preciation computed on the cost 
value becomes the taxable deduc­
tion and the difference between the 
amount charged into operations 
and this amount computed on cost 
is a realized appreciation earning. 
The fact that the work in process 
and finished product inventory 
contains overhead into which has 
been charged depreciation on ap­
preciation, will have but little ef­
fect upon the taxable profit from 
year to year. If desired, it is not 
difficult to adjust the inventory to 
exclude this item in computing the 
taxable profit or loss.
Under the process system the 
variation in number of working 
days in the accounting period 
should be considered in setting up 
the accruals of the fixed items, if 
we expect to effect an intelligent 
comparison between the actual 
fixed unit cost and the standard 
based upon normal capacity. The 
variable expense items do not 
necessarily fluctuate in proportion 
to the production of the same 
month in which they occur. This 
is especially true of certain repairs, 
such as relining of furnaces, etc., 
which cannot be performed while 
the plant is in operation. If such 
items are charged only against the 
low production of the period of 
their occurrence, we produce an in­
correctly inflated unit cost. An 
operating reserve should be estab­
lished to care for such items. This
reserve is to be credited and the 
production center charged each pe­
riod at a certain price per unit pro­
duced. As this expense is incurred 
it should be charged against the 
reserve. This is but another ap­
plication of the term Standard 
Costs.
All items of departmental ex­
pense, such as fuel, indirect labor, 
repairs, supplies, steam power, 
etc., occurring within the produc­
tion center should be summarized 
and divided by the number of pro­
duction units. This unit cost of 
these summarized items should be 
compared with the standard unit 
cost built up from past perform­
ance revised by current price 
changes of supplies and labor. Any 
variation between the period cost 
and the standard should be carried 
to an overhead variation account 
and should not be considered as a 
part of the product cost in arriv­
ing at the total unit value to carry 
to the inventory. A comparison 
with the standard of the average 
to date for each item of unit cost 
should be effected and the net total 
variation becomes a measurement 
of management efficiency.
The total Open Hearth produc­
tion center cost, applicable to the 
units produced, is comprised of the 
direct materials at standard prices, 
the direct labor, and the fixed and 
variable expenses absorbed at the 
standard rate per ton. This total 
divided by the tonnage produced 
gives the unit cost per ton of steel 
ingots. It can also be used as the 
standard cost of ingots used in the 
manufacture of billets in the sec­
ond production center. The com­
pilation of the tonnage cost of bil­
lets and rods in their respective 
production centers is accomplished 
in the same manner. In each pro­
duction center we determine the 
total cost of operation, adjusting 
this cost to exclude unabsorbed 
fixed and variable expense and di­
vide this sum by the tonnage pro­
duced.
The process method of cost find­
ing as described in the preceding 
example is applicable when modi­
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fied to meet the existing conditions 
to quarrying, mining, etc., and the 
manufacturing of mineral wool, 
chemicals, certain pharmaceuticals, 
brick and many others. When sev­
eral sizes or styles of product are 
made simultaneously in continu­
ous process within the same pro­
duction center, the different ele­
ments of cost may have to be dis­
tributed to the product on various 
bases. The material may be dis­
tributed on a weight basis, the 
labor on a unit piece rate or group 
piece plan, some of the burden 
items traveling with the labor on 
a percentage ratio and the remain­
ing burden items allocated on a 
weight basis. In some instances 
but one element of cost is deter­
mined under the process method. 
In some enamelling operations, the 
enamelling materials covering the 
product cannot be traced to specific 
production orders, the individual 
orders losing their identity and 
traveling through in continuous 
process. The materials used by 
each product or order can be com­
puted on an area basis.
An attempt has been made to 
describe clearly the essential ele­
ments of cost finding under the 
process method. Under this pro­
cess method we do not attempt to 
deal with individual lots of produc­
tion. All production within a 
specific production center during a 
certain period of time might be 
considered as a blanket order and 
we compile the total cost of operat­
ing the production center during 
this period of time and apply this 




(Continued from page 11)
principal’s knowledge and consent, 
acted as a sort of deputy chief of 
staff. Her well meant attempts to 
do the same in her new place 
aroused natural opposition.
(5) The girl who could not or 
would not keep regular working 
hours. Such a person is positively
dangerous to any organization and 
deserves discharge immediately 
the habit is discovered.
(6) This is a very rare modern 
day instance. The young woman 
was never intended to be in busi­
ness. Failing to marry young, she 
should have been a governess, 
housekeeper or anything domestic. 
The office housekeeping; dusting; 
cleaning machines, ordering sup­
plies, coats hung on hangers in­
stead of flung over chairs, going 
out to get lunch or supper for men 
working on a rush engagement, all 
these took precedence with her 
over the typing she was supposed 
to do. In a very large organiza­
tion, such a motherly instinct 
might have found a valued niche. 
In a small one it meant only 
trouble.
As a conclusion, I wish to ex­
press my views as to the best age 
for typists. At the risk of appear­
ing either ungallant or pessimistic 
or both, I assert that a woman of 
from 26 to 30 is best. The indiffer­
ence (see example 2 above) has 
passed; if she still is of the type 
cited in (3) to attract the men, she 
generally knows how to get them 
back to their work promptly; and 
she has not yet acquired the set 
ways, cited under (4).
A good, conscientious typist, who 
can inspire and keep the confidence 
of her employer and fellow em­
ployees is a gift of the gods. She 
can materially help an accountant 
in acquiring and retaining his most 
precious asset, client goodwill. She 
is entitled to a just compensation, 
and too frequently does not re­
ceive it.
The foregoing article is not in­
tended to be exhaustive; I can only 
hope that it will prove helpful to 
some readers. I have a private 
Honor Roll of “Typists I Have 
Met.” It is not as long as I would 
like it. I have also a Black List 
which, I am glad to say, contains 
only one name. From both lists, 
and from a still larger number, not 
belonging on either, I can only 
paraphrase Kipling: “And I learned 
about typists from her.”
A DIGEST OF THE RECENT 
AMENDMENTS
(Continued from page 14)
iners, also on the matter of loans 
or gratuities made to or accepted 
by them.
4. Funds must have been reg­
ularly deposited by the drawer of 
a certified check before same may 
be issued to his order. Penalties 
for violation may be imposed both 
on the bank and the employee.
As the McFadden Bill affects the 
Federal Reserve Act, as well as 
our National Banking Laws, it 
seems appropriate at this time to 
be reminded that our Federal Re­
serve System is acknowledged as 
the best Central Bank Plan in the 
world today.
In a recent public statement 
Reginald McKenna, ex-chancellor of 
the British Exchequer and now 
chairman of the London Joint City 
and Midland Bank (the largest in 
the world), paid a deserving com­
pliment to the Federal Reserve 
Plan when he cited the fact that 
since the war, central bank re­
forms have been instituted in sev­
enteen countries and that sixteen 
of them had adopted plans similar 
to the Federal Reserve Act.
Serious consideration is being 
given to the problem of a new char­
ter for the Bank of England as 
provided for in their Act of 1844. 
While complimenting the skill with 
which the Governors have op­
erated under the old law, Mr. Mc­
Kenna points out that the greater 
elasticity of the Federal Reserve 
System is the principal reason for 
America’s unprecedented prosper­
ity.
He supports this statement by 
referring us to the enormous in­
crease in the deposits of Members 
of the Federal Reserve System by 
four and a half billions of dollars 
from 1922 to 1927, as compared 
with a decline during the same pe­
riod in the deposits of the ten Lon­
don Clearing Banks amounting to 
more than six hundred million dol­
lars.
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On this situation, he comments 
as follows:
Those who think that any increase in 
the volume of money must be stigmatized 
as inflation will doubtless be alarmed by 
th is  growth o f credit in the United 
States; but if  the supply of new money 
does no more than keep pace with the 
increase in production, there is, in fact,
no inflation whatever. An enlargement 
o f credit, which in one set of conditions 
may be inflation, in another is an indis­
pensable accompaniment of trade ex­
pansion.
Sir Reginald further supports 
his contention by the fact that 
there has been no rise in our price
level during this period of in­
creased loans and purchases by our 
banks, accordingly, the increased 
deposits referred to above must be 
“an indispensable accompaniment 
of trade expansion” made possible 
through the elastic credit plan of 
our Federal Reserve System.
Solution to Problem 1 of the Pennsylvania C. P. A. Examination 
of November, 1927.
(Printed on pages 373 and 374 of December, 1927 issue.)
By JOHN B. TANNER, C. P. A., (Ohio and Wisconsin) International Accountants Society, Inc.
Procedure of Solution
In the solution of a problem of this type in actual practice 
the most important factors to be considered are not those that 
might be described as mechanical or mathematical in nature 
but rather those that test the auditor’s ability to judge the 
sufficiency of the evidence on which) he is asked to base his 
certificate. Before certifying to statements giving effect to 
reorganization or refinancing agreements the accountant or 
auditor’s principal concern should be to make sure that the 
facts, including contracts, commitments, appraisals, settlement 
of necessary legal details, etc., warrant him in preparing and 
certifying to the statements.
In practice the accountant would have opportunity to ex­
amine all documentary evidence and determine its sufficiency 
for the purpose in hand, but in a hypothetical problem it would 
obviously be impossible to incoporate all of this evidence in 
any reasonable scope. It is essential, therefore, to assume that 
in the given problem the facts are such that if the accountant 
had access to all of the evidence available to the bankers and 
the corporation officials he would find it adequate to warrant 
him in attaching his certificate. This permits us, therefore, to 
take up the solution o f this problem just where the account­
ant in an actual case would take up the adjustment of the 
trial balance taken from the books in order to make it show 
the effect o f the refinancing plans. The various steps neces­
sary to accomplish this are shown in the journal entries.
In making these journal entries it was necessary to estab­
lish one uniform policy in handling the premiums and commis­
sions. There is some authority for regarding premiums on re­
tired stock, either common or preferred, as a net worth item 
and not as a deferred expense like discount on bonds. In view 
of the fact, however, that the premiums on stock and bonds, 
as well as the commissions and refinancing expenses, are all 
paid for the primary purpose of raising additional capital, it 
seems perfectly logical to treat all of them in the same way, as 
prepaid expense of refinancing to be written off over future 
accounting periods, the life of the bonds in the case of bond 
discount and expense, a reasonable period in the case of prem­
iums and commissions on stock. As the unamortized bond dis­
count and expense of $17,000 applies to a bond issue that is 
being retired it is properly charged to Surplus.
Other special features o f the adjustments accomplished by 
these journal entries are in most cases sufficiently indicated by 
the explanations accompanying the entries.
It is desirable, however, to keep in mind in preparing these 
journal entries that they would be tentative only, for the pur­
pose of showing what the effect on the book accounts would be 
if the refinancing were carried through at the date of the 
balance sheet. 
Special attention may be called to the entry setting up the 
stock of no par value. In an exchange of this kind it would be 
possible to provide for a stated capital represented by the no 
par stock greater than the par value o f the shares retired, thus 
in effect converting some of the Surplus into fixed capital not 
available for dividends. In the absence of specific agreement 
in regard to this, however, it is presumed that the exchange of 
eight shares of no-par stock for each share of $100 par stock 
has the same effect on capital and surplus as would the ex­
change of eight shares of $12.50 par for each $100 share.
The X Manufacturing Company 
BALANCE SHEET 
June 30, 1927
(After giving effect to the terms of an agreement dated------
1927, providing for the issue and sale of $2,000,000 first mort­
gage bonds, the issue and exchange or sale of $1,100,000 of 
preferred stock, the issue and exchange of 100,000 shares of 
no-par common stock for outstanding common stock of $100 
par, and the application of the proceeds in part in reduction 
of liabilities.)
ASSETS
Current A sse ts :
Cash ............................... ........  $148,569.33
Bills Receivable .................. 287,770.68
A ccounts Receivable . . . .  $1,512,099.31 
Less— Reserve fo r  D oubt­
fu l A ccounts ....................
Inven tories:
R aw  M aterial and Sup­
plies ...............................
Product Finished and 
in Process ....................
M arketable Securities . . .
Total Current A ssets.
F ixed  A ssets :
Plant and Equipm ent (as 
appraised b y  the Y  A p ­
praisal Com pany at cost 
to reproduce new  less 
accrued d ep rec ia tion ). .
D eferred C h a rg es:
Prepaid A ccounts ..............
Unam ortized Bond D is­
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Comm issions and Prem ium  
on P referred Stock Sold
and R etired ....................






Total D eferred Charges 
Other A ssets :
Cash Surrender Value o f  
L ife  Insurance Policies
( Officers) .........................
Guarantee Deposits .........
R ailroad  Claim s ..................
Total Other Assets . .
Total Assets ................
L IA B IL IT IE S
Current L iab ilit ies :
A ccounts P ayable ..............
A ccrued A ccounts ..............
Reserve for  Federal In ­
com e Taxes, 1926-1927.
Total Current L iab ’ties 
Fixed L ia b ilit ies :
6 per cent F irst M ortgage 
Gold Bonds —  m aturing 
July 1, 1942 ....................
Total Liabilities . . . .
N E T  W O R TH
Capital S to ck :
Preferred 7 per cent Cu­
m ulative— 11,000 shares 
o f a  par value per share
of $100 ...............................  $1,100,000.00
Comm on— 99,944 shares o f












Earned Surplus ..................  $1,077,372.20
Surplus A rising from  A p ­
praisal o f Property  . . . .  2,542,739.57 3,620,111.77
Total Net W orth  . . . .
Total Liabilities and 
Net W orth  ................
5,969,411.77
.........  8,383,749.57
N o te : Federal incom e taxes have not been settled fo r  fiscal years 
ended June 30, 1925, 1926, and 1927.
CERTIFICATE OF AUDIT
I have examined the books and accounts of The X  Manufac­
turing Company for the five-year period ended June 30, 1927,
and the contract dated ------  1927, for the issue and sale of
$2,000,000 first mortgage bonds and the issue and exchange 
and/or sale of $1,100,000 of preferred stock, and I certify that 
the above balance sheet shows, in my opinion, the financial con­
dition of the company at June 30, 1927, after giving effect to 
the financing agreement mentioned.
I further certify that my examination shows that the net 
profits for the five years were as follows:
Y ear ended June 30, 1923 ..........................................  $270,403.01
Year ended June 30, 1924 ..........................................  322,468.19
Y ear ended June 30, 1925 ........................................... 191,910.59
Y ear ended June 30, 1926 ........................................... 277,681.93
Year ended June 30, 1927 ........................................... 251,330.23
Total ........................................................................ 1,313,793.95
(S igned ) B. B. B LAN K , C. P. A.
Note to Examiner:
I f the net profits are before federal taxes the phrase “ Before 
payment of federal income taxes” should be incorporated in the 
certificate. Since the taxable net income is stated to be $250,­
000 and the net profit for the year is shown as $251,330.23, it 
appears that the corporation may have followed the policy of 
charging reserve for income tax against the Surplus, in which 
case, of course, the net profits shown for the year ended June 
30 , 1927, would be the net profits before the payment of federal 
income tax.
The X Manufacturing Company 
JOURNAL ENTRIES 
(which would have the effect of bringing the book accounts into 
agreement with the Balance Sheet)
June 30, 1927
C l) Cash ..............................................................  $1,850,000.00
Discount on F irst M ortgage B onds . .  150,000.00
F ifteen-Y ear 6% F irst M ortgage
Gold Bonds (due July 1, 1942) $2,000,000.00
To set up sale o f  bonds at a  discount 
o f 7½%.
(2)  First M ortgage 7%  Bonds (due 1931) 250,000.00 
Prem ium  on Bonds Retired ................  12,500.00
Cash ..........................................................  262,500.00
To record cancellation o f old bonds at 
105 per term s o f  contract.
(3 )  Surplus ........................................................  17,000.00
Unam ortized Bond Discount and
E xpenses ............................................. 17,000.00
To cancel unam ortized discount and 
expense on old issue o f  7%  First 
M ortgage Bonds.
(4 ) Preferred Stock (o ld  issue) ................ 927,500.00
Prem ium  on Preferred Stock R et’d 92,750.00
Preferred Stock— 7%  Cum ulative
(new  issue) ......................................  1,020,250.00
To record the exchange o f new  pre­
ferred stock fo r  old preferred 
stock at 110.
(5 ) Cash ............................................................... 79,750.00
Preferred Stock— 7 % Cum ulative
(new  issue) ......................................  79,750.00
To set up sale o f preferred stock at 
par.
(6 )  Comm issions on P referred Stock . . .  27,972.50
Cash ..........................................................  27,972.50
To record com m issions to bankers on 
exchange and sale o f preferred 
stock as fo llo w s :
9,275 shares old stock 
exchanged at $2.50 . . $23,187.50
797½ shares new stock 
sold at $6.00 ................ 4,785.00
Total ................................ $27,972.50
(7 )  Cash ............................................................... 17.46
Sinking Fund fo r  Retirem ent o f
Preferred Stock, Cash ..................  17.46
To transfer old Sinking Fund into gen­
eral cash account.
(8 ) Comm on Stock— 12,493 Shares (old
issue) .................................................... 1,249,300.00
Common Stock, N o par— 99,944
shares (new  issue) ......................... 1,249,300.00
To record exchange o f  old shares of 
$100 par value com m on stock  for  
new shares o f  N o P ar com m on 
stock in the ratio o f 8 new shares 
fo r  1 old share.
(9 ) Loans and Bills Payable ................  1,362,000.00
A ccounts Payable ....................................  300,000.00
Cash ..........................................................  1,662,000.00
To record cancellation o f  loans and 
bills payable and reduction o f a c ­
counts payable by  agreed amount.
(1 0 ) Installm ent M ortgage ......................... 9,724.29
Cash ..........................................................  9,724.29
To record cancellation o f installm ent 
m ortgage.
(1 1 ) Refinancing Expenses ......................... 15,000.00
Cash ..........................................................  15,000.00
To set up estim ated expenses in­
curred in connection w ith p ro ­
posed refinancing.
(12 ) Plant and Equipm ent ......................... 2,542,739.57
Surplus A rising from  A ppraisal o f
Property .............................................  2,542,739.57
To increase value o f Plant and Equip­
m ent to that shown to be the cost 
to reproduce new less accrued de­
preciation, as o f  June 30, 1927, 
as per appraisal m ade by  The 
Y  Appraisal Company.
(1 3 ) Reserve fo r  Federal Taxes, 1926-27 2,295.00
Surplus ...................................................... 2,295.00
To reduce the reserve fo r  taxes to 
13½% o f adjusted estimated tax ­
able income.
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C. P. A. EXAMINATION QUESTIONS, 
MARYLAND, NOVEMBER, 1927
THEORY OF ACCOUNTS
Time allowed: 9 a. m. to 12 noon. 
November 28, 1927.
Answer all questions fully.
Do not repeat the questions, but 
write your answers fully, designating 
the questions by number. The intel­
ligence indicated by your answers and 
the neatness and general appearance of 
your papers will be considered in mark­
ing, as well as technical accuracy.
1. Describe, giving reasons and illus­
trative entries, the proper accounting 
treatment of each of the following 
items upon adjusting and closing the 
books as of December 31, 1927, viz:
(a) Mortgage interest paid Decem­
ber 1st, 1927, for six months ending 
March 1st, 1928.
(b ) Dividends on cumulative prefer­
red stock owned, the last quarterly 
dividend on which was paid November 
15th, 1927, for the quarter ended April 
30th, 1927.
(c) Transferable stock rights issued 
December 1st, 1927, entitling each 
stockholder to subscribe on or before 
April 1st, 1928, for cash at par to such 
number of new shares of common stock 
(par value $100 a share) as equals 10 
per cent of his present holdings, the 
market value on December 31st, 1927, 
of the outstanding common stock being 
$150 a share. (15 points).
2. In opposition to a public utility 
corporation’s application to the Public 
Service Commission for an emergency 
increase in rates, it was contended that 
there could be no emergency because 
the corporation’s latest balance sheet 
showed an earned surplus of $3,000,­
000. Discuss this contention, with illus­
trative figures. (15 points).
3. Discuss, and criticize if you deem 
criticism justified, each of the follow­
ing procedures, viz:
(a) Computation of cost of goods 
sold by deducting closing inventory, 
priced at cost or market whichever is 
lower, from the sum of opening inven­
tory, purchases, freight and other ex­
penses inward.
(b) Charging to property account 
the face value of bonds issued at a dis­
count in exchange for such property.
(c) Charging against 19 27 surplus 
discount and flotation expenses in con­
nection with the issuance five years 
previously of twenty-year gold bonds. 
(15 points).
4. The X  Company operates a de­
partment store in seven departments. 
In 95 per cent of its sales, about 10 
per cent of the sales price is paid in 
cash, the balance being payable in 
monthly amounts during a period of
one to four years after sale. Each pur­
chaser signs a conditional sales contract 
under which the X  Company retains 
ownership of the goods until paid for in 
full, although the goods are delivered 
to the purchaser immediately upon sale. 
Defaults and bad debts vary widely from 
year to year, depending upon general 
industrial and business conditions.
(a) How should the net income of 
the X  Company be computed for federal 
income taxation?
(b ) Outline in a general way the 
accounting system and records neces­
sary to show the X  Company’s gross in­
come and allowable deductions there­
from.
(c) Describe and illustrate the treat­
ment of an account for a sale made 
three years previously and finally 
charged off as worthless in the taxable 
year without recovery of any part of 
the merchandise sold. (15 points).
5. (a) Describe the necessary legal 
and accounting formalities in the valid 
issuance of shares of corporate stock 
without par value.
(b ) Are there any differences from 
the legal, accounting and tax stand­
points between the declaration o f a 
stock dividend in no par common stock, 
and the issuance of four shares of no 
par common stock in exchange for each 
outstanding share of common stock 
with a par value of $100 a share? If 
so, explain the differences and illustrate 
with entries. (15 points).
6. (a) What is “ interest during con­
struction?”  In what account or ac­
counts should it be recorded and for 
what reasons?
(b) What are some of the advant­
ages of controlling accounts and sub­
sidiary ledgers? (10 points).
7. Define and distinguish the follow­
ing:
(a) Unappropriated Surplus;
(b ) Undivided Profits;
(c) Legal Reserve;
(d ) Operating Reserve;
(e) Premium Reserve;
(f )  Contingency Reserve;
(g ) Surplus from revaluation of 
fixed assets;
(h ) Sinking Fund Reserve;
(i) Capital Surplus. (15 points).
COMMERCIAL LAW
Time allowed: 1.30 p. m. to 4.30 
p. m. November 28, 1927.
Answer all questions fully.
Do not repeat the questions, but 
write your answers fully, designating 
the questions by number. The intel­
ligence indicated by your answers and 
the neatness and general appearance or
your papers will be considered in mark­
ing, as well as technical accuracy.
1. The Lord Baltimore Construction 
Company entered into a contract to 
complete the construction of the Balti­
more Museum of Art. Following a 
general strike of all union men, the 
construction company refused to con­
tinue the work unless the contract price 
was increased to cover the increased 
cost of labor. Under these circum­
stances, the City, through proper of­
ficials pursuant to authority duly con­
ferred, agreed to pay an additional 
$20,000 for the completion of the work. 
Upon completion of the work the com­
pany demanded the $20,000, which the 
City then refused to pay.
What are the rights of the parties 
and the principles which govern the 
case?
2. A promissory note was made by 
John Smith payable to the order of Bill 
Jones. Desiring the credit of Sam 
White, Bill Jones asked him to “ go on 
the note.”  In compliance with this re­
quest, Sam White hurriedly wrote his 
name across the extreme upper left 
hand corner of the face of the note. He 
received no money or other property for 
doing so. Thereupon, Bill Jones duly 
endorsed the note to the order of Jim 
Brady, who in turn, duly endorsed the 
note to Jack Whitehead, who dis­
counted it at the Planters Bank. At 
maturity, the note was protested for 
non-payment, and the endorsers were 
given due notice.
(a) State order in which maker and 
respective endorsers are liable to the 
Bank.
(b ) Suppose Jim Brady, after notice, 
paid the Bank, what rights, if any, has 
he, and whom would he proceed 
against?
(c) Discuss, brieflly, nature and ex­
tent of Sam White’s obligations.
3. What are the warranties of a 
qualified endorser of a negotiable in­
strument; that is, one who endorses 
such an instrument “ without re­
course” ?
4. Discuss, brieflly, the provisions of 
the laws o f Maryland applicable to busi­
ness corporations, covering the follow ­
ing points:
(a) Amendment of the corporation’s 
charter, (1 ) prior to the issuance of 
stock; (2 ) subsequent to the issuance 
of stock;
(b ) Issuance of par value stock for a 
sum of money less than the par value 
thereof;
(c ) Right of stockholder to inspect 
books of the corporation;
(d ) Payment of dividends which im­
pair the capital of the corporation.
5. State four ways in which an 
agency will be terminated by operation 
of the law.
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6. State three acts which will dis­
charge a surety or a guarantor?
7. What are the practical differences 
from the point of view of the holder be­
tween a negotiable and a non-nego­
tiable bill of lading?
8. (a) On December 30, 1926, 500 
crates o f oranges were shipped to the 
Baltimore Fruit Company, at Balti­
more, from Florida via the Seaboard 
Air Line Railway. Freight was paid by 
the shipper for account of the buyer.
(b) On the same date, a coastwise 
shipment c. i. f. Baltimore of 1,000 
boxes of dates, left San Francisco via 
the Steamship “ William Dollar,”  routed 
via the Panama Canal.
In each case a straight bill of lading 
was issued.
The company’s books were closed on 
December 31, 1926, and an audit com­
menced as of that date.
Would the two shipments, described 
above, affect the audit? If so, to what 
extent?
9. The Florida Real Estate & Spec­
ialty Corporation was adjudicated a 
bankrupt on March 1, 1927. There was 
a first mortgage amounting to $500,­
000, covering all the company’s fixed 
assets. The trustee named in the mort­
gage sold the company’s fixed assets for 
$400,000, and the trustee in bank­
ruptcy sold all the other assets of the 
company for $200,000. A schedule of 
the company’s obligations is as follows:
(a) $1,000 salary due the President 
for month of February, 1927;
(b) $50,000 due to the holders of 
the company’s 6 per cent cumulative 
preferred stock for accrued and unpaid 
dividends;
(c) $10,000 expenses incurred in the 
administration of the bankruptcy pro­
ceedings, including trustee’s commis­
sions, and fees allowed by the court to 
attorneys for trustee;
(d ) $75 wages of janitor for Jan­
uary and February, 1927, at rate of 
$37.50 a month;
(e) $100,000 due to the bondholders, 
after distribution of proceeds of sale 
of the fixed assets held as security for 
the bonds;
(f )  $5,000 damages representing 
judgment secured against the company 
in a suit for personal injuries;
(g ) $1,000 due to the State of Mary­
land for taxes.
How would the trustee distribute the 
proceeds of sale of the assets of the 
bankrupt company?
10. Maryland Supply House was ad­
judicated a bankrupt September 1, 
19 27. On March 1, 1927, this company 
was billed for $20,000 worth of wheel­
barrows duly delivered to it prior to 
that date by Oriole Manufacturing Com­
pany. This bill was paid on August 10, 
1927. The President o f the Manu­
facturing Company was a director of
the Supply House. He attended a meet­
ing of the Board of Directors o f the 
Supply House, held on March 1, 1927, 
at which the financial affairs of the 
company were discussed. In the course 
of this discussion it appeared clearly 
that, while the total assets o f the Sup­
ply House, at their fair value, were 
sufficient to meet the outstanding ob­
ligations, nevertheless the company was 
unable to meet its current obligations 
as they matured. The trustee in bank­
ruptcy filed suit to recover the $20,000 
paid to the Manufacturing Company on 
August 10, claiming that this money 
constituted a part of the assets of the 
bankrupt estate.
Is the trustee entitled to recover? 
Give a statement o f the general prin­
ciples involved in this case.
AUDITING
Time allowed: 9 a. m. to 12 noon. 
November 29, 1927.
Answer all questions fully.
Do not repeat the questions, but 
write your answers fully, designating 
the questions by number. The intel­
ligence indicated by your answers and 
the neatness and general appearance of 
your papers will be considered in mark­
ing, as well as technical accuracy.
1. To supplement your own verifica­
tion of inventory you want a certificate 
from  the firm under audit as to its ac­
curacy on the whole. Draft a short 
but comprehensive certificate to sub­
mit for their signature. (10 points).
2. On the books of a company under 
audit you find the following account as 
at December 31, 1926:
A U TO  TRUCK S
Jan. 2, 1925 —  Cash ....................... (a )  2400
July 1, 1926 —  Cash ......................  (b )  1800
July 31, 1926 —  Cash ....................... ( c )  970
July 31, 1926 —  Cash ....................... (d )  950
Sept. 1, 1926 —  Cash ....................... (e )  218
Oct. 1, 1926 —  Cash ....................... (e )  218
Nov. 1, 1926 —  Cash ....................... ( e )  218
Dec. 1, 1926 —  Cash ......................  (e )  218
6992
July 31,1926 —  Cash ....................... ( f )  400
Dec. 3 1 , 1926 —  B a la n c e ..................  6592
6992
(a) Cost of Truck No. 1; (b ) cost of 
Truck No. 2; (c) paid for Truck No. 3 
after trading in Truck No. 1 for $800;
(d ) cost of special truck body for 
Truck No. 3; (e ) instalment payments 
on Truck No. 4 bought September 1,
1926, for $2,400, payments include $18 
interest; (f )  cash received for stock 
body Truck No. 3.
Give adjustment journal entries and 
restate ledger account correctly. Also 
show Reserve for Depreciation account, 
figuring depreciation at the rate of 25 
per cent per annum. (15 points).
3. In your annual audit of a manu­
facturing plant employing 100 men, 
you are asked to pay particular atten­
tion to the payroll. State your pro­
cedure in this respect. (10 points).
4. Outline the audit procedure in re­
spect to a thorough verification of the 
liability for Notes and Acceptances Pay­
able. (10 points).
5. You are engaged to audit the ac­
counts of A., B. & Co., Investment 
Bankers. The partnership has a capital 
of $100,000 and specializes in high 
grade bonds. Describe procedure in de­
tail. (20 points).
6. You are engaged to ascertain the 
amount of claim against the Fire In­
surance companies after a fire in a fur­
niture store. One department was un­
touched, one damaged by water only, 
and one badly burned and considerable 
merchandise entirely destroyed. Rec­
ords are available and regular inven­
tories were taken. State your pro­
cedure. (1 5  points).
7. What is your opinion of the use 
of graphic charts as a part of an audit 
report and under what circumstances 
would you consider it advisable? Pre­
pare a chart of curves showing results 
by years, using the following data:
Cost of Net
Sales. Sales. Expense. Profit.
1920   140,000 90,000 30,000 20,000
1921   110,000 80,000 20,000 10,000
1922   145,000 102,000 28,000 15,000
1923   185,000 150,000 27,000 8,000
1924   145,000 110,000 22,000 13,000
1925   125,000 110,000 20,000 *5,000
1926   175,000 145,000 22,000 8,000
*Net Loss.
Pencil sketch will be accepted, but 
neatness is essential. (20 points).
ECONOMICS
Time allowed: 1.30 p. m. to 4.30 
p. m. November 29, 1927.
Answer all questions fully.
Do not repeat the questions, but 
write your answers fully, designating 
the questions by number. The intel­
ligence indicated by your answers and 
the neatness and general appearance of 
your papers will be considered in mark­
ing, as well as technical accuracy.
1. The demand and supply schedules 
for cotton in the cotton market o f a 
certain city on a certain day are pre­







































(a ) Draw the corresponding demand 
and supply curves, indicating the point
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at which the market price tends to be 
fixed.
(b) Draw, on the same diagram, a 
new demand curve indicating an in­
creased demand and a new supply curve 
indicating a decreased supply.
( c) What is the new price of cot­
ton? Explain the change.
(d) What is now the quantity ex­
changed? Explain the change.
2. Show how the wages of a partic­
ular grade of labor are determined by 
the marginal productivity of the labor. 
What use may be made of this theory 
in estimating the power o f a trade union 
in bringing about an increase in the 
wages of its members?
3. What are economic advantages of 
international trade? Give the argu­
ments for and against a protective 
tariff.
4. Criticize the following, which was 
written in this country during the pe­
riod of prosperity preceding the crisis 
of 1920:
“ That we lack money is proved by 
the high interest rates. In spite of 
the gold added to our supply and the 
big profits on everything we sold to the 
world, we are short of money. Inter­
est rates never were higher. If the 
law of supply and demand holds good, 
the interest rates should fall as the 
amount of money increases.”
5. Distinguish between fixed and 
variable expenses of production. In 
which case will selling price tend to 
correspond more nearly with total ex­
penses of production: (a) where ex­
penses are principally fixed expenses; 
or (b ) where expenses are principally 
variable expenses? Explain.
6. Describe as many types of corpora­
tion securities as you can. Explain 
their respective advantages to the cor­
poration as a means of financing. Ex­
plain their respective advantages to 
purchasers as investors.
7. What functions does money per­
form in our present economic system? 
What is meant when it is said that the 
United States has a gold standard? In 
what respects might a paper standard 
be superior to a gold standard? What 
are the dangers of a paper standard?
8. Explain some of the more import­
ant economic effects o f the rise in prices 
from 1915 to the summer of 1920 and 
similarly of the decline in prices in 
the latter part of 1920 and thereafter.
PRACTICAL ACCOUNTING
Time allowed: 9 m. to 1 p. m. 
November 30, 1927.
Answer all questions fully.
Do not repeat the question, but 
write your answers fully, designating 
the questions by number. The intel­
ligence indicated by your answers and 
the neatness and general appearance of
y o u r  p a p e rs  w i l l  b e  c o n s id e r e d  in  m a r k ­
in g , as  w e ll  as t e c h n ic a l  a c c u r a c y .
P R O B L E M  N O . 1 
(20 p o in t s )
Y o u  a r e  r e ta in e d  b y  C h a r le s  B . 
A u s t in  to  p re p a r e  h is  F e d e r a l  in c o m e  
ta x  r e tu r n  f o r  th e  c a le n d a r  y e a r  1926. 
H e  a d v is e s  y o u  th a t  h e  is  a  p a r tn e r  in  
th e  firm  o f  W r ig h t  & A u s t in , r e c e iv in g  
o n e - th ir d  o f  th e  p ro f its  a f te r  a l lo w in g  
f o r  s a la r ie s  o f  $20,000.00 p e r  a n n u m  to  
W r ig h t  a n d  $10,000.00 to  h im s e lf .  A  
t r ia l  b a la n c e  t a k e n  f r o m  th e  b o o k s  o f  
t h e  p a r tn e r s h ip  as  o f  D e c e m b e r  31, 
1926, a f te r  th e  a p p lic a t io n  o f  a l l  e n tr ie s  
e x c e p t  th o s e  c o v e r in g  p a r tn e r s ’ s a la r ie s  
a n d  d is t r ib u t io n  o f  p ro fits , is as f o l ­
lo w s  :
Dr. Cr.
Cash .................................. $50,000
N otes R eceivable . . . .  20,000 
A ccounts R eceivable . .  150,000
Inventories ....................  200,000
Investm ents ..................  10,000
Deferred Charges . . . .  15,000
F actory  Land ................  50,000
F actory  Buildings . . . .  300,000 
M achinery and Equip. 150,000 
Office Furniture and
Fixtures ....................... 9,000
Autom obile Trucks . . .  35,000
N otes Payable .............. $50,000
A ccounts Payable . . . .  125,000
A ccrued A ccounts . . . .  8,000
R eserves fo r  D epr’n :
F actory  Buildings . . 50,000
M achinery & Equip. . 100,000
Office Furniture and
Fixtures ..................  6,000
A utom obile Trucks . 20,000
Capital A ccount— A. W .
W right ....................  450,000
Capital Account— C. B.
A ustin  ....................  150,000
D raw ing A ccount —  A.
W . W right .............  60,000
D raw ing A ccount —  C.
B. Austin ................  30,000
Cost o f Sales ................ 1,000,000
Salesmen’s Salaries . . .  50,000 
Traveling Expense . . . .  20,000 
M isce lla n eou s S ellin g
Expense ..................  7,500
Office Salaries .............. 20,000
Office Supplies and E x ­
pense ....................... 4,000
Telephone & T elegraph 1,300
M iscellaneous General
Expense ..................  1,900
Interest on N otes P a y ­
able ...........................  2,500
B ad Debts ....................... 3,000
P rofit and L oss ...........  900
Sales .................................. 1,225,000
Interest on N otes and 
A ccounts R eceiv­
able ...........................  2,500
Discounts on Purchases 3,000 
Incom e from  Invest­
m ent ......................... 600
$2,190,100 $2,190,100
T h e  ite m  o f  “ I n v e s t m e n t s ”  r e p r e s e n ts  
p r e fe r r e d  c a p ita l  s t o c k  o f  a M a ry la n d  
in d u s tr ia l  c o r p o r a t io n , a n d  “ In c o m e  
f r o m  I n v e s tm e n ts ”  is  d iv id e n d s  r e ­
c e iv e d  th e r e o n .
T h e  c h a r g e  o f  $900.00 to  “ P r o f it  a n d  
L o s s ”  c o v e r s  a  c o n t r ib u t io n  to  th e  C o m ­
m u n ity  F u n d  o f  B a lt im o r e .
All other items appear to be normal 
business expenses.
You also find from an examination 
o f his personal records that income was 
received and expenditures made as fol­
lows during the year:
In com e :
In terest:
On tax-free  covenant bonds . . .  $1,500 
On bonds w ithout tax-free cove­
nant .................................................  1,000
On savings bank account ...........  200
On m ortgage .................................... 300
On State o f  M aryland bonds . . 1,000 
Dividends on stocks o f  corpora­
tions organized under the laws
o f various States ......................  3,000
Rent received from  dwellings
owned ...............................................  2,400
$9,400
E xpen ses:
City and State taxes on residence
property ........................................  $1,200
City and State taxes on securities 125 
City and State taxes on rented
property ........................................  400
W ater rent on residence property 50 
W ater rent on rented property . . 40 
F ed era l in com e tax  fo r  the p re v ­
iou s y ea r  .................................... 1,200
Interest on loans ...............................  200
Contributions to organized chari­
ties ...................................................  2,000
L oss from  sale o f securities pur­
chased in the year 1925 . . . .  500 
Cost o f  operating fam ily  autom o­
bile, including depreciation . . 2,500 
R epairs to  residence property . . .  750
R epairs to rented property ...........  350
F am ily  liv ing expenses (including 
food, cloth ing and wages o f
servants) ......................................  10,000
L ife  insurance prem ium s ................ 3,000
$22,315
Mr. Austin further advises you that 
his residence and the dwellings rented 
were all purchased by him within the 
past ten years and cost $30,000.00 and 
$20,000.00, respectively. Included in 
these two amounts are land values 
which you are advised are $7,500.00 in 
the case of his residence and $5,000.00 
in the case of rented property. The 
properties are all brick and concrete 
construction and depreciation is stated 
to be at the rate of 2 per cent per an­
num.
Prepare a statement in simplest form- 
possible showing the net taxable income 
of this individual, subject to both nor­
mal and surtax under the Revenue Act 
now in effect.
PROBLEM NO. 2 
(30 points)
A lumber company is engaged in cut­
ting timber at two separate points 
known as Camps A and B, both located 
on non-navigable streams. The logs are 
cut and hauled to the stream, from 
which point they are placed in the 
water and floated (driven) down to the 
mouth of the river. The point to which 
the logs from Camp A are “ driven” is 
a steamboat landing known as Point M, 
and it is at that point that the com­
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pany’s logs from  both camps are con­
centrated fo r  shipm ent. The logs from  
Camp B, after being “ driven”  to a 
navigable point in the river, are loaded 
on  barges and tow ed to P oin t M. The 
com pany pays $4.50 and $5.00 per 
thousand board feet at Camps A  and B, 
respectively, to contractors fo r  the cut­
ting o f  logs. It handles all other opera­
tions with its ow n labor on an hourly 
w age basis.
The general ledger tria l balance at 
Decem ber 31, 1926, before closing, but 
after m aking entry fo r  depreciation, is 
as fo llow s:
Dr. Cr.
Timber rights . . .  $500,000.00 
Building: and
Equipment—
Camp A.............  80,000.00
Camp B ......... 60,000.00




Point M ........... 10,000.00
Tugs and Barges 50,000.00 
Cost of operations 108,911.50 
General overhead 20,000.00 
Administration &
Gen’l Exp. . .  10,000.00 
Selling expense . .  18,525.00
Cash .....................  36,735.50
Notes receivable . 10,000.00 
Accts. Receivable 60,000.00
Sales .....................  $370,500.00
Interest on Notes 
and Accounts
Receivable . .  1,200.00
Notes Payable . .  110,000.00
Accts. Payable . .  17,547.00
Interest on Notes 
and Accounts 
Payable . . . .  10,400.00
Surplus ...............  65,000.00
Inventory —  Jan.
1, 1926 (Lbr.) 20,275.00 
Inventory —  Dec.
31, 1926 (Ma­
terials and
Supplies) . .  . 5,750.00 
Payments on ac­
count cutting
contracts . . .  43,650.00 




ment, etc. . .  60,000.00 
Reserve for De­
preciation of
Tugs & B’g’s 30,000.00
$1,054,247.00 $1,054,247.00 
The feetage cut at each point during 
the year was as fo llow s:
Camp A ...............................................  6,000,000
Camp B ..................... ....................... 4,000,000
Total ...............................................  10,000,000
There was no inventory o f tim ber di­
rectly  at Camps A  or B, either at the 
beginning or end o f  the year, but 
“ driven”  logs from  the latter camp at 
navigation point ready to be loaded on 
barges and tow ed to Point M was 75,­
000 feet inventoried at cost, $1,150.00, 
at January 1, 1926, and 60,000 feet at 
December 31, 1926. At the beginning 
o f the year there were 765,000 feet o f 
logs at Point M ready for  shipment, in­
ventoried at cost, $19,125.00, and at
the end o f  the year 600,000 feet. Ma­
terials and Supplies account had been 
adjusted to physical inventory at N o­
vem ber 30, 1926, and because there had 
been no operations in Decem ber further 
adjustm ents w ere not considered neces­
sary.
It was the custom  o f the com pany to 
make advances to  its cutters periodical­
ly  during the year, charging the ad­
vances to “ Payments on Account Cut­
ting Contracts.”  A t the end o f the year 
entries were made to charge operations 
w ith cutting costs, close “ Payments on 
A ccount Cutting Contracts”  and set up 
balance due contractors in accounts 
payable.
The com pany’s agreem ent with re­
spect to tim ber gave them ownership 
originally o f  standing tim ber available 
fo r  cutting estimated to be 150,000,000 
feet, at a cost o f  $750,000.00. Of this 
am ount 50,000,000 feet had been cut at 
Decem ber 31, 1925.
An analysis o f  the detail cost record 
shows the fo llow in g :
From the foregoin g  facts and figures 
prepare the fo llow in g :
Statement show ing cost, per thousand 
board feet o f  logs loaded on steamers 
at P oint M.
Statements show ing cost value o f 




















Used . . . .
25,450.00
3,000.00 2,400.00 3,900.00
Repairs . . . 4,200.00 3,000.00 2,000.00
Depreciation 
Miscellan­






















In addition to the above there were 
items show ing the cost o f  operating 
tugs and barges, including depreciation, 
amounting to $10,037.50.
The General Overhead represents sal­
ary o f the general superintendent and 
other overhead expenses applicable to 
the cost o f  logging  operations, and is 
to be apportioned oh the basis o f  20 
per cent to operations at Point M, and 
balance to the two camps in proportion 
to tim ber cut.
A ll charges at Point M except labor 
o f  unloading barges and loading steam­
ers is to be divided equally between 
w ood received and shipped at that 
point.
PRACTICAL ACCOUNTING
Tim e allow ed: 1.30 a. m. to 5.30 
p. m. Novem ber 30, 1927.
Answer all questions fully.
Do not repeat the question, but 
w rite your answers fu lly , designating 
the questions by number. The intel­
ligence indicated by your answers and 
the neatness and general appearance o f 
your papers w ill be considered in m ark­
ing, as w ell as technical accuracy.
PROBLEM  NO. 3 
(20 points)
The balance sheet o f  the “ R "  Com­
pany at March 31, 1927, was as fo l­
low s:
ASSETS
Cash .....................................................  $150,000
Notes Receivable .............................. 15,000
Accounts Receivable .......................  1,000,000
Inventories ........................................  1,200,000
Deferred Charges.............................. 25,000
Plant and Equipment $750,000 
Less Reserve for De­




Notes Payable ..................................  $400,000
Accounts Payable ............................ 150,000
Accrued Accounts ............................ 40,000
Reserve for Bad D eb ts .................  30,000
Capital Stock:
Preferred, 6 per cent Cumula­
lative ............................................  200,000
Common ..........................................  750,000
Surplus .......................................... .. 1,170,000
$2,740,000
Both classes o f capital stock  are 
$100.00 par value. The preferred stock 
is redeem able at any dividend date, 
upon sixty days notice, at 105, plus divi­
dends unpaid or accrued.
It is the desire o f  the stockholders to 
distribute som e part o f the accum ulated 
surplus, and to accom plish this end it is 
decided to reorganize and recapitalize 
the business as o f  the above date. In 
connection  with the accom plishm ent o f  
this purpose the charter o f  the com ­
pany is am ended to make the auth­
orized capital stock as fo llow s:
First Preferred, 7 per cent, Cumu­
lative— 15,000 shares o f  $100.00 each.
Second Preferred, 7 per cent, Cumu­
lative— 15,000 shares o f  $100.00 each.
Com mon— 100,000 shares w ithout 
par value.
An appraisal was made o f  the plant 
and equipm ent as o f  the date o f  the 
foregoin g  balance sheet and show ed a 
reproduction  value, new, o f $1,000,­
000.00, and accrued depreciation o f
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$250,000.00. The directors authorized 
the w riting up o f the properties on the 
books to the appraisal figures.
10,000 shares o f  the first preferred 
stock  w ere sold to bankers at 95. The 
old preferred stock  was called fo r  re­
demption, the holders thereof to re­
ceive the dividend fo r  the three months 
ended June 30, 1927, in addition to the 
redem ption price.
A  special cash distribution to the 
com m on stockholders, am ounting to 
$750,000.00, was authorized by the 
board o f directors. A fter this distribu­
tion the old com m on shareholders sur­
rendered their stock, and received in 
exchange therefor 12,500 shares o f  the 
new second preferred and all o f  the new 
com m on stock.
The directors authorized the write- 
off o f discount on the first preferred 
stock.
(a ) Prepare necessary journal en ­
tries to record all o f the above trans­
actions.
(b )  Prepare such a balance sheet, 
com prehending the above reorganiza­
tion and financing, as you would have 
given to the bankers who underwrote 
the first preferred stock.
PROBLEM  NO. 4 
(30 points)
The balance sheet o f the “ A ”  Com­
pany and the “ B ”  Company at Decem­




Notes R eceivable.........  15,000
Accounts Receivable . .  40,000
Inventories ....................  200,000
Investment in Capital
Stock of “M” Com­
pany .............................  5,000
Deferred Assets ...........  5,000
Plant and Equipment 500,000 
Deficit .............................  150,000
$920,000 $1,785,000
LIABILITIES
Mortgage Payable . . . . $200,000
Notes Payable .............. 200,000 $105,000
Accounts Payable . . . . 85,000 100,000
Accrued Accounts . . . . 7,500 10,000
Dividends on 7%  Pre­
ferred Stock .............. *4,375
Reserve for Fed. Taxes 20,000
Reserve for Bad Debts 2,500 10,000
Reserve for Deprecia­
tion ................................ 150,000 300,000
Capital Stock:
Cumulative, 7% , pre­
ferred ....................... 75,000 250,000
Cumulative, $1.50,
Preferred ................ 200,000
Common ....................... 200,000 500,000
Surplus ........................... 285,625
$920,000 $1,785,000
* Payable on January 6, 1925, to stock­
holders of record December 20, 1924.
In case o f  liquidation the preferred 
stockholders o f  “ A ”  Company were en­
titled to receive its par value plus divi­
dends unpaid a n d /or  accrued before 
there could be any distribution to the 
com m on stockholders. In case o f the 
liquidation o f  “ B ”  Company the 7 per 
cent preferred stockholders were en­
titled to $100.00 per share plus all 
dividends unpaid an d /or  accrued before 
there could  be any distribution to the 
other tw o classes o f  stockholders. A fter 
satisfaction o f the claims o f the holders 
o f  the 7 per cent preferred stock, the 
$1.50 preferred stockholders were en­
titled to $25 a share plus dividends at 
the rate o f  $1.50 a share per annum un­
paid and/or, accrued before there could 
be any distribution to com m on share­
holders.
No dividends had been paid on the 
preferred stock o f “ A ”  Company since 
one fo r  the three months ended Decem­
ber 31, 1922. Dividends on the 7 per 
cent preferred stock o f  “ B ”  Company 
had been provided for  to date, and on 
the $1.50 preferred stock to November
1, 1924.
Because o f  continued heavy losses 
and the inability to get the banks to 
extend further credit a large part o f the 
stockholders o f “ A ”  Company agreed 
to accept an offer o f “ C”  Company to 
pay $75.00 and $7.50 a share, respec­
tively, for  the preferred and com m on 
stocks. This resulted in the acquisi­
tion o f 675 shares o f  preferred (par 
$100.00 a sh are), and 7,600 shares o f 
com m on stock (par $25.00 a share) by 
that com pany as o f Decem ber 31, 1924, 
At the same time “ C” Company pur­
chased 6,000 shares o f  the $1.50 prefer­
red and 8,000 shares o f com m on capital 
stock  o f “ B ”  Com pany at $27.50 and 
$100.00 a share, respectively. Both o f  
the latter classes o f stock were without 
par value, and the am ount outstanding 
was 8,000 and 10,000 shares, respec­
tively. The par value o f the 7 per cent 
preferred stock o f that company was 
$100.00 a share.
During the next two years “ A ”  Com­
pany made very little progress and no 
dividends had been paid. “ B ”  Com­
pany had paid dividends on the two 
classes o f preferred and the com m on 
stock regularly, the last dividend on 
the $1.50 preferred being fo r  the three 
months ended November 1, 1926, and 
on Decem ber 15, 1926, a dividend for  
the three months ended Decem ber 31,
1926, had been declared on the 7 per 
cent preferred payable on January 10,
1927, to stockholders o f record Decem­
ber 20, 1926. A ll dividends on pre­
ferred stocks o f  “ C”  Com pany had been 
paid to  date. Because o f  the failure o f 
“ A ”  Company to m ake any material 
progress and the rather discouraging 
outlook  fo r  its future, the directors o f  
“ C”  Company decided to gradually re­
duce the book  value o f the stock o f  “ A ”  








an adjustment o f the book value o f the 
com m on stock to $5.00 a share. Proper 
entries to record  the dividend liability 
and adjust stock value were made on  
the books o f the respective com panies 
before closing them fo r  the year.
The Balance Sheets o f  the three com ­
panies at Decem ber 31, 1926, were as 
fo llow s:
ASSETS
“A ” “B” “C”
$7,000 $175,000 $420,000
Notes Re­
ceivable . 1 2 ,000 1 0 0 ,0 0 0 50,000
Accts. Re­
ceivable . 50,000 325,000 750,000








“A ” and “B”
Comp’s . . 1,053,625
Advances to
“A” Co. . 2 0 0 ,0 0 0
Deferred
Assets . . . 4,000 1 2 ,0 0 0 24,000
Plant &







Payable . $10 0 ,0 0 0
Notes Pay­





Company 2 0 0 ,0 0 0
Dividend on
7% Prefd
Stock . . . 4,375
Reserve for
Fed. Taxes 25,000 50,000
Reserve for
Bad Debts 3,000 15,000 40,000
Reserve for




ferred . 75,000 250,000 600,000
Cumulative,
$1.50, Pre­




Common . 2 00 ,000 500,000 1 ,0 0 0 ,0 0 0
Surplus . . . . 427,625 1,507,625
$918,000 $1,962,000 $4,747,625
Included in the current accounts re­
ceivable o f the “ C”  Company is $2,­
000.00 and $5,000.00 due from  “ A ”  
Company and “ B ”  Company, respec­
tively. These amounts are also re­
flected in the accounts payable o f  the 
latter companies.
Prepare consolidated balance sheet o f  
these three companies, show ing details 
o f  calculation o f m inority interests.
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The Illinois Situation
M UCH interest has been aroused in the regulation 
of public accounting practice as 
adopted by the State of Illinois, 
where there are two distinct and 
non-conflicting laws, one of which 
is entitled “An act to regulate the 
profession of public accountants” 
(1903), and the other of which is 
entitled “An act to afford protec­
tion to the public by prescribing 
and regulating the practice of pub­
lic accounting by registration” 
(1927).
In spite of its title, the original 
act, passed in 1903, and amended 
in 1907, does not in any way “ reg­
ulate the profession of public ac­
countants” except as it provides 
for the granting of the C. P. A. 
title and limits the use of that 
title. It neither conveys nor re­
stricts the right to practice public 
accounting in the State of Illinois, 
and prior to the passage of the 
act of 1927, there was no restriction 
upon such practice in the state. 
The act of 1927, however, provides 
a restriction upon the practice of 
public accounting in Illinois by say­
ing that only those licensed by the 
Department of Registration and 
Education (the same board which 
licenses nurses, dentists, phy­
sicians, etc.) shall have the au­
thority to practice public account­
ing.
Of course the peculiar thing 
about the present situation in Illi­
nois is that the granting of an 
Illinois C. P. A. certificate does not 
hereafter give the recipient any 
right to practice public accounting 
in the State of Illinois. The priv­
ilege of practicing must be ob­
tained from another board under 
the provisions of the 1927 legisla­
tion. In the case of those who 
have received their Illinois C. P. A. 
titles prior to the passage of the 
act, there is a discrimination in 
that under the new act they will be 
licensed w i t h o u t  examination 
whether they have been in prac­
tice or not, whereas any other per­
son, in order to obtain a license by 
waiver, must have “ for a period of 
not less than one year immediately 
preceding the taking effect of this 
Act . . . been continuously and ac­
tively engaged at an established 
place of business in practice as a 
public accountant, either as an in­
dividual on his own account, or as 
an active member of a partnership 
or firm or as an officer of a cor­
poration.”
Persons receiving the Illinois 
C. P. A. title in the future must 
pass the examinations of the De­
partment of Registration and Edu­
cation also in order to obtain a 
license to practice.
The question has arisen as to 
whether Illinois Certified Public 
Accountants who are not in active 
practice should register under the 
act. It has been generally felt 
that they should have registered 
within the period permitted under 
the waiver clause, because by fail­
ing to do so they put themselves in 
the position of having to be ex­
amined should they ever desire to 
return to practice. Having once 
registered, they may fail to keep 
up the annual renewal fees, there­
by postponing for a period of not 
to exceed five years their own de­
termination as to whether they 
wish to maintain their registration. 
Any licensed public accountant 
who has retired from the practice 
of accountancy and allowed his 
registration to lapse, may within 
five years thereafter renew his cer­
tificate by paying all lapsed annual 
fees. If, however, the man out of 
practice allows his annual pay­
ments to go by default for more 
than five years, it is probable that 
he will be required to take a new 
examination.
It is not deemed necessary to 
give a complete resume of the 1927 
act here because the law was pub­
lished on page 198 of the July issue 
of The Certified Public Accountant 
and was summarized on page 314 
of the October issue. There are,
however, a few points of interpre­
tation which have developed since 
that time and which are of in­
terest.
One of these has to do with the 
status of persons who have re­
ceived the C. P. A. title from states 
other than Illinois. The 1927 act 
provides that any person preparing 
to take up public accounting in 
Illinois, whether a certified public 
accountant or not, must obtain a 
license from the Department of 
Registration and Education, but 
says in Section 18:
“ Nothing contained in this act shall 
be construed or taken as repealing or as 
in any way affecting in whole or in part 
the provisions of an act entitled ‘An act 
to regulate the profession o f public ac­
countants,’ approved May 15, 1903, as 
amended.”
The act of 1903 provided in Sec­
tion 6 that:
“ Nothing herein contained shall oper­
ate to prevent a certified public account­
ant who is the lawful holder of a certifi­
cate issued in compliance with the laws 
o f another State, from  practicing as 
such within this State, and styling him­
self a certified public accountant.”
Some practitioners who received 
their C. P. A. titles from states 
other than Illinois were inclined to 
contend that in view of the above 
provision that the 1927 act did not 
in any way affect the act of 1903, 
as amended, it would not be neces­
sary for them to obtain licenses in 
order to practice in Illinois, be­
cause of the provision in the earlier 
act that nothing therein contained 
should “ operate to prevent a certi­
fied public accountant who is a law­
ful holder of a certificate issued in 
compliance with the laws of an­
other state, from practicing as 
such within” Illinois.
The earlier act, however, did not 
give anybody a right to practice. 
It simply conveyed a title, and in 
respect to holders of other titles 
than the Illinois title, it said that 
it, the act of 1903, was not to be 
construed as prohibiting them
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from practicing. Nevertheless it 
did not give to them or to anybody 
else a right to practice. The 1927 
act does say that after October 1, 
1927, no one shall practice who has 
 not received a license. It is there­
fore now generally accepted that 
the 1927 act applies to Certified 
Public Accountants of states other 
than Illinois as well as to Certified 
Public Accountants of Illinois be­
cause the provision in the 1903 act 
which says that the act was not to 
be construed as prohibiting them 
from practicing, nevertheless, did 
not give them a right to practice.
Another interesting point in the 
new law covers the registration of 
partnerships and corporations prac­
ticing public accounting. The law 
provides that the Department of 
Registration and Education may 
without examination issue “a cer­
tificate of authority to practice as 
a public accountant to:
“ (a) Any partnership which 
makes application therefor in writ­
ing and all of the members of 
which hold certificates of registra­
tion as public accountants issued 
by the Department of Registration 
and Education under the pro­
visions of this Act; or
"(b) Any corporation which is 
authorized by its charter issued 
prior to the taking effect of this 
Act to practice public accounting 
in this State, all officers of which 
hold certificates of registration as 
public accountants issued by the 
Department of Registration and 
Education under the provisions of 
this Act, and which makes applica­
tion therefor in writing before the 
first day of October, 1927.”
There seems to be no provision 
for giving certificates of authority, 
either with or without examina­
tion, to corporations organized 
after the effective date of the act.
The exact effect of this pro­
vision for certificates of authority 
is not entirely clear. There is a 
penalty for the practice of public 
accounting without a certificate of 
registration and a penalty for the 
use of the title “public account­
ant” or the abbreviation “P. A.”
by any person who has not re­
ceived a certificate of registration 
or authority, but it seems to be 
only by implication that the law 
requires partnerships, all of whose 
partners are registered, to obtain 
certificates of authority in order to 
style themselves as public account­
ants. The unregistered partners, 
however, of course, may not prac­
tice.
The status of national public ac­
counting organizations, which fre­
quently make changes in the lists 
of their partners, is a matter yet 
to be defined. It would seem that 
if the partnership is to practice in 
Illinois every partner must become 
registered in Illinois.
In the meantime the attitude of 
the Illinois Society of Certified 
Public Accountants is going to be 
one of “hands off.” The Society 
fought the former bills which were 
introduced in the legislature and 
brought about their defeat prior to 
the introduction of the present act. 
It made no effort to defeat the bill 
which became the 1927 law, con­
fining its efforts to obtaining the 
elimination of certain features.
It will probably be of interest to 
the profession at large to know 
that the privileged communica­
tions feature of the new law has 
already been made use of by an 
Illinois accountant, who, when 
called upon to testify in a certain 
matter, brought this provision of 
the new law to the attention of the 
court and asked the right to de­
cline to answer certain questions. 
The court had not previously seen 
this statute but held that until 
some higher court had declared it 
improper he would recognize it. 
The accountant was thereupon re­
lieved from answering such ques­
tions as he did not care to answer.
The reciprocity provisions of the 
new law are not entirely clear. It 
is provided in Section 9:
“ Upon payment o f the required fee 
an applicant who is a public accountant, 
registered or licensed or otherwise le­
gally recognized as a public accountant 
under the laws o f another State or ter­
ritory o f the United States or o f a for­
eign country or province, may, without
examination, be granted a certificate o f 
registration as a public accountant by 
the Department o f Registration and Edu­
cation, in its discretion, upon the fol­
lowing conditions:
“ (1) That the requirements for the 
registration or licensing or other legal 
recognition o f public accountants in the 
particular State, territory, country or 
province, were, at the date o f the li­
cense or certificate, substantially equal 
to the requirements then in force in this 
State; and
“ (2) That the particular State, terri­
tory, country or province extends a simi­
lar privilege to the persons registered 
under this Act,”
This would seem first, to provide 
reciprocity in granting the right to 
practice public accounting only to 
public accountants who are “reg­
istered or licensed or otherwise 
legally recognized as” public ac­
countants under the laws of an­
other jurisdiction. It might be 
construed that this provision 
would prevent the department in 
Illinois from granting reciprocal 
licenses to public accountants of 
those states which do not register 
or license or otherwise legally rec­
ognize public accountants as dis­
tinct from certified public account­
ants, except in any states which 
may prohibit the practice of pub­
lic accounting by any other than a 
certified public accountant.
In the second place, it would 
seem that any public accountant 
licensed in another state prior to 
the passage of this act would, ir­
respective of character or educa­
tion or any other factor, be en­
titled to a reciprocal license in Illi­
nois because of the provision that 
a public accountant of another 
jurisdiction may be granted a 
license if the requirements in his 
state at the date at which he re­
ceived his license were “substan­
tially equal to the requirements 
then in force in” Illinois. Since  
there were no requirements in Illi­
nois prior to the effective date of  
the last act any license granted 
by another jurisdiction prior to 
that date would be more than 
“equal to the requirements then in 
force in” Illinois.
All of these matters must be 
considered by the examining com­
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mittee appointed by the superin­
tendent of the Department of 
Registration and Education. This 
committee consists of Frederick B. 
Andrews, C. P. A., Chicago, Ernest
S. Rastall, public accountant, Rock­
ford, and J. V. McCarthy, attor­
ney, Elgin, Illinois.
ADDRESS OF WELCOME TO 
THE CONVENTION
(Continued from page 8)
are all practical men, engaged in 
a preeminently practical profes­
sion; that you represent the re­
sults of an evolution in the 
business world which had its be­
ginning in a remote and clouded pe­
riod of history, when all business 
was conducted in a haphazard and 
unsystematic manner.
This evolutionary process has 
developed to the present day when 
business is being planned and con­
ducted upon the basis of genuine 
scientific principles, and the work 
of your profession in connection 
with this evolutionary process has 
found its way into every well es­
tablished business in America.
The effects of this are of such 
a number and variety that time 
would forbid their discussion in de­
tail.
In the first place, the modem 
business man has within recent 
times learned that the essential re­
quirements in the conduct of his 
business embrace such factors as 
the ascertainment of investment, 
the determination of his costs, and 
the need of chart and compass with 
which to direct and administer his 
affairs.
In all of these respects contri­
butions made to business by your 
profession have been the means of 
bringing about, in a large and sub­
stantial manner, the effects which 
we now see in evidence.
The ascertainment of invest­
ment in trade and industry has 
long been a real problem, and out 
of the ignorance and confusion of 
the past we have reached the point 
where knowledge has taken the
place of ignorance, and systematic 
application of this knowledge has 
taken the place of confusion, so 
that this aspect of business has 
been placed upon a sound, scientific 
and substantial basis.
Cost Accounting Saving Millions
As modern business developed 
into huge and complicated depart­
ments of activities producing in­
numerable varieties of articles, it 
became necessary that the false 
conceptions of the cost of produc­
tion give way to enlightened knowl­
edge of the necessary expense at­
tached to the production of units 
and the administrative functions of 
business.
Here also you have contributed 
to the knowledge necessary in or­
der to arrive at our present stage 
of business development and the 
result of the application of these 
scientific methods has multiplied 
and the various economies and ef­
ficiencies that never before marked 
the conduct of business in the in­
dustrial and commercial world 
have now, in a large measure, be­
come almost commonplace.
The modern business man has 
come to know the advisability, if 
not the absolute necessity, of pos­
sessing the ways and means of ob­
taining the facts and knowledge 
upon which he may conduct and 
administer the affairs of his busi­
ness in a manner most consistent 
with the principles and practices of 
the enlightened period in which we 
live.
The age of guess work is gone; 
the era of errors as an ordinary in­
cident of accounting and practice 
in business, is past. The age 
when facts and figures harmonize 
is here at last, and it has come 
through the studies and efforts of 
your profession.
Confidential Relationship
There is another feature to 
which it may be proper to advert. 
In the old days the relation of the 
priest and the parishioner, the 
physician and the patient and the
attorney and the client were re­
garded as the only professions 
whose communications were priv­
ileged, and whose secrets were sa­
cred in the eyes of the law.
The accountant's profession has 
opened to him the door of more 
secrets in the business world than 
to that of any other individual in 
any line of modern activity, and 
this in itself, when analyzed, not 
only justifies but makes almost a 
necessity the existence of your Na­
tional Society.
The importance and the confi­
dential character of your relation­
ship to the business community 
must impress itself more and more 
upon the members of your profes­
sion as the years go by.
This, in itself, has given rise to 
the legislation throughout the 
States of the Union which has cre­
ated a governmental recognition 
of the profession and has resulted 
in placing the accounting profes­
sion upon a most substantial and 
dignified basis.
The far reaching consequence 
of an abuse of the confidences that 
must necessarily be reposed in the 
public accountant, need not be de­
scribed. The anxiety of the mem­
bers of your profession to main­
tain a high standard of profes­
sional practice and ethics, thus re­
taining the confidence of the busi­
ness world, must have been a prime 
cause in the organization and de­
velopment of your Society.
Service to Taxpayer and Govern­
ment
Another incident worthy of con­
sideration is the manner in which 
the profession has made a con­
tribution of great magnitude to 
modem business, and that is the 
part which it has played in con­
nection with taxation and the ad­
ministration of tax laws of the 
State and Federal Governments.
The accounting profession has 
been largely responsible for the 
uniformity which has thus far been 
injected into the proper measure­
ments of profits and losses and 
other factors which are of vital
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consequence, not only to the tax­
payers, but to the Government of­
ficials with whom they deal.
Aside from the actual mathe­
matical basis of accounting, the re­
sults which have been obtained in 
the course of the practice of the 
profession in the saving of time, 
the elimination of waste and the 
adjustment of disputes, represent 
economies which, when reduced to 
figures, involve vast amounts of 
money.
These and many collateral re­
sults have emphasized to the prac­
tical business man not only the 
value of your work and its place in
Raymond A. Duggan & Com­
pany, Certified Public Accountants, 
announce the removal of their of­
fices from the Monadnock Building 
to 1649 Strauss Building, 312 
South Michigan Avenue, Chicago, 
Illinois.
Elliott, Andrews & Ivy, Ac­
countants & Auditors, announce 
that the practice heretofore con­
ducted by Edward S. Elliott & Co. 
and the practice conducted by T. A. 
Andrews & Company have been 
consolidated under a copartnership 
with offices in the Bank of Com­
merce & Trust Building, Memphis, 
Tenn., and the Peoples Bank Build­
ing, Jackson, Tenn., effective Jan­
uary 1, 1928.
Walter K. Mitchell, H. A. Kel­
logg and Fred D. Bullock, announce 
the formation of the firm of Bul­
lock, Kellogg & Mitchell, Certified 
Public Accountants and Tax Coun­
sellors, with offices in the Roose­
velt Building, Los Angeles, Russ 
Building, San Francisco, and Tap­
scott Building, Oakland, California. 
The Los Angeles office will be in 
charge of Walter K. Mitchell, C. P. 
A., Resident Partner.
Harry R. Howell, C. P. A., and 
A. S. Cureton announce the forma­
tion of a partnership under the 
firm name of Howell, Cureton and
business, but they have also es­
tablished beyond peradventure the 
necessity of your profession as a 
factor in our modem economic ex­
istence.
It is with these thoughts in 
mind that I extend a most cordial 
and hearty welcome to you as 
members of The American Society, 
gathered together in your Sixth 
Annual Convention.
As long as you can prolong your 
stay you will find the word “Wel­
come” over every door and the 
spirit of hospitality giving impulse 
to the heart beats of your happy 
hosts.
Company for the general practice 
of public accounting with offices at 
706-7 Kanawha National Bank 
Building, Charleston, West Vir­
ginia. Thomas R. Wilson is asso­
ciated with the firm as a junior 
member.
Willard R. Ginder, C. P. A., an­
nounces the opening of an office on 
January 1, 1928, for the general 
practice of accountancy at 1828 
Widener Building, Philadelphia, 
Pa.
J. D. Cohen, C. P. A., is now 
located at 1440 Broadway, New 
York City.
Laubscher, Smith & Erk, Ac­
countants and Auditors, announce 
the removal of their offices to 1140 
Engineers Bank Building, Cleve­
land, Ohio.
H. Cleveland Logue announces 
the opening of an office at 810 
American Building, Baltimore, 
Md., for the general practice of 
accountancy under the firm name 
of H. Cleveland Logue & Company, 
Certified Public Accountants and 
Tax Consultants.
Mahoney, Bowen & Hanley an­
nounce the dissolution of their 
partnership by mutual consent and 
the withdrawal of Mr. Thomas F.
Hanley. John F. Mahoney, C. P. 
A., and Edmund F. Bowen an­
nounce the formation of a new 
partnership under the firm name 
of Mahoney, Bowen & Co., 11 Park 
Place, New York City.
Child, Smith & Young, Public 
Accountants and Auditors, an­
nounce the removal of their Hart­
ford office to the Capitol Building, 
410 Asylum Street, Hartford, Con­
necticut.
H. A. Sayre & Co., Certified Pub­
lic Accountants, announce the re­
moval of their offices to 134 North 
La Salle Street, Suite 508, Chicago, 
Illinois.
Frank J. Glass and George M. 
Nicholson, Certified Public Ac­
countants, have formed a partner­
ship under the firm name of Glass 
& Nicholson with offices at 504 
Union Trust Building, Parkers­
burg, W. Va., 35 Arcade Building, 
Clarksburg, W. Va., and 507 Peo­
ple’s Bank Building, Marietta, 
Ohio.
T. F. Evans, C. P. A., and W. B. 
Wilson, C. P. A., announce the for­
mation of the partnership of 
Evans, Wilson & Co., with offices 
at 17 Academy Street, Newark, N. 
J., for the general practice of pub­
lic accounting.
A. H. Winter, C. P. A., has re­
moved his office to 27 North Illi­
nois Street, Indianapolis, Indiana.
John H. Pritchard, C. P. A., is 
now located at 610 Traction Ter­
minal Building, Indianapolis, Ind.
Elisha F. Nunan, C. P. A., an­
nounces the opening of offices un­
der the firm name of E. F. Nunan 
& Co., at 858 Park Square Build­
ing, Boston Massachusetts.
Wiegner, Rockey & Co., Certified 
Public Accountants, and I. Frank­
lin Howard & Co., Certified Public 
Accountants, announce the con­
solidation, as of October 1, 1927, 
of their accounting practices to be 
conducted in the name of Wiegner,
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Rockey & Co., 42 Broadway, New 
York City, Munsey Building, Bal­
timore, and Drexel Building, Phil­
adelphia. There will be no change 
in the personnel of partners nor 
members of staffs.
George Wilkinson & Company, 
Certified Public Accountants, an­
nounce that the practice hereto­
fore conducted by George Wilkin­
son, C. P. A., as above, and the 
practice conducted by Raymond
G. Cranch, C. P. A., have been con­
solidated under a copartnership 
with offices at 1530 Chestnut St., 
Philadelphia, Pa.
Lamb & Decker, Public Account­
ants and Auditors, announce the 
removal of their offices to the 
Chamber of Commerce Building, 
Rooms 1108-1109, Cincinnati, Ohio.
STATE BOARD NEWS
Kansas
Frank A. McCoy, C. P. A., Na­
tional Reserve Building, Topeka, 
Kansas, has been appointed a 
member of the Board of Certified 
Public Accountant Examiners to 
succeed A. B. Sanders of Wichita.
UNIVERSITY INSTRUCTORS 
MEET
(Continued from page 2) 
and “The Place of Accounting in 
the College Curriculum."
J. Hugh Jackson of Leland Stan­
ford University, California, is the 
new President of the Association, 
Howard C. Greer, of Ohio State 
University, being reelected as Sec­
retary-Treasurer, and W. A. Paton, 
of the University of Michigan, will 
continue as editor of “ The Account­
ing Review.”
One item of business in which 
accountants are interested, was re­
flected by the following resolution 
which was unanimously adopted:
Resolved, That it would be helpful to 
this Association in planning the educa­
tion o f students who are preparing for 
the accountancy profession, if a body 
representing that profession would make 
a statement classifying, defining and dif­
ferentiating the various classes o f serv­
ices rendered by the profession; and be 
it further
Resolved, That the Committees on Co­
operation with the American Institute 
o f Accountants and The American So­
ciety of Certified Public Accountants be 
instructed to present this resolution to 
the national organizations and to en­
deavor to secure action toward such an 
end from those organizations.
NOTES
The attention of the Secretary 
has been called to the fact that no 
public definite membership state­
ment as of August 31, 1927, has 
been made. The transfer of the of­
fices from one building to another 
was effected at that date, and dur­
ing the transfer period some mat­
ters were necessarily neglected. As 
of August 31, 1926, the member­
ship was 2,404. Net increase dur­
ing fiscal year, 62. Membership as 
of August 31, 1927, 2,466.
The Directors held their winter 
meeting in the offices of The Ameri­
can Society on Friday, December 2, 
1927. Beginning at 10 o’clock in 
the morning, the session continued, 
except for luncheon and dinner, un­
til 2 o’clock Saturday morning. 
Those present were Messrs. Pinker­
ton, Upleger, Dunn, Harrison, Tan­
ner, Burket, Peisch, Springer and 
James A. Councilor, Chairman of 
the Advisory Committee and mem­
ber ex-officio.
Several committee reports were 
presented for discussion, although 
in no case was final action taken 
thereon which resulted in the dis­
charge of any committee. The 
Board authorized changes in the 
membership of special committees 
as originally fixed by increasing the 
number of members of the Arbitra­
tion Committee and decreasing the 
number of members of the Com­
mittee on Natural Business Year. 
As the result of suggestions made 
to the Committee on Publication, 
three changes will be noted in this 
issue. The quotation, heretofore 
carried on the cover page, will ap­
pear as the first item in the edi­
torial column. The table of con­
tents, heretofore carried on the 
first page of each issue, will appear 
on the cover page. The magazine
will be sent out with one fold and 
front cover out.
Although reference has not been 
made in the magazine to the fact 
that the Secretary has made sev­
eral trips, it has been due to the 
fact that for several months when 
we came to makeup it appeared 
that the doings of the Secretary 
ought not to be published to the ex­
clusion of other state society and 
board news which had come to the 
office and which had utilized the 
space that had been reserved for 
matters of that nature. A consider­
able general statement of the re­
turn trip of the Secretary from the 
west coast, in which he visited the 
States of Idaho, Wyoming, Ne­
braska, South Dakota and Iowa, has 
been standing since the September 
issue with no opportunity as yet to 
use it.
Since the annual meeting he has 
visited with the certified public ac­
countants in Oklahoma, Tennessee, 
Arkansas, South Carolina, North 
Carolina, New York, New Jersey, 
and Maryland.
We regret that we have not been 
able to use much state society ma­
terial that was sent us for this 
issue.
The replies are coming in very 
nicely with regard to the proposed 
amendments. If yours has not been 
mailed, send it today.
Classified Advertisements
Advertising copy for this page should 
be received in the office of TH E  CE R TI­
F IED  PUBLIC ACCOUNTANT not later 
than the 25th day of the month preceding 
the month of publication. Bates for "H elp  
W anted” and “Situation W an ted ," $3.00 
per inch or fraction thereof (7 lines to 
an inch) for one insertion. The rate 
for "M iscellaneous'’ is $5.00 per inch for 
each insertion.
ACCOUNTANTS.— Leading firm of cer­
tified public accountants desires to ob­
tain several in-charge, senior assist­
ant, and junior assistant accountants. 
Replies must be concise and state in 
order—Name, address, telephone, age, 
religion, education, experience, pres­
ent connection, salary expectation and 
how soon available.— Box No. 184, 
THE CERTIFIED PUBLIC AC­
COUNTANT.
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For Your Work on 
1928 Returns Use
T H E  C E R T I F I E D  P U B L I C  A C C O U N T A N T January,
Until February 1st Only 
Regularly $16—See Below
—11th edition of the famous tax book 
prepared since 1917 by Robert H . Mont­
gomery, Counsellor-at-law, Certified Pub­
lic Accountant, and member of the firm of 
Lybrand, Boss Bros. & Montgomery.
Complete In Two Volumes
2068 Pages
I. Determination of Tax, Preparation of 
Returns and Payment. Procedure in 
preparing returns—corporate, individual, 
fiduciary—under the 1926 law, Interpre­
tative counsel on Treasury regulations 
and rulings, Court and Board of Tax Ap­
peals decisions, with positive recommen­
dations and protective suggestions on 
doubtful points. Comparative and ex­
planatory notes on the 1924 and prior 
laws as required. Meets every account­
ing and legal requirement.
II. Practice Before the Treasury, Board 
of Tax Appeals, and Federal Courts. 
Hearings on disputed returns before the 
revenue agent and before the Treasury 
Department. Papers, specimens of forms 
required, and type of evidence necessary 
if  case is carried to Board of Tax Ap­
peals—a full non-technical description, of 
the highest importance to every account­
ant who handles important tax problems, 
of the very technical procedure before 
this body. Covers also appeals to the 
Federal Courts from Tax Board decisions 
and in claims for refunds.
“No other tax publication replaces 
Montgomery’s”
Mon tgom ery ’s
incom e  TAX 
PROCEDURE
A
CCOUNTANTS all over the country are finding 
Montgomery’s 1927 INCOME TAX PROCED­
URE by far the most satisfactory tax book they can get 
for work on current returns. There has been no need 
to prepare a 1928 edition—the income tax situation 
has changed so little in the past year that none is war­
ranted.
The advice and information contained, while not 
revised or edited in any way, apply with undiminished 
force to your this year’s income tax questions. The 
law is the same. Nothing has come up which in any 
way invalidates or weakens the definite, outspoken in­
terpretative counsel which distinguishes Montgomery’s 
book from all others. No matter what periodic serv­
ices you may take, you still want your Montgomery to 
settle the hard questions of principle and policy which 
inevitably arise.
Act Quickly to Get a Copy at This Special Price
In case you did not provide yourself with this 1927 edition, 
we still have a few sets on hand. The price of these has been 
and will remain $16.
But, as we are not issuing a new book this year, we will, 
until February 1st, ONLY, and provided our stock lasts that 
long, furnish the 1927 book at a SPECIAL PRICE OF $10.
If you want 1927 INCOME TAX PROCEDURE, at this 
reduced price, ACT NOW. Use the form below.
THE RONALD PRESS COMPANY
Publishers: 15 East 26th Street, New York, N. Y.
Send me postpaid immediately, Montgomery’s 1927 Income Tax. 
Procedure (two volumes). Within five days after its receipt I will remit 
the special price of $10.00. Or, if the manual is not satisfactory, I will 
return it to you.
(P le a s e  P r i n t )
Firm __________________ ____ _______  Position .......................
Business Address.....................................C ity ................ ........State





OFFICIAL ORGAN OF THE AMERICAN SOCIETY OF CERTIFIED PUBLIC ACCOUNTANTS
V O L U M E  V III  
N U M B E R  2
“He who lives without folly is not so wise as 
he imagines."
— R o c h e f o u c a u l d .
THE PRESIDENT'S COLUMN
" S UPPOSE you had your free choice between go­
ing to a convention of Rotarians and going to 
a convention of accountants, which would you choose? 
Obviously, you would choose the convention of Rota­
rians, just as you would go to the Follies rather than 
to a meeting of the Ladies’ Aid Society. Account­
ants, in their way, are the wisest of men. Once, work­
ing as a newspaper reporter, I covered one of their 
assemblages, and in four days I didn’t hear a single 
foolish word. What they said was sober, sound, and 
indubitable. But it was also as flat as dish water.”
So says H. L. Mencken, perhaps the most noted 
present-day iconoclast. It is certain that the conven­
tion which Mr. Mencken attended was not a meeting 
of The American Society of Certified Public Account­
ants.
Annual conventions of The American Society have 
won a deserved reputation for combining relaxation 
and enjoyment with a serious consideration of tech­
nical problems and professional issues affecting the 
entire body of America’s accountants. These, how­
ever, are reserved for the serious sessions of the con­
vention; the evenings are given over to the lighter 
side of life. To this general rule there are, of course, 
exceptions. At the end of the annual banquet, held 
in the evening, there is usually a serious address and 
there are certain final matters of business. On the 
other hand, the first day is usually given over to the 
annual golf tournament.
Someone has defined a convention as a getting to­
gether of people who are in the same line of business 
and who play golf. Like all other epigramatic state­
ments this one is not strictly true, but yet it has a 
grain of truth as its basis. The pleasure side of a 
modern American convention must be as carefully
planned as is the serious side, and if the pleasure side 
is not carefully and wisely planned, the convention 
cannot be a success from our American standards.
An accountant who was not a member of The Amer­
ican Society once spoke sneeringly of this organiza­
tion because he had heard the New York convention 
of The American Society described as “a humdinger.” 
Those who were present at the New York convention 
will agree that it was “a humdinger,” and will boast 
of the fact. The only worth-while conventions now- 
a-days are those which are justly described as “hum­
dingers.” The convention following the one in New 
York was a little more humdinger than was the New 
York convention, and each succeeding convention com­
mittee has endeavored to out-do its predecessor.
The New Orleans local convention committee is 
already working hard on the plan for next fall’s con­
vention. The members are scouring the country to 
find out the subjects which accountants would most 
like to hear discussed, and to determine the best per­
sons to present papers on these subjects. With the 
amount of care which they are exercising and the 
early start which they are making, it seems reason­
able to suppose that the New Orleans convention 
should present the best and best-balanced program 
which has yet been presented for the serious sessions.
At the same time New Orleans has a reputation 
as a fun center and the committee is determined 
that this reputation shall be sustained at the conven­
tion of The American Society. They are openly declar­
ing that the frivolous sessions of the members and 
their wives are going to be the most relaxing and the 
gayest which have ever been presented to this organi­
zation. They recognize the fact that high precedents 
have been set but are determined to surpass these 
precedents.
If you want to make new acquaintances in the ac­
counting profession, if you would enjoy hearing the 
problems confronting the accounting profession dis­
cussed by the most qualified persons, and if you would 
like to get completely away from business a few days 
and have a good time in company with congenial spir­
its, plan now to be at New Orleans— and bring the 
wife.
PAUL W. PINKERTON.
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IN WHICH CLASS?
T HIS is a message addressed to the younger mem­bers of the Certified Public Accountant pro­
fession. It is not unlikely but that at the age at which 
habits become fixed and set there is very little pros­
pect of saying anything that will make any lasting 
impression. Therefore, if there is any group that is 
worth appealing to, it is the younger men of the pro­
fession. A cursory study of history, psychology, 
philosophy or theology brings out at once the fact 
that men generally divide themselves into certain 
large groups.
There always has been and always will be a very 
intelligent part of mankind that is cynical. One of 
the outstanding cynics of our age is George Bernard 
Shaw.
“ Home is the girl’s prison and the woman’s workhouse.”
“ Home life, as we understand it, is no more natural to us 
than a cage is natural to a cockatoo.”
The above are typical expressions of the viewpoint 
of this typical cynic. The fact that there is invariably 
a background of some truth in the statements of the 
cynic usually gives them poignancy.
In the accounting profession we likewise find a very 
intelligent group which sees the incompetence and stu­
pidity of not only many a junior, but of many an 
accountant who is further advanced. Where Mr. Shaw 
sees the “ stuffed shirt” politician doing his stuff, this 
group sees the “ stuffed shirt” accountant. He like­
wise sees the State Societies in many cases limping 
along and the National Societies doing only a fraction 
of the work that they ought to do.
Another great body of citizens consists of the com­
placent group. To this group all is well and anyone 
who intimates otherwise is a radical or a bolshevik.
A  very prominent and outstanding business man 
who died recently insisted time and time again that 
conditions in this country were 98 per cent right. 
For many years, through his own efforts, he held back 
the abolition of the twelve-hour day, sincerely believ­
ing that such a work day was beneficial to his partic­
ular workers. This group very often is prone to boast. 
The estimable gentleman who stood in the temple and 
thanked God that he was “ * * * not as the other men 
are, extortioners, unjust, * * *” is typical of this 
group.
In the accounting profession we find many belong­
ing to this section of humanity. They thank usually 
themselves, and not God, that they are not like
other accountants. They keep all the ethics, they 
limit exactly the size of their newspaper notices, they 
solicit not from door to door, and they do not do many 
other things that unenlightened accountants do. This 
group is not in sympathy with the radicals who would 
like to make the State Societies more aggressive. 
Everything is well and all they ask is that the present 
order be not disturbed. They are well satisfied with 
their position, their business, and their standing.
A third group that might be mentioned is composed 
of those with a legal fetish. We smile when we think 
of the number of laws which the ancient Hebrews had 
in connection with the observation of the Sabbath. If 
we will take cognizance of the fact that not only our 
Congress, but our State Legislatures and Municipal 
Government are passing laws, ordinances and regula­
tions by the tens of thousands every year, we may 
well believe that we are all descendants of that ancient 
and honorable race. It is necessary in a complicated 
civilization that there should be laws and regulations. 
There are, however, but few things that can be accom­
plished thereby and yet there is in every organization 
a large group who seek constantly by new by-laws, 
constitutional amendments and regulations to accom­
plish purposes that can only be accomplished by indus­
try, careful thinking and hard work. That this group 
is just as prevalent among certified public accountants 
as anywhere else is self-evident.
What is the purpose of this editorial? If one is a 
cynic or unduly complacent or legalistically inclined, is 
it the intention of this editorial to change such a one? 
Not in the least. An old darky preacher explained 
predestination as “What is, is, and what ain’t, never 
happened.” Generally speaking, what accountants are 
they are, and what they are not, they are not.
The purpose of this editorial is to urge the certified 
public accountants to open their minds to see them­
selves and their fellows as they are, particularly them­
selves. The professional man, above all other men, 
should have a keen sense of the ridiculous. Other than 
through failure to definitely think, perhaps more cer­
tified public accountants fail because of the fact that 
they are non-observers than for any other reason. 
The certified public accountant should not only observe 
the books and records of the business that he is audit­
ing, but he should observe the businesses themselves 
and particularly those whom he is called upon to 
serve.
May this be a year of observation for all of us.
FRANK WILBUR MAIN.
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State Taxes— A Fertile Field of Practice
T HE great increase in State taxes—which, according to 
President Coolidge, is more than 
offsetting the decrease in Federal 
taxes, has long been operating to 
develop a new and profitable field 
of practice for accountants.
That the importance of State 
taxes and the opportunities they 
offer for profitable service to 
clients is not generally known must 
be the reason for the lack of in­
terest with which the average ac­
countant regards State taxes. Yet, 
State taxes today greatly exceed 
Federal taxes. In a recent address, 
Senator Reed Smoot, Chairman of 
the Finance Committee of the Sen­
ate, said:
“ I cannot but feel that business 
men give too little attention to 
their local and State tax problems 
as compared with their interest in 
such matters as Federal tax re­
duction.
“ In 1919, Federal tax receipts 
were five billion dollars compared 
with State and local tax receipts of 
three billion dollars. In 1926, on 
the other hand, Federal receipts 
were $3,500,000,000, compared 
with State and local receipts of 
$5,300,000,000.”
There are, however, many alert 
accountants who have realized the 
possibilities of State taxes as a 
means of enlarging their clientele. 
A thorough understanding of State 
tax matters has proven invaluable 
to them. In the ordinary course of 
an accountant’s work, he becomes 
familiar with the nature of the 
client’s business and the various 
details or methods peculiar to each 
different business. Now, State 
taxes, perhaps even more than 
Federal taxes, are ordinarily sus­
ceptible to material reduction. 
Perhaps a slight change in the 
method of doing business will com­
pletely avoid a tax which had hith­
erto been imposed.
To illustrate: A certain New 
York corporation had a number of
By W. M. WAHLSTAD, of 
Prentice-Hall, Inc.
branch and sales offices through­
out the country. One branch of­
fice, in Cincinnati, was the head­
quarters of salesmen covering Ohio, 
Michigan, Kentucky and West Vir­
ginia. Taxes were paid to Ohio on 
the total amount of business com­
ing through that office. The ac­
countant in auditing their books 
discovered this and suggested that 
all business originating and ter­
minating in Ohio be kept separate 
from all other business coming 
through that office. This was done 
with the immediate result that 
taxes were payable only on the 
Ohio portion of the business. Re­
sult, a substantial reduction in 
their Ohio franchise tax.
Another corporation doing a 
large business, as a foreign cor­
poration, in Illinois, maintained a 
substantial bank balance in a Chi­
cago Bank. The company had for 
years been in the habit of paying 
the annual property tax assessed 
against bank deposits until the ac­
countant pointed out that assess­
ments were made as of April 1, 
that the assessment was not made 
against the average balance over 
the course of a year but against 
the exact sum on deposit on as­
sessment date. The simple device 
of withdrawing the money the day 
before assessment date and rede- 
positing it the day after assess­
ments were made avoided this tax 
entirely.
The two instances above merely 
illustrate the point that account­
ants familiar with State taxes are 
in a position to make themselves 
very valuable to their clients. 
There are hundreds of specific in­
stances which might be given 
showing how the accountant’s 
knowledge of the basis of each 
State tax, the manner of assess­
ment and enforcement has re­
sulted in direct tax savings for 
clients.
Segregation of Assets
In many States the tax is based 
on income derived within the State. 
Instead of trying to calculate that 
income by tracing each item to its 
source, the usual practice provided 
by law is to start with the entire 
income of the business and then 
to assume that so much of it arises 
from within the State as is repre­
sented by the proportion of all the 
assets or of certain kinds of assets 
found within the State. Thus, if 
a concern has an entire net income 
of $100,000 and if one-tenth of its 
assets are in a given State that 
follows this rule, the tax will be 
figured out as though the concern 
had made $10,000 profits in the 
State; and this rule may be fol­
lowed even though it can be shown 
that the business in the State 
yielded no profit at all.
In the Bass, Radcliff & Gretton, 
Ltd. case, although the Bass Com­
pany had no net income in the 
United States or in New York, it 
had to pay a tax of over eight hun­
dred dollars to New York because 
part of its assets were located in 
New York and the tax computed 
by taking the corporation’s total in­
come from all business wherever 
carried on and taxing a proportion 
of that income based on the pro­
portion of assets in New York.
One of the largest chewing gum 
manufacturers in the country 
found it advisable to withdraw a 
large proportion of its assets from 
New York because it had been 
compelled to pay more in taxes to 
New York than the entire net in­
come derived from New York.
In many cases substantial sav­
ings can be effected by considering 
this one item— segregation—alone. 
The opportunities for tax savings 
along these lines may be further 
indicated by some of the bases for 
determining the tax of foreign 
corporations doing business in 
various states:
—the par value of the total 
authorized capital stock.
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—the proportion of the par 
value of the authorized capital 
stock employed in the State.
—the par value of the issued 
and outstanding capital stock em­
ployed in the State.
—the proportion o f the differ­
ence between the actual value of 
the capital stock and property as­
sessed locally.
—the proportion of the differ­
ence between the sum of the actual 
value of the capital stock and 
bonded indebtedness less the value 
of property assessed locally.
—the shares of stock owned by 
residents of the taxing State.
A thorough understanding of 
this whole matter of segregation 
will enable you to estimate the 
comparative burden of taxes in the 
various jurisdictions in which the 
corporation operates; this esti­
mate may suggest such a mobiliza­
tion of both tangible and intang­
ible assets so as to secure for the 
corporation the greatest practical 
measure of benefit.
Reincorporation to Save Taxes
One of the most vital factors to 
be considered in effecting State tax 
economies is the basis of each tax. 
For purposes of illustration, as­
sume a large mercantile corpora­
tion did business in Pennsylvania, 
among other states, as a domestic 
corporation. The basis of their 
Pennsylvania capital stock tax 
would be:
Taxable Assets in Penn Value of the
------------------------------------  X
Tot’l Assets Everywhere Capital Stock
This corporation had assets in 
Pennsylvania of $750,000 against 
total assets of $1,000,000. A large 
part of its assets in Pennsylvania 
was in the form of intangible prop­
erty, such as accounts and notes 
receivable, all of which a domestic 
c o r p o r a t i o n  must allocate to 
Pennsylvania. The Capital Stock 
was valued at $800,000. The basis 
of the tax would be determined as 
follows:
$750,000
-------------  X  $800,000 =  $600,000.
$1,000,000
The rate of tax in Pennsylvania 
is .005 which would show a total 
tax of $3,000.
Now, had the corporation been 
a foreign corporation it might have 
allocated all of its intangible prop­
erty without the state, thus re­
ducing the numerator of the above 
fraction and thereby reducing the 
basis of the tax. It has been found 
in cases similar to this that by re- 
incorporating the company in Dela­
ware, for instance, and then quali­
fying it in Pennsylvania, the assets 
can so be mobilized as to save 25 
per cent or more of the tax. And, 
over a period of years, that amounts 
to a very sizable addition to profits.
Another instance where lack of 
information on the part of a cor­
poration proved costly is that of a 
large Pennsylvania corporation 
which had been very successful and 
had built up a large surplus. The 
total income of the company was 
approximately $1,000,000 per year, 
of which $200,000 represented in­
come from investments. The com­
pany in extending its business 
wished to enter the State of North 
Carolina. It accordingly qualified 
the parent corporation in North 
Carolina and all was well until they 
later learned that the North Caro­
lina income tax was computed by 
multiplying their entire net in­
come by a fraction, the numerator 
of which was the tangible assets in 
North Carolina and the denomina­
tor the total tangible assets every­
where. The State of North Caro­
lina, therefore, was really taxing a 
portion of their income from in­
vested surplus.
Obviously they could have saved 
a substantial sum had they incor­
porated a subsidiary company in 
Delaware and then qualified that 
subsidiary in North Carolina to 
carry on their business in that 
state.
It has long been considered an 
important part of the accountant's 
duty to simplify office procedure 
and install cost-cutting systems. 
The application of these principles 
of economy to State taxes is but 
an extension of this established 
prerogative of the accountant.
Interpretation of Laws
It is important also to bear in 
mind in all State tax work that the 
interpretation and application of 
the laws are of much greater im­
portance than the laws themselves. 
Indeed in many cases the law says 
one thing, and the interpretation 
and application diametrically op­
pose it. This is perhaps best il­
lustrated in New Jersey. The law 
provides that foreign corporations 
doing business in New Jersey shall 
be taxed as the home state of that 
foreign corporation would tax a 
Jersey corporation doing business 
in that state. In spite of what the 
law says, no annual taxes other 
than property taxes are imposed on 
foreign corporations by New Jer­
sey, although domestic companies 
pay an annual tax on issued capital 
stock. It must be remembered, too, 
that both the laws and the inter­
pretations placed upon the laws are 
constantly changing. The courts 
are continually grinding out new 
decisions placing new construc­
tions on the tax laws to which cor­
porations are subject. Many times 
it is possible for accounts in­
formed of these decisions to claim 
refunds of State taxes paid in past 
years by clients. In one year alone, 
one accountant in Massachusetts 
obtained refunds for three clients 
as a result of such decisions.
While it is true to a certain ex­
tent that many of the State and 
local tax laws have not, in the past, 
been strictly enforced, the laws are 
being enforced much more strictly 
now than ever before. There is 
also a very perceptible tendency 
among the States to make the en­
forcement of the laws even more 
rigid. The reason for this may be 
seen in the following extract from 
an article in the “Magazine of Wall 
Street” :
“Between $7,000,000,000 and 
$8,000,000,000 is expended annual­
ly in the maintenance of Federal, 
State and Municipal Governments, 
and this sum increases yearly. 
Hence the taxing authorities in the 
various jurisdictions must be on 
the alert to discover new methods
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of laying tribute or of increasing 
returns from existing sources in 
order to keep abreast of expendi­
tures.”
A system of fines and penalties 
imposed for violation of the letter 
of the law constitutes no incon­
siderable source of additional rev­
enue for many States. An extract 
from the State Tax Commissioner’s 
Report, State of Texas, showed 
that:
“Penalties alone collected for 
failure to comply with the gross 
receipts tax law of Texas amounted 
to $11,032 in excess of operating 
costs of this Division.”
Certainly, there can be no doubt 
that State taxes constitute a field 
of infinite possibilities for the ac­
countant who will prepare himself 
to serve his clients in this way. 
The accountant, both by training 
and contact, is admirably fitted for 
this work. He can protect his 
clients from penalties, prevent 
over-payments of taxes, secure re­
funds and point out how the busi­
ness may be conducted to incur the 
minimum tax liability. The pos­
sible tax savings are large; the re­
wards immediate.
NOTES
In a recent issue of the Bankers 
Monthly, a national magazine of 
finance, Eliot H. Thomson contrib­
utes an interesting article in which 
he states that $52,000 a year has 
been saved to the District of Co­
lumbia banks through cooperative 
advertising methods. Is not this a 
suggestion that might be borne in 
mind by certified public accountants 
when considering the question of 
carrying advertising ? Cooperation 
is essential to the best results in 
most any type of group advertis­
ing.
The District of Columbia Bank­
ers Association had a meeting on 
January 16, 1928, at which thirty- 
seven member banks were repre­
sented, and adopted the following 
resolution which has been favor­
ably commented on by many more 
organizations: “Resolved, that the 
members of this Association re­
quest operating statements in ad­
dition to financial statements from 
their borrowers, and that the com­
mittee on standardized banking 
forms consider the preparation of 
operating statements suited to the 
various classes of business.”  Cer­
tified Public Accountants can read­
ily see the value to the bank of pos­
sessing such operating statements 
and they should advise their clients 
to use the same whenever possible.
The Chemical National Bank of 
New York appoints in connection 
with each of their branch offices an 
Advisory Board with an average 
membership thereon of seven. Cer­
tified public accountants will be in­
terested to know that according to 
their financial statement, issued as 
of December 31, 1927, it is noted 
that Wm. M. Lybrand, of Lybrand, 
Ross Bros. and Montgomery, is a 
member of the Advisory Board of 
their Madison Avenue office, and 
that Alexander S. Banks, of Les­
lie, Banks & Company, and a form­
er President of The American So­
ciety of Certified Public Account­
ants, is a member of the Advisory 
Board of their Columbus Circle of­
fice. This is a worth while recogni­
tion of the profession.
COMMITTEE APPOINTMENTS
STANDING COMMITTEES
Admissions— D. H. M cC ollou gh , C. P. A., 
C h a rlotte , N. C., C h a irm an ; A. L ee  R a w ­
lin g s , C. P. A., N or fo lk , V a .; F. S. C h a p ­
pell, C. P. A., W a sh in g ton , D. C.
Badg e t  and  Finance —  Jam es P. W elch ,
C. P. A., P a terson , N. J., C ha irm an ; C arl
E. D ietze , C. P. A., M ilw au k ee , W is . ; 
H en ry  J. M iller, C. P. A., N ew  O rleans, 
La.
Complaints— T. C olem an  A n d rew s, C. P. A., 
R ich m on d , Va., C h a irm an ; M artin  K o r t ­
joh n , C. P. A., N ew  Y o rk  C ity ; C harles 
H . S chnepfe , Jr., C. P. A., B a ltim ore , 
M d .; R . H. E aton , C. P. A., Savannah, 
G a .; C. V a u gh a n  D arby , C. P. A., W a s h ­
in g ton , D. C.
Constitution and B y-Law s —  A rch ie  M. 
Sm ith, C. P. A., N ew  O rleans, La., C h a ir­
m a n ; E llen  L ib b y  E astm an , C. P. A., 
S an ford , M e.; H a ro ld  B. B arnett, C. P. 
A ., N ew  Y o rk  C ity ; H . A. R on ey , C. P. 
A., In d ian ap olis , In d .; G eorg e  M. T h om p ­
son , C. P. A., L os  A n g e les , C alif.
Education— F a y e tte  H. E lw e ll, C. P. A., 
M adison , W is ., C h a irm an ; H ow a rd  C lark  
G reer, C. P. A., C olum bu s, O h io ; D. W a l­
te r  M orton , C. P. A., G reen  C ove S prin gs, 
F la .;  G eorg e  R. K east, C. P. A., San 
F ra n c isco , C a lif.; L eo  G reen d lin ger, C. 
P. A., N ew  Y o rk  C ity.
Federal Legislation— W a lte r  A . Staub, C. 
P. A., N ew  Y o rk  C ity , C ha irm an ; H o w ­
a rd  C. B eck , C. P. A ., W a sh in g ton , D. C .; 
E d w a rd  S. E llio tt , C. P. A., M em phis, 
T en n .; H. Iv o r  T hom as, C. P . A ., L os  
A n g e le s , C a lif.; P a tr ick  F. C row ley , C. 
P . A ., L yn n . M ass.
Publication —  Stephen  G ilm an, C. P . A .. 
C h ica g o , I l l ., C h a irm an ; O scar V. W a llin , 
C. P . A., P h ilad e lp h ia , P a .; L este r  A . 
P ra tt, C. P. A ., W a sh in g ton , D. C.
State Legislation— N orm an E. W eb ste r , C. 
P. A ., N ew  Y o rk  C ity, C h a irm an ; W . C. 
J a ck son , C. P. A ., A tla n ta , G a .; Jam es 
J. F ox , C. P . A., B oston , M ass.; W ilb u r  
L . H a rrison , C. P. A., W a sh in g ton , D. C .; 
R e y n o ld  E. B lig h t , C. P. A., L os  A n g e les , 
C a lif.
State Organizations— Jam es F. H u g h es, C. 
P. A., J ersey  C ity, N. J., C h a irm an ; E d ­
w in  L. P rid e , C. P. A., B oston , M ass.; 
G ard n er W . K im ba ll, C. P. A., P h ila d e l­
ph ia , P a .; W illia m  H . V an  T ifflin , C. P. 
A ., D etro it , M ich .; Joh n  A. S tolp , C. P. 
A ., C h ica g o , I l l .; A llen  W . C lapp, C. 
P. A., A tla n ta , G a.; R. M. Crane, C. P. A ., 
D en ver, C o lo .; C h arles F. M iller, C. P. 
A ., O k lah om a C ity, O k la .; W illia m  
D o lg e , C. P. A ., San F ra n c isco , C a lif.; 
C h arles H. R eim erth , C. P. A ., C asper, 
W y o .
SPECIAL COMMITTEES  
Annual Convention— Joh n  B. T ann er, C. P. 
A .. C h icag o , I ll ., C h a irm an ; F ra n k  W il ­
bu r M ain, C. P. A ., P ittsb u rg h , Pa., V ice  
C h a irm an ; T h om as H. E vans, C. P. A., 
D etro it , M ich .; P. W . P in k erton , C. P. A ., 
C h icag o , I l l ., E x  O fficio ; D. W . S prin ger, 
C. P. A ., W a sh in g ton , D. C., E x  O fficio ; 
M ae B. C o lledge , P ittsb u rg h , Pa., H o n ­
orary .
Arbitration —  H om er A. D unn, C. P. A ., 
N ew  Y o rk  C ity, C h a irm an ; E a r l S. C lark , 
C. P. A ., P rov id en ce , R . I .; Jam es F. 
W h ite , C. P. A ., M ineola , N. Y . ; C. C. 
C rog g on , C. P . A., B a ltim ore , M d .; R ic h ­
ard  F itz -G era ld , C. P. A., D etro it , M ich .; 
H ow a rd  W . P a in ter, C. P. A., In d ia n ­
ap o lis , In d .; G eorg e  T. D urham , C. P. A ., 
R ich m on d , V a .; H u g o  K u ech en m eister , 
C. P . A ., M ilw au k ee , W is .; R o b e r t  C. 
L loy d , C. P ..A ., N ew  O rleans, L a .; W il l is  
H. P lu n k ett, C. P. A., P h oen ix , A r iz . ; 
P ea rce  C. D avis, C. P. A., S eattle , W a sh .; 
W a lte r  A. Coy, C. P. A., C leveland , O hio. 
International Accountants’ Congress —  
A lex a n d er  S. B an ks, C. P. A ., N ew  Y o rk  
C ity , C h a irm an ; T. C olem an  A n d rew s, 
C. P. A., R ich m on d , Va., V ice  C h a irm an ; 
W illia m  B. C astenh olz, C. P. A., C h ica g o , 
I l l .; Jam es A. C ou n cilor , C. P. A ., W a s h ­
in g ton , D. C .; W illia m  D olg e , C. P. A., 
San F ra n c isco , C a lif.; H om er A . D unn,
C. P. A ., N ew  Y o r k  C ity ; V iv ia n  H a r ­
cou rt, C. P. A ., N ew  Y o rk  C ity ; Jam es
F. H u gh es, C. P. A., J ersey  C ity , N. J . ; 
H a rry  E . L u n sfo rd , C. P. A ., K a n sa s  
C ity, M o.; John T. M adden, C. P. A ., N ew  
Y o r k  C ity ; F ra n k  W ilb u r  M ain, C. P. 
A ., P ittsb u rg h , P a .; R a y m on d  E d w a rd  
N orth , C. P. A., B a ltim ore , M d .; H e r ­
m an C. J. P eisch , C. P. A., M in neapolis , 
M inn .; P. W . P in k erton , C. P . A., C h i­
ca g o , I l l in o is ; E d w in  L. P ride, C. P. 
A., B oston , M ass.; A d o lp h e  R a fte r , C. 
P . A ., N ew  Y o rk  C ity ; F re d e r ick  M. 
S chaeberle , C. P. A., N ew  Y o rk  C ity ; E.
G. S h orrock , C. P. A., Seattle , W a sh .;
D. W . S p rin ger, C. P. A., A nn A rb or , 
M ich .; John  B. T anner, C. P. A., C h icago , 
I l l .; A. C. U p leger , C. P. A., W a co , T ex a s ; 
W a lte r  D. W a ll, C. P . A., C olum bu s, O hio.
Natural Business Year— Jam es A. C ou n ci­
lor , C. P . A., W a sh in g ton , D. C., C h a ir ­
man.; G eorg e  W . R osse tte r , C. P. A., 
C h ica g o , I l l .; W illia m  B u tler , C. P. A., 
D etro it , M ich. 
Pan-Am erican Relations— A. C. U p leger,
C.  P. A., W a co , T exas, C h a irm an ; V iv ian  
H a rcou rt , C. P. A., N ew  Y o rk  6 it y ;  T h o ­
m as R . L ill, C. P. A., S an tiago, Chile.
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Computations o f  Realized and Unrealized Profits as Re­
lated to Sales on the Deferred Payment Plan
Y OUR Secretary has asked me to speak to you concerning 
the handling of realized and un­
realized profits as related to sales 
made on the deferred payment 
plan. During recent years this plan 
has made exceptionally rapid prog­
ress.
Years ago it was not considered 
sound business to purchase a com­
modity for other than cash. In 
this modern age, however, there is 
a lengthy list of articles, sold on 
the deferred payment plan—most­
ly for domestic use—with from a 
small initial payment to a consid­
erable cash settlement on the pur­
chase price, followed by monthly 
payments maturing in from five to 
thirty-six months.
I will not discuss the desirability 
of the deferred payment plan. I 
think it is firmly established today 
in this country, and while it is my 
opinion that in many instances it 
leads to extravagance and sug­
gests the possession of articles that 
are not necessary or even desir­
able, yet the advantages of the 
plan would undoubtedly appear to 
be in excess of the disadvantages. 
If the plan could be properly reg­
ulated as a whole in such manner 
as to restrict all unnecessary buy­
ing, thereby lessening the usurious 
and damaging practices, it would 
perhaps be looked upon with more 
favor.
Mr. Melvin A. Traylor, Presi­
dent of The First National Bank 
of Chicago once said: “No person 
should buy on the installment 
basis more than can be covered by 
a year’s savings, less a reasonable 
cash reserve for a rainy day.” I 
infer from this statement that Mr. 
Traylor is expressing a wish that 
he and his brother bankers may at 
some future time see the realiza­
tion of a reasonable and conserva­
tive limit of time in selling mer­
chandise on the deferred payment 
plan.
By CADDIE H. KINARD, C. P. A.
Address given before the Retail Credit 
Men’s Association, El Dorado, Ark.
In this immediate vicinity the 
greater portion of the installment 
business is conducted on the part 
of dealers in real estate, retail fur­
niture, musical instruments and 
credit companies organized for the 
financing of retail automobile 
sales. The last mentioned has 
come into prominence in more re­
cent years. Perhaps most of us re­
member that not long ago, an auto­
mobile was accessible to only those 
who could arrange to pay the pur­
chase price in cash. Today the or­
dinary salaried man is in a posi­
tion to possess the best car on 
the market by making the required 
initial payment, and taking care of 
the balance on a monthly basis.
When personal property is sold 
on the deferred payment plan the 
dealer ordinarily adopts one of 
four ways of protecting himself in 
case of default.
1. By an agreement that the 
title is to remain in the seller until 
the purchaser has fully performed 
his part of the contract;
2. By a form of contract in 
which title is conveyed to the pur­
chaser immediately, but subject to 
a lien for the unpaid portion of the 
purchase price;
3. By a present transfer of title 
to the purchaser, who at the same 
time executes a reconveyance in 
the form of a Chattel Mortgage to 
the seller; or
4. By conveyance to a trustee 
pending performance of the con­
tract and subject to its provisions.
It frequently occurs that articles 
have to be repossessed. Where 
such conditions exist all profits 
cannot be considered realized until 
all payments have been made on 
the part of the purchaser. There­
fore, sound accounting demands
that provision be made to take care 
of this contingency. It not only 
has a bearing on the statements 
of financial condition, but should 
be considered in the preparation of 
the income tax return.
Every cash collection made on an 
installment contract represents 
two items, viz: a return of invest­
ment, and a realization in the way 
of profit. This being true, the two 
must be segregated in order that 
accurate statements of account be 
prepared. To properly separate 
these items an adequate system of 
accounting is necessary. The sys­
tem need not be elaborate, but it 
should be modern.
In order that you may get a 
clear conception of what would be 
required in the way of a system, 
and a formula for computing 
profit on the installment sales, per­
mit me to illustrate.
We will assume that the A B 
Company has been in active busi­
ness three years, viz: 1925-1926- 
1927; that its entire sales have 
been made on the deferred pay­
ment or installment plan, and that 
its books have been properly 
closed at the end of each calendar 
year.
For the year 1927 the Purchase 






A & Co..................  $1,200.00 $1,200.00
B & Co................... 1,500.00 1,500.00
C & Co..................  1,000.00 1,000.00
D & Co..................  1,400.00 1,400.00
E & Co..................  1,100.00 1,100.00
F & Co................... 900.00 900.00
G & Co..................  1,000.00 1,000.00
H & Co..................  2,000.00 2,000.00
I & Co.......... ........  1,800.00 1,800.00
J & Co................... 1,600.00 1,600.00
K & Co..................  1,000.00 1,000.00
L & Co................... 1,700.00 1,700.00
M & Co............. ....  1,800.00 1,800.00
18,000.00 18,000.00
The Sales Register for the year 
1927 shows that sales have been 
made as follows:
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The rates for the years 1925 
and 1926 have been found by ap­
plying the formula used for 1927. 
Rates applicable to the respective 




1926  ............... 10103
1927  12602
As each year’s cash collections 
have been recorded separately, it 
is not difficult to ascertain what 
portion is a return of investment 
and what portion is realized profit. 
These amounts, are computed as 
follows :
Cash Realized
Year Collections Rate Profits
1925   $812.00 11536 $93.67
1926   4,811.59 .10103 486.11
1927 '.... 8,803.00 .12602 1,109.35
Total.... 14,426.59 1,689.13
It is seen from the foregoing 
that the realized profits for the 
year 1927 amount to $1,689.13. 
The entries necessary to record 
this amount are as follows:
Unrealized profit 1925... $93.67 
Unrealized profit 1926... 486.11 
Unrealized profit 1927... 1,109.35
Realized profit___ $1,689.13
If, for any reason, the purchaser 
defaults in any of his payments, 
and the seller repossesses the 
property, the entire amount re­
ceived on installment payments is 
retained by the seller, minus the 
profit previously included as in­
come, and this will be the income 
of the seller for the year in which 
the property is repossessed, and 
the same property repossessed 
must be included in the inventory 
of the seller at its original cost, 
less a conservative allowance to 
cover damages and depreciation.
For illustration we will assume 
that “Y-2” is unable to take care 
of the balance due on his contract, 
and the article is repossessed.
Reference to his account dis­
closes that he has made only one 
payment, the amount of which is 
$117.00. The original cost of the 
article is $1,700.00, the unrealized 
profit $289.00, and his account was 
charged with $1,989.00. The aver­
age rate of gross unrealized profit
INSTALLMENT SALES CONTRACTS 
Year 1927
Jan. 1............ .......N 2
Feb. 1...................O 2
Mar. 1................... P 2
Apr. 1................... Q 2
May 1................ . R 2
June 1....................S 2













































































In addition to the above we find that the Cash Receipts Register for 
the year 1927 reflects the following payments on account.
CASH RECEIPTS 
January 1, 1927, to December 31, 1927





















































































812.00 4,811.59 8,803.00 14,426.59
It is to be noted that cash has 
been received on contracts made in 
all years, that is, 1925-1926-1927. 
This has been occasioned, of 
course, due to contracts made in 
prior years extending into sub­
sequent years. The collections 
have been segregated under the re­
spective years in order that the 
realized profit as related to each 
year might be computed.
To compute the profit it is neces­
sary to find the rate applicable to
each year. In as much as the rates 
for 1925 and 1926 have been taken 
care of in those years, it is only 
necessary to find the rate ap­
plicable to the year 1927, and 
which is done in the following 
manner:
Total Sales, 1927—
(Register supra) .................  $18,536.00
Gross Profit, 1927—
(Register supra) _________  2,336.00
2336.00 
18536.00
=  .12602 % Gross profit ap­
plicable to the year 1927.
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for the year is .12602%. There­
fore, of the $117.00 paid, $14.74 
has been included as realized profit 
for the year 1927, leaving a differ­
ence of $102.26 to be taken into ac­
count as realized profit for the 
year 1928.
The entry necessary to record 
the above repossession is as fol­
lows:
Charges: Original cost $1,700.00
Unrealized p rofit...... 274.26
Credit: Install’nt cont’s $1,872.00
Realized profits ........ 102.26
Only that portion of the profit 
contained in each cash collection is 
considered realized. It is conser­
vative accounting, and the income 
tax is computed on what is actual­
ly earned. If a contract is not paid 
out by the purchaser, and it is 
necessary to repossess the article 
the profits will have not been pre­
viously inflated, and the seller is 
protected from the standpoint of 
income tax.
CHANGES IN NEW YORK PRO­
CEDURE
The 1927 session of the New 
York Legislature transferred the 
law governing Certified Public Ac­
countants from the General Busi­
ness Law and placed it under the 
Education Law, changing the ad­
ministration of the law from the 
Board of Regents to the Education 
Department of the State of New 
York.
Handbook No. 14, containing the 
law, rules and information cover­
ing certified public accountants, and 
which has been issued since the 
change in the law, shows the fol­
lowing points which are of interest 
to both certified public accountants 
and persons who may be interested 
in taking the examination.
The preliminary requirements 
have been changed so that it will 
be possible for persons presenting 
evidence of at least ten years’ ex­
perience in the practice of public 
accountancy, on the applicant’s own 
responsibility, provided application 
is made prior to November 1, 1929,
to take the examination even 
though they have not graduated 
from a high school or received the 
requisite number of Regent’s 
counts.
The rules covering the profes­
sional requirements have been en­
larged. Graduation from a college 
or school of business administra­
tion which is a department of an in­
stitution registered by the Educa­
tion Department will be allowed 
credit for two of the five years’ re­
quirement of experience in account­
ancy and the general practice of 
public accountancy on his own ac­
count in New York for a period of 
ten years, provided such experience 
was, in the judgment of the Educa­
tion Department, sufficiently diver­
sified in character and provided the 
application is filed on or before Jan­
uary 1, 1930, will be considered as 
meeting the professional require­
ment.
These changes will be of assist­
ance to many of the older public 
accountants who have not been able 




On December 19, 1927, the Gov­
ernor appointed George Maynard, 
C. P. A., as a member of the Colo­
rado State Board of Accountancy 
to succeed T. J. Witting, whose 
term had expired.
Minnesota
As a result of successfully pass­
ing the examinations held in No­
vember, 1927, certificates to prac­
tice as Certified Public Account­
ants were issued by the Minnesota 
State Board of Accountancy to: 
Virgil J. Pedrizetti, Duluth; Wil­
liam H. Ringold, St. Paul; Lorenz 
A. Ristau, St. Paul; Cyrus H. 
Ritchie, Minneapolis.
ACCOUNTANTS’ CLUB
The Get-Together meeting of the 
Accountants’ Club of America, Inc., 
which was held on January 17th in 
the club rooms at the Hotel Bel­
mont, was well named. About 
ninety of its members laid aside 
all weighty matters pertaining to 
the complexities of the income tax, 
inventories, etc., and came to the 
gathering in a spirit of comrade­
ship. The numbers given by the 
professional entertainers, Messrs. 
Perkins and Wiederhold, fitted in 
with the pervading humor which 
characterized the occasion. Sev­
eral of the members helped along 
the fun by recounting personal 
humorous experiences and by tell­
ing a number of witty stories. A 
generous buffet supper was served.
IN MEMORIAM
Benhard Bernstein, C. P. A. un­
der the laws of the State of Ken­
tucky since October 7, 1916, and 
who had been a practicing public 
accountant since 1913, died at his 
home in Louisville on December 19, 
1927.
Mr. Bernstein was sixty-five 
years of age, a graduate of East­
man’s College, Poughkeepsie, N. Y., 
and a member of the Kentucky So­
ciety of Certified Public Account­
ants and of The American Society 
of Certified Public Accountants. 
Mr. Bernstein and his son, Sylvain 
K., were practicing under the firm 
name of Bernstein and Bernstein. 
He was appointed a member of the 
Kentucky State Board of Account­
ancy in 1920 and served until 1925. 
He was looked upon as one of Ken­
tucky’s outstanding accountants, 
and his loss will be greatly felt.
He was prominent in Masonic cir­
cles, serving seventeen years as 
Secretary of the St. George Blue 
Lodge. No. 239, F. & A. M., of 
Louisville, and the same number of 
years as Recorder of Hiram Coun­
cil, Royal and Select Masters, also 
of Louisville.
Types of Cost Systems
(Continued from the January number.)
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We now come to the other gen­
eral class of cost finding—the 
specific group. In this type we 
again deal with production centers, 
but various products may be pro­
duced within these same produc­
tion centers simultaneously each 
on its standard or special order. 
There may be no relationship 
whatever in the amount or nature 
of the materials used by the vari­
ous products passing through the 
production centers, and a greater 
or lesser degree of labor skill may 
be required by each.
The specific cost compilation em­
braces three general types of en­
terprises: First, those that con­
struct or manufacture only to the 
special order of their customers; 
second, those that manufacture 
their own line of products; and 
third, those that build both to 
special order and for their own 
standard lines.
In the same manner as described 
under the process plan, the plant 
is divided into Production Centers. 
The number of these direct pro­
duction centers varies with the in­
dividual conditions existing in each 
plant. A production center may 
include one producing unit, a group 
of similar producing units, a group 
of dissimilar producing units per­
forming the same operation, or a 
group of operations performed in 
sequence, providing the individual 
operations are proportionally com­
mon to all products passing 
through.
The total burden cost of each 
production center, including direct 
controllable and fixed items, and its 
respective share of the various 
items of indirect expense, must be 
determined. This total produc­
tion center burden divided by the 
normal capacity hours will give a 
rate of application based upon nor­
mal operating conditions. If the 
capacity of the production center 
is measured in direct labor dollars, 
the rate of application may be ex-
By H. T. McANLY, C. P. A.
Given before the Indianapolis Chapter of 
the N. A. C. A., September 21, 1927.
pressed in terms of percentage to 
direct labor. While this is often 
more practical than the rate per 
hour of burden application, it is 
in many cases incorrect inasmuch 
as the direct labor measured in dol­
lars value may not be proportion­
ate with time required. We have 
previously emphasized the fact 
that the burden factor should be 
a direct or an indirect measure­
ment of time.
Under either condition, the spec­
ial order or standard product order, 
a standard burden hourly rate or 
direct labor percentage should be 
obtained. In the case of the spec­
ial order plan this predetermined 
burden rate is about the only ele­
ment of standard costs that can be 
applied. The production of a stand­
ard line of products makes it pos­
sible not only to predetermine a 
standard burden factor, but also to 
set a standard material, direct 
labor and amount of burden to be 
absorbed.
Thus under the specific plan we 
have in reality two methods—the 
actual compilation of costs by in­
dividual job or production order 
and the summarizing of finished 
operations at the predetermined 
standard costs to effect a compari­
son with the actual.
Industries that require actual 
production order cost systems in­
clude: construction work, repair 
shops, jobbing shops, etc., in fact 
any concern that builds to speci­
fications furnished by their cus­
tomers. It is difficult to classify 
various industries into the groups 
requiring process costs, special or­
der or standard costs in their en­
tirety inasmuch as many industries 
have application for all three in 
their various processes and opera­
tions.
For example, we may have a 
foundry turning out a standard 
line of castings together with some 
special work. The metal cost is 
computed under the process plan. 
The compilation of the core mak­
ing costs, moulding, sand blasting, 
cleaning, etc., will be an actual com­
pilation on the special work, and 
will furnish a condition for applica­
tion of standard costs on the reg­
ular line of standard product. 
Many concerns building a standard 
line operate repair or service de­
partments and thus have condi­
tions requiring both special job or­
der cost system and the use of 
standard costs. So in describing 
the application of each we must 
keep in mind the conditions which 
call for each.
Under the special order system 
materials are requisitioned from 
stock and charged directly to the 
order in process, or they are pur­
chased for that specific job and can 
be charged thereto from the pur­
chase record. If the latter condi­
tion exists to a large extent, there 
is little chance to effect any stand­
ard material unit prices.
In most concerns building or re­
pairing to special order, the selling 
price of the job is determined from 
a predetermined estimate of cost. 
The materials are computed at 
market prices and, of course, if  
purchased directly for a job there 
should be no variation. On the 
other hand, if raw materials and 
stores inventories are maintained 
and the units used are costed out 
at the weighted average cost, there 
is likely to be considerable varia­
tion between the standard market 
and this average cost. This varia­
tion can be measured and excluded 
from special order costs involving 
the use of material price variation 
accounts in a manner similar to 
that described under the process 
system.
Direct labor may or may not be 
handled as a separate item of cost.
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In some operations, the labor of 
the operators and helpers is 
charged to the cost of operating 
of the machine and becomes a part 
of the burden rate per machine 
hour. On a special order operation 
there is little opportunity for piece 
work. If the burden is to be ap­
plied on a machine hour rate, and 
variation in hourly wage within 
the production center is not prim­
arily due to skill but length of 
service, the actual direct labor 
should be included in the burden 
rate per hour and applied to the in­
dividual orders through the use of 
this composite rate per machine 
hour. The same holds true re­
lative to a hand operation—the 
man hour rate o f burden applica­
tion may include the direct labor. 
An example of the use of the ma­
chine hour and hand hour com­
posite rate will be found in the 
commercial printing industry. In 
every production center including 
both hand and machine operations 
the direct labor is combined with 
the burden and a composite rate of 
labor and overhead used.
On the other hand, if the direct 
labor per job requires various de­
grees of skill or number of men per 
machine operation, this item must 
be handled as a separate item of 
cost and collected by the individual 
order.
The application of the produc­
tion center burden to the individ­
ual job is accomplished by the use 
of a machine hour or man hour 
rate. If the production center con­
sists of 15 automatic screw ma­
chines, a 26-day month at 8 hours 
per day gives a maximum capacity 
of 3,120 hours, reduced to a nor­
mal operating efficiency of, for ex­
ample, 80 per cent would give 2,496 
hours. This hour capacity divided 
into a month of 26 working days’ 
actual or budgeted expense pro­
duces a normal rate of burden ma­
chine hour application. A man 
hour rate is determined by comput­
ing the average number of produc­
tive labor hours in a given period 
and dividing this into the cost of 
the production center.
Certain expenses of carrying in­
ventories of stock, such as taxes, 
insurance, building expense for 
space used, storekeeper’s time, 
etc., may be absorbed by a percent­
age on materials used basis. This 
percentage must be computed on 
a normal amount of material that 
will be used within a given period. 
Then to the material cost on the 
individual job cost sheet will be 
added this cost of material hand­
ling upon a percentage of the value 
of material costed from stock 
basis.
The plan of compiling individual 
order costs can be applied also in 
the case of the concern manufac­
turing a regular line of products. 
This would entail a large amount 
of detail work and each time a lot 
of the component parts was com­
pleted a variance in total cost 
would probably exist. These var­
iances, in all probability, would be 
buried by securing a weighted 
average unit cost in costing the 
parts out of stock for assembly or 
sale. The application of standard 
costs eliminates averaging the 
total varying costs and sets up the 
variations between actual costa 
and predetermined standards. The 
investigation of the causes for 
these variations from standard will 
enable the management to correct 
many inefficiencies.
In addition to securing the vari­
ation of unit price of materials 
used, with the standard market at 
that time, it is also possible to pre­
determine the amount of materials 
required to produce a given part or 
product. The total materials used 
are computed at average cost and 
standard market to secure varia­
tion in price—a measurement to a 
certain extent of purchasing effi­
ciency. The value of material 
that should have been used in the 
production of the parts manufac­
tured is compiled by multiplying 
the production by the predeter­
mined amount of materials in each 
unit, priced also at the standard 
price. The variation between the 
actual used, priced at standard, 
and the standard value of materials
in the product produced, discloses 
the degree of efficiency of ma­
terial consumption. To clearly il­
lustrate the value of a cost system 
setting forth this material varia­
tion, let me describe an actual case.
A concern manufactured a 
wrapped article. The wrapping 
material was purchased in rolls in 
widths to fit the various sizes so 
as to prevent all possible waste. A 
standard amount of wrapping ma­
terial was determined for each 
package. The production multi­
plied by this standard produced a 
figure several thousand dollars less 
than the actual wrapping materials 
consumed during the month. An 
investigation disclosed that the 
standard was correct but that, due 
to carelessness in handling the rolls 
of paper, a few of the outside lay­
ers on each roll were damaged and 
had to be discarded. By more 
careful stacking and handling of 
this material this waste was al­
most entirely eliminated. If this 
concern had been compiling the 
cost of each lot of production this 
waste would have shown up as a 
slight variation on the material 
cost of each, and the weighted 
average of all would have probably 
been considered the fair cost.
In operating a standard cost 
system direct labor, piece work or 
day rate, is classified by individual 
operations on the parts produced. 
Each part is numbered and like­
wise each operation is numbered or 
lettered. A combination of the 
two forms the number to which is 
charged labor amount and number 
of hours required. The direct 
labor amount may either be piece 
work or number of hours times 
hour rate. In either case, if prac­
tical, the hours consumed also 
should be recorded.
Perpetual quantity inventories 
are carried by operations and these 
are valued at the standard prede­
termined cost. A record of pro­
duction of parts by operation is 
maintained. This production times 
the standard operation labor costs 
is compared with the actual labor 
cost. The variation is thrown into
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a labor variation account and the 
standard only enters the inventory 
value. The compiling of product 
production by operation is in many 
cases no additional work, since this 
information is necessary in figur­
ing individual piece work or group 
bonus payroll.  
 The absorbing of the burden 
under the standard cost collecting 
is similar to the compiled cost 
method insofar as the pre-deter­
mination of a standard hourly rate 
or direct labor percentage of ap­
plication is concerned. Under the 
compiled cost plan the actual num­
ber of hours consumed, times the 
predetermined rate is considered 
the cost. In applying the standard 
idea we go a step farther. The 
standard amount of burden to be 
absorbed is determined—that is 
the number of hours to be con­
sumed is predeterdmined. This 
times the standard rate gives us 
the standard amount of burden to 
be absorbed. Thus in operating 
standard costs, as applied to 
burden, we have the variation 
between the actual burden ex­
pense and the amount absorbed 
at the actual burden hours, times 
the standard rate per hour; and 
also the variation due to the differ­
ence between the actual burden 
hours times the standard burden 
rate, and the standard burden 
hours times the standard burden 
rate. For example, the production 
center burden for an accounting 
period may be $10,000.00—the pre­
determined rate of application of 
$2.00 per hour times 4,000 hours 
produces a burden absorbed of $8,­
000.00. This variation is common 
to both compiled costs and stand­
ard costs and is due to lack of pro­
duction or general manufacturing 
inefficiencies. The s t a n d a r d  
amount of burden absorbed, that is 
the production times the standard 
amount allotted to each, may be 
only $7,500.00—a further differ­
ence of $500.00. This variation is 
due to spending more than the al­
lotted time on the various units 
produced.
To attempt to describe further
the compilation of costs applicable 
to industries manufacturing a reg­
ular line of products could best be 
accomplished by specific examples 
and the time will not permit this. 
I hope that I have made clear the 
value of applying the idea of stand­
ard costs in all cases possible.
We have briefly covered the two 
general classes of compiling man­
ufacturing costs, pointing out their 
close relationship and setting forth 
several modifications of each. Let 
us now briefly discuss the methods 
of applying commercial cost to the 
products so that the manufacturer 
may know how much administra­
tive and selling expense he must 
cover in order to produce a given 
margin of profit.
In various industries certain sell­
ing expenses have a direct rela­
tionship to the selling price. These, 
a fair example of which is commis­
sions paid, we will exclude from 
our discussion. Any manufacturer, 
in figuring the selling price he 
must receive, should know the 
amount of direct selling expense in 
dealing with various conditions of 
sale and classes of trade, and the 
selling price should be adjusted to 
include these.
The commercial expenses, that is 
the fixed selling and commercial 
administrative expense, should be 
absorbed in the selling price along 
with a fair margin of profit. To 
the total of the manufacturing 
cost, plus the product's share of 
fixed selling and commercial ad­
ministrative, plus the profit, should 
be added the direct selling expense 
in arriving at the selling price.
There has been much discussion 
recently relative to the basis of ab­
sorbing commercial expense and 
applying a fair profit percentage. 
Some advocate total manufacturing 
cost; others argue that conversion 
cost (cost less materials) should be 
used for absorbing the commercial 
expense and that the profit should 
be added on as a percentage of 
total manufacturing cost plus com­
mercial expenses; while still others 
argue that no profit other than in­
terest on investment, which may 
be considered a part of cost, should
be expected on materials and that 
commercial expense and profit 
should be applied on conversion 
cost only.
It seems logical that any concern 
should expect a profit upon each 
turnover of its working capital and 
a fair return on its fixed invest­
ment. The goal of all business is 
net profit. The degree of success 
of any enterprise is measured by 
its return on its invested capital. 
Generally speaking, invested capi­
tal consists of two main items— 
current working capital and fixed 
investment. It is certainly proper 
to expect a similar return on each. 
The expected return on investment 
naturally varies with the industry, 
due to competition and nature of 
business risk.
Let us take a hypothetical ex­
ample and set forth a scientific 
means of arriving at a selling 
price, procuring a net profit that 
bears a definite relation to invest­
ment required to produce it and ab­
sorbs its share of commercial ex­
pense.
For our example let us assume 
that we have a manufacturing con­
cern with a net worth of $1,000,­
000.00. We are striving to pro­
duce a net return of 20 per cent or 
$200,000.00 profit, providing our 
current working capital is all in 
use. Our fixed commercial ex­
pense, according to the budget, is 
$300,000.00. We must, therefore, 
produce a gross margin of $500,­
000.00 or 50 per cent on invest­
ment. Our plant investment is 
$700,000.00 and the balance of 
$300,000.00 is net working capital. 
The plant investment must produce 
a return of 50 per cent— or $350,­
000.00. The capacity of the plant 
measured in labor and overhead 
value or conversion cost is $1,400,­
000.00. The ratio of our plant in­
vestment to our conversion cost is
1 :2. Thus, in order that we make 
a gross margin on our plant invest­
ment of 50 per cent, we must add 
to our conversion cost 25 per cent, 
since the ratio of plant investment 
to conversion cost is 1 : 2, or If 
the average turnover of raw mate­
rial is 4 times, then each item in 
raw material inventory is invested
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for a period of 3 months. Our aver­
age accounts payable represent 30 
days length. So our cash is in­
vested in raw materials only 2 
months. We must make a return 
of 50 per cent per annum on raw 
materials’ investment. We, there­
fore, must make 41/6 per cent per 
month— and if our materials repre­
sent an investment of 2 months we 
must add to raw material costs 81/3 
per cent.
If the average turnover of parts 
and finished product inventories is 
12 times or a period of investment 
of 1 month, and our accounts re­
ceivable turnover is 8 times, or a 
period of investment of 1½ 
months, we are able to construct a 
selling price in proportion to in­
vestment as follows:
To the material must be added 
81/3 per cent to cover period of in­
vestment in raw materials, 41/6 per 
cent to cover period of investment 
in finished inventories and 6¼ per 
cent for investment in accounts re­
ceivable—a total of 18¾ per cent.
To the conversion cost we must 
add 25 per cent to cover the earn­
ing on the plant investment— 41/6 
per cent for period of investment 
of conversion cost in finished in­
ventories and 6¼ per cent for in­
vestment period in accounts re­
ceivable—a total of 355/12 per cent. 
In the following we set forth two 






Selling Price— M aterial................ $118.75
Conversion Cost... 135.41





Selling Price— M aterial................ 178.13
Conversion Cost... 67.70
Total Selling P r ice_____________  245.83
The two examples present com­
putation of selling prices which in­
clude a margin of gross profit cap­
able of absorbing the commercial 
overhead and returning a 20 per 
cent net margin on the capital re­
quired to produce each. This pro­
cess could be refined considerably 
giving consideration to the various 
turnovers of different materials 
used and various investments in 
the different production centers re­
quired to produce each. This 
method can be used in conjunction 
with all types of cost finding sys­
tems and is considered a means of 
determining a standard selling 
price. It is, of course, necessary 
to deviate from a standard selling 
price, but variations from the 
standard are reductions of profit 
and the degree of profitableness of 
each article can be measured by a 
comparison of the actual price 
with the standard selling price.
In conclusion let us briefly sum­
marize what we have touched up­
on. There are in existence many 
methods of cost finding. All are 
founded upon the same basic prin­
ciples, but varying conditions re­
quire different methods of applica­
tion. These methods can be classed 
into two general classes—process 
and specific, each permitting the 
use of predetermined standards. 
The methods of each class are 
somewhat similar and sometimes 
closely interwoven, varying only in 
degree of application of one or 
more of the elements of computa­
tion of unit manufacturing costs. 
There is also a scientific way of ap­
plying commercial overhead and 
net profit to the articles produced, 
based upon the varying turnovers 
of the elements of cost in order to 
arrive at a standard selling price.
AUDITOR’S REPORTS
(R e p r in t  fr o m  “ T he F in a n cia l T im es.” )
The Institute of Chartered Ac­
countants (England) has been dis­
cussing the limitation of auditors’ 
certificates. Undoubtedly the char­
acter of these occasionally gives 
cause for uneasy conjecture and it 
is just as well the position should 
be from time to time overhauled. 
The reputation of the accountant 
is now so high that the mere fact 
of books being certified or special 
investigations being undertaken by 
well-known firms is usually re­
garded as quite sufficient justifica­
tion to discount the presence of any
dubious factors. In nine cases out 
of ten this is a perfectly sound as­
sumption, but in the tenth the de­
duction may not be absolutely cor­
rect.
This is not due to any positive 
misstatement, but because the 
shareholder or investor has read 
something into the document which 
is not there. So far from this im­
plying any reflection on the ac­
countant, no tribute to his integ­
rity could be greater. There is con­
sequently the more reason why he 
should be careful not even in­
directly to imperil it. What every 
certificate or report should aim to 
indicate, then, is exactly what the 
auditor vouches for and what 
standard of values he takes, should 
several be possible. An instance 
in point is the meaning of book 
value in relation to physical prop­
erties. Unless an auditor definitely 
discloses his basis and makes all 
needful reservations the large ma­
jority of shareholders and inves­
tors will certainly put the most 
favorable construction on what he 
says. It is not enough for the ex­
pert to assert that he did not in­
tend this or that to be assumed— 
he must proceed on the theory that 
it will be assumed unless he antici­
pates such an assumption when he 
knows it is not justified.
The accountant is becoming 
more and more the watchdog of 
the investor. He holds relatively a 
privileged position in company 
finance, and the State has placed 
large responsibilities upon him. 
No one conceives of him as being 
intimidated by directors. Some ob­
stinate boards have tried a fall 
with him on occasions and have 
never desired to repeat the experi­
ence. The very strength of his po­
sition has rather favored the 
growth in his statements of a loose 
form of phraseology, which is not 
free sometimes from ambiguity.
It is very necessary this should be 
corrected, and that the wording of 
certificates and reports should be 
such that double meanings are im­
possible and no opportunity given 
for drawing deductions not in­
tended.
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Convention Business Show Exhibits
Pittsburgh, September 27, 28, 29, 30, 1927
The A. W. McCloy Company, 
with a business history dating from 
1879, presented a neat exhibit of 
“ everything for the office.”
The McCloy Company carries an 
extensive line of office stationery 
and offers every form of printed 
service needed by any office.
While the printing department 
is handled outside their own plant, 
they are in a position to care for
the needs of any organization 
along that line. Their main office, 
located at 642-644 Liberty Avenue, 
Pittsburgh, shows the usual line of 
stationery items, filing equipment 
and in fact everything needed by 
any office at the present time ex­
cept heavy office furniture, which 
is not carried by them.
The Faultless Line of Loose Leaf 
Equipment was exhibited by The 
Stevenson and Foster Company, 
distributors for Pittsburgh and 
Western Pennsylvania, in conjunc­
tion with the Stationers Loose 
Leaf Company of Milwaukee, 
manufacturers of Faultless de­
vices. Featured and demonstrated 
in this exhibit were several dis­
tinctive models, including:
Faultless Visible Records in 
three different types, affording 
speedy reference and selecting of 
accounts, substituting sight for
search, easily adaptable in single 
units for 500 or more accounts and 
multiple units for 5,000 or more 
accounts. Such forms as ledger, 
stock record, perpetual inventory, 
credit reference, purchases, sales, 
installment, safe deposit, note rec­
ord, investment record, personnel 
record, physician’s record, health 
record and many others both stand­
ard and special, are used efficiently 
by progressive concerns in many 
lines of business. The flexibility 
of this method enables the ac­
countant to provide forms to fit his 
requirements instead of being con­
fined to one or two small sizes.
Faultless Flexipost Binders— 
“the Binder that grows with your 
business”—with the non-protrud­
ing steel link posts, affording un­
limited capacity with positive com­
pression; were displayed bound in 
full leather, corduroy and leather, 
duraleather, fibre board and can­
vas.
Faultless Machine Posting Bind­
ers—the famous Turning-post for 
bottom punching of sheets and the 
Flexipost for side punching—de­
signed and built for the purpose 
and used with all types of book­
keeping and accounting machines 
for many kinds of records.
Faultless Durabilt Minute Books 
and Typewriter Records—for cor­
porate, municipal, county, state and 
national government records.
Faultless General Record Forms 
—applicable in many cases where 
the method of accounting does not
require special forms and made in 
standard sizes.
The marketing policy of Station­
ers Loose Leaf Company, selling 
their products through stationers, 
bank and office supply houses, 
makes the complete Faultless Line 
available in all principal cities of 
the United States, Canada and oth­
er countries.
In addition to exhibiting the new 
“Jubilee” Models of the Executive 
Ediphone and Secretarial Edi­
phone, a handsome mahogany rep­
lica of a grandfather’s clock with 
the second hand in place of the 
conventional hour and minute hand 
was the center of attraction in the 
Ediphone Exhibit of Thomas A. 
Edison, Inc. This clock is part of 
a Facility Test which the Edison 
Laboratories have devised to show 
how easily people speak 100 words 
a minute. Many members attend­
ing the convention were surprised 
at the ease with which this can 
be accomplished. Everyone talks 
faster than 100 words a minute. 
Many at the rate of 200 words.
The object of this Facility Test 
was not to suggest that a person 
change his dictation habits in 
using the Ediphone but rather to 
advertise that a person never picks 
up the speaking tube to start un­
less he has something to say. Then
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he may talk as rapidly as he does 
on the telephone.
When it is realized that short­
hand by actual research in con­
nection with nearly a half million 
letters has been proven to offer a 
Service of only twenty-five words 
per minute, considering all the 
waiting, delays and double writing, 
the advantage to a firm in increas­
ing its flow of business by Edi­
phone Voicewriting is very evi­
dent, and this was definitely shown 
by the Facility Test.
The William G. Johnston Com­
pany traces a continuous business 
career from 1707, since which time 
eight changes in ownership and 
name have taken place. The firm 
conducts a manufacturing plant at 
1130-1142 Ridge Avenue, Pitts­
burgh, which plant is thoroughly 
equipped with modern and efficient 
machinery enabling them to meet 
all demands in printing, ruling, 
binding and copper plate engrav­
ing. They are also equipped to 
handle steel die embossing and 
lithograph work and care for di­
rect mail advertising. They have 
a department for catalogue work 
and carry a complete line of school 
supplies.
The stationery department and 
sales office is located at 343-345
Boulevard of the Allies, Pitts­
burgh. Here they maintain a large 
assortment of blank books, loose 
leaf devices, filing equipment, 
desks and stationery.
In the Monroe Booth at the 
Pittsburgh Convention was exhib­
ited for the first time locally the 
new Series “3” All-Purpose Model. 
This machine represents the latest 
advance in the adding-calculator 
field.
The Series “3” All-Purpose 
Model combines all advantages of
previous Monroe models, plus many 
additional ones. It has two sets 
of upper or multiplier dials; one 
with the black and red figures, par­
ticularly adapted for discount cal­
culations, percentages of increase 
and decrease, etc., and the other 
with the tens-carrying mechanism, 
giving actual multipliers and per­
mitting the use of multiplication 
short-cuts.
An outstanding feature of the 
new Series “3” is that it adds, sub­
tracts, multiplies or divides with­
out requiring the setting or chang­
ing of levers. The levers, how­
ever, permit the machine to handle 
involved calculations in a simple 
manner with a minimum number 
of operations.
The electrically-operated Mon­
roes now have the Monroe Auto­
matic Start and Stop Meter, which 
is silent except when the machine 
is actually turning out useful 
answers.
Addition is accomplished by set­
ting the amounts on the keyboard 
and touching the plus bar. If the 
minus bar is touched, it subtracts 
the amount on the keyboard from 
the amount in the lower dials.
The Monroe is also made as a 
Full Automatic Machine, having in 
addition to the plus and minus bars
a special multiplier keyboard and 
a division control lever.
Multiplication on the Full Auto­
matic is accomplished by “writing” 
the multiplicand on the keyboard 
and depressing in succession the 
keys for the multiplier in the 
special multiplier keyboard, which 
start the motor, the machine carry­
ing out the calculation automatical­
ly, shifting the carr i age as the 
multiplication of each key is com­
pleted.
To divide on the Full Automatic 
the dividend is set in the lower 
dials and the divisor on the key­
board. The pushing upward of the 
division control lever starts the 
motor and the machine carries 
through the complete division en­
tirely automatically, the motor 
stopping the instant the calculation 
is completed.
The Monroe representative in 
your vicinity will be glad to ar­
range a demonstration and trial of 
the All-Purpose Machine or the 
Full Automatic.
It is impossible for a business 
man of intelligence to remove him­
self from the influence of good 
printing. It forces itself upon him 
at all times and in every relation
of life. Therefore the wise man 
seeks to avail himself of the best.
While our exhibit was only an 
humble effort to bring before the 
public our class of work, we hope 
we made the impression that we 
are producers of Distinctive Print­
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ing—printing that will attract at­
tention and put the customer’s ad­
vertising in a class by itself— 
printing that contains real origin­
ality in conception and the highest 
degree of excellence in its execu­
tion. This quality of originality 
and individuality characterizes all 
the printed work of the MacGregor- 
Cutler Printing Company of Pitts­
burgh, as shown by their exhibit 
at the Business Show of The Amer­
ican Society.
McDonald Gravity-Lock Binders 
are the only ledgers in use that
actually increase the efficiency of 
an Accounting Department to such 
an extent that they are rapidly be­
coming the most popular equip­
ment for pen and bookkeeping ma­
chine posting in all leading busi­
ness concerns where Time, Labor, 
Speed, Space and Upkeep Cost are 
leading factors for business suc­
cess.
The superior merits which a 
Gravity-Lock Binder has over 
every other type of equipment are 
Speed, Ease of Operation, Align­
ment of Leaves, Durability, Space 
and Economy.
Gravity-Lock Binders operate 
without keys or loose parts of any 
kind. The only action required to 
open or close a Gravity-Lock Bind­
er is pressure on the back bar 
which releases the simple ball bear­
ing lock and expands the binder 
to ninety per cent of its closed ca­
pacity.
Alignment of leaves is an im­
portant means of preserving bind­
er equipment. Sheets out of align­
ment cause ragged edges which 
result in operating delays. Our 
spring punching forces perfect 
alignment.
Gravity-Lock Binders with 
metal backs and fibre-board covers 
are indestructable.
Rugged construction and com­
pactness permit closer filing than 
is possible with other types of 
equipment. The guarantee elimin­
ates upkeep cost and makes the 
first cost your last cost.
These and other facts are read­
ily proven by present users or by a 
demonstration which will be given 
on request by any of our repre­
sentatives or by addressing the 
McDonald Ledger & Loose Leaf 
Company, 304 House Building, 
Pittsburgh, Pa.
No one knows better than the 
Public Accountant what labor is 
involved in the accurate compila­
tion of figures; nor is any one bet­
ter able to judge the merits of 
means and methods designed to aid 
the dispatch of such work. He, 
more than anyone else, appreciates 
that it is needless waste of time 
and labor to expend the mental ef­
fort on work that a machine will 
do easier, faster and better.
It is equally true that the more 
universal the machine in its ap­
plication to the various classes of 
work upon which it may be ad­
vantageously employed, the more 
valuable its service. Thus, an add­
ing machine capable of rapid and 
accurate work on addition and 
equally rapid and practical on all 
other forms of arithmetical cal­
culation—multiplication, division, 
subtraction—has a wider range of 
service than one whose function is, 
in a practical sense, confined either 
to addition or to calculation.
The Comptometer seems to 
square with this elemental idea of 
efficiency in that it combines the 
power to add and calculate with 
equal facility, thus reducing all the 
figure work of accounting to a high 
speed, mechanical process. It even
goes a step farther in this direc­
tion by providing mechanical 
means to prevent imperfect opera­
tion. This is accomplished by an 
automatic device called the Con­
trolled-key, which not only gives 
notice of an incomplete keystroke, 
but automatically locks the ma­
chine so that the operator cannot 
proceed until the unfinished key­
stroke is completed.
Whenever you keep a key from 
registering its full value by putting 
it only part way down, the machine 
will instantly lock up, and not an­
other figure can be added until the
misoperation is corrected by com­
pleting the unfinished keystroke.
Thus, by its own action, the 
Comptometer automatically en­
forces accurate operation—leaves 
nothing to the hazard of inexperi­
ence or carelessness on the part of 
the operator.
Those who were in attendance at 
the Pittsburgh Convention of The 
American Society of Certified Pub­
lic Accountants witnessed demon­
strations of the Comptometer on 
all the various forms of work 
which they are called upon to 
handle and an opportunity was of­
fered to test the Comptometer’s ca­
pacity for speed-with-accuracy on 
problems submitted by them.
The big rush is on; everybody in 
the office from the file clerk to the 
“Big Boss” himself is working at 
top speed. Clients are clamoring 
for statements and there is seem­
ingly no way of speeding up the. 
work another notch. How about
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photostats? Here is a speedy and 
absolutely errorless method for 
making copies of anything written, 
typed or printed. Copies made by 
this method are exact facsimilies 
of the originals and require no 
checking.
Many accountants are using this 
modern method for numerous pur­
poses such as copies of income tax 
reports, profit and loss statements, 
schedules of assets and liabilities, 
graphic charts and a host of other 
documents which are used in ac­
counting work.
Copying by hand or typewriter 
is both tedious and difficult, par­
ticularly on complicated forms 
which are often required. Statis­
tical data in chart form requires 
considerable care and the use of 
high-priced help to prepare it prop­
erly. The photostat camera copies 
the most complicated of forms and 
the most intricate charts without 
possibility of error. This is done 
in much less time than is possible 
by any other method.
Photostat copies can be made 
the same size as originals or they 
can be enlarged or reduced. They 
are very presentable and make a 
good impression on your clients.
It is possible to have a large quan­
tity made in a very short time and 
the cost is very reasonable. When 
you are wondering how to get that 
next job out on time—How about 
Photostats?
A. H. Mathias and Company, 446 
Wood Street, Pittsburgh, demon­
strated by their exhibit the prac­
ticability of the photostat habit.
able than those produced by any 
other known method of signing. 
Checks are fed into the machine in 
strips of six and delivered almost 
instantly, signed and cut apart. 
They are signed at the amazing 
rate of 7,500 an hour.
The chief safety feature of the 
Todd Check Signer is the unique 
combination signature it makes— 
this includes an autograph sig­
nature, a photographic reproduc­
tion of the officer whose signature 
is on the check (a trade-mark or 
other symbol may be substituted 
for this) and a special background. 
Through the use of the offset pro­
cess of lithography and through 
the complexity of the signature, 
the machine is scientifically de­
signed to prevent forgery.
A second machine exhibited by 
The Todd Company was the Super- 
Speed Protectograph. This check 
writer is electrically operated and 
looks somewhat similar to the ten- 
key adding machines. The mech­
anism responds as fast as the fin­
gers of a skilled operator can fly 
over the keys. Checks are fed in 
singly, or in sheets, the amount set
training certified public account­
ants.
Always on the alert, Duquesne 
University was quick to see the 
opportunities for dignified pub­
licity afforded by our Business 
Show. The accompanying photo 
shows the physical display utilized 
by this progressive educational in- 
( Continued on page 54)
up by simply touching the keys 
with the finger tips—as on an add­
ing machine—then a bar at the 
right of the keyboard is touched 
and the entire amount is instantly 
shredded into the check in two col­
ors. The Super-Speed Protecto­
graph is capable of filling in the 
amount lines on 1,200 checks an 
hour.
In addition to the Check Signer 
and Super-Speed, The Todd Com­
pany are manufacturers of various 
other models of the Protectograph 
and are originators of the Green­
back check which flashes the word, 
“Void” many times over the sur­
face of a check when acid is ap­
plied. Lithographed business sta­
tionery is also a product of this 
company.
The laborious task of signing 
checks by hand can now be done 
away with. The Todd Company of 
Rochester, N. Y., is marketing a 
Check Signer which is in reality a 
miniature offset lithograph press. 
The signatures made by this press 
are more nearly non-counterfeit-
Duquesne University of Pitts­
burgh represented advanced edu­
cation at our Business Show. In 
that great industrial city, in 
Pennsylvania, and in contiguous 
states, accounting excellency and 
Duquesne University’s School of 
Accounts are synonymous. This 
school has a mighty reputation for
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Some Aspects of Valuation and Income Deter­
mination
T HE remarkable growth and development of the prac­tice of accountancy within recent 
years is a fact with which you are 
all familiar. The rapidly increas­
ing size of the business unit with 
the consequent need for more com­
plete accounting information on 
the part of the management, the 
necessity for seeking financial aid 
from the general public in the pro­
motion and operation of these 
larger business enterprises, and 
the enactment of income and ex­
cess profits tax legislation, have 
been largely responsible for the 
phenomenal demands which have 
been made upon the science of ac­
countancy. This unusual impetus 
in the development of a rather 
young profession has forced, with­
out careful analysis, the develop­
ment of certain “ rules of practice” 
to meet the exigencies of the sit­
uation. Since the accounting pro­
fession is now experiencing a pe­
riod of stabilization, some of these 
“ rules” should be subjected to re­
examination. More mature de­
liberation may reveal the need for 
a more careful formulation of the 
rules and principles governing cer­
tain aspects of the practice of ac­
countancy. Because of the pop­
ular interest in the subject and 
the outside attacks which have 
been made upon it recently, such 
a re-examination becomes increas­
ingly necessary.
May it not be said that many of 
the so-called “principles” of ac­
counting are mere arbitrary work­
ing rules which have been found 
useful in practice. Some are in­
consistent in their very statement 
and are difficult to justify from the 
standpoint of reasoning or logic. 
For example, it is impossible to 
give a satisfying explanation of 
such inconsistent rules as “ cost or 
market whichever is lower,”  “no 
profits should be anticipated, but 
all losses should be provided for”
By HARVEY C. DAINES. M. A., C. P. 
A. (I ll. and W is.), Assistant Professor 
o f Accounting, "School o f Commerce 
and Administration, The University of 
Chicago.
Read before the November meeting of 
the Illinois Society of Certified Public 
Accountants.
and to satisfactorily define and in­
terpret “value for a going con­
cern” and other similar concepts.
Although many of these “prin­
ciples” which have been enun­
ciated as “good accounting prac­
tice” are mere rules of thumb, 
nevertheless they have proven ex­
ceedingly useful in the past and of 
course should not be discarded 
hastily, even though they may be 
shown to be illogical and based on 
faulty assumptions. However, it 
appears that the time is close at 
hand when a re-examination and 
appraisal of many of the working 
concepts of accounting should be 
made. Particularly, it is proposed 
in this paper to examine more 
closely, both from the standpoint 
of the theory back of them and 
their use in practice, the orthodox 
views which have governed bal­
ance sheet valuation and income 
determination.
Mr. Hatfield, in his recent ad­
dress before the September meet­
ing of the American Institute of 
Accountants, expressed a some­
what similar thought when he 
said, (page 272, November, 1927, 
Journal of Accountancy) “Ac­
counting, however, needs some­
thing more than a definite nomen­
clature. It needs above all else the 
formulation of sound theories, 
which can be crystalized into clear 
terminology. Progress in other 
sciences has for its milestones a 
series of formulated theories, com­
prehensive and significant.”  And 
a little further on he says, “Ac­
counting primarily deals with im­
puted values and records the
changes therein. Can progress be 
made without formulating some 
theory as to what value is proper 
for accounting purposes? There 
is, indeed, a rather general agree­
ment that in the first instance a 
newly acquired asset is valued at 
cost. But as to any theory, under­
lying and supporting this rule, 
there is general silence. . . .  In the 
more difficult problem as to the 
basis for revaluing assets at the 
close of a fiscal period, the lack of 
sound theory is as great, and the 
divergence in practice appall­
ing. . . . We have arbitrarily laid 
down different rules for different 
classes of assets; we have pro­
mulgated the phrase ‘cost or mar­
ket, whichever is lower’ support­
ing it by a ludicrously inapprop­
riate argument.”
 The reputation of the account­
ant for being conservative is well 
known. “ Conservatism” has be­
come a fetish to be used on every 
occasion when a more logical rea­
son is not forthcoming. In the 
same meeting of the Institute Mr. 
R. H. Montgomery, also, raised 
very pertinent questions regard­
ing the accountant’s balance sheet. 
He said: (page 251, October, 1927, 
Journal of Accountancy) “ I think 
that our so-called conservative at­
titude has been used against us by 
those who are sharper than we are. 
We are still discussing whether or 
not the values on a balance-sheet 
shall be as true as we can make 
them or as obscure as others want 
us to make them. When others 
want assets which are worth far 
more than cost to appear at cost 
they appeal to our ancient tradi­
tion and we acquiesce. When they 
want assets to appear at recon­
struction value they have an ap­
praisal made and we use it. When 
fixed assets decline in value who 
ever heard of an appraisal? Take 
it any way you like, the so-called 
conservatism of the accountant
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hides understated values which it 
can never harm any one to know or 
hides overstated values which it 
would be useful to know.” Again, 
a similar idea with respect to the 
so-called conservatism of the ac­
countant was expressed most em­
phatically by Mr. Hatfield in his 
paper before the same convention.
Probably the most generally ac­
cepted statement of the orthodox 
principles governing the valuation 
of assets on the balance sheet is:
(1) current assets and temporary 
investments should be valued at 
cost or market whichever is the 
lower; (2) fixed assets and per­
manent investments should be 
valued at original cost with a de­
duction for depreciation or deple­
tion in the ease of those assets 
where such deductions apply; and
(3) deferred charges should be 
valued on the basis of an equitable 
prorating between periods for a 
going concern.
It may be said without fear of 
violent contradiction that the or­
dinary investor or other lay reader 
of a balance sheet is not aware of 
the more or less arbitrary rules of 
valuation which accountants have 
adopted in balance sheet construc­
tion. As the ordinary person 
studies the balance sheet, he as­
sumes that here are the present 
values of the assets owned by this 
concern and here is the present net 
worth. And it is a reasonable at­
titude. Why should accountants 
expect readers of balance sheets to 
throw aside the value concepts 
that are generally accepted in the 
every day world, and try to inter­
pret statements of value of busi­
ness concerns according to a more 
or less arbitrary set of rules which 
accountants, themselves, have dif­
ficulty in justifying!
The arguments that are usually 
advanced for the orthodox basis of 
asset valuation are well known and 
do not need repetition here. It 
may be safely said that no think­
ing accountant has failed at some 
time to note the inconsistency of 
these rules and to observe that at 
times they fail to correctly reflect 
the “ true” financial condition. In
endeavoring to find an explanation 
of why accountants have so slav­
ishly followed these rules, the 
writer has been led to the belief 
that it is because of what may be 
called the conflict which now exists 
between the point of view of the 
balance sheet and the income 
statement. In other words, if the 
balance sheet was made to record 
“present values,” it would conflict 
with the commonly accepted the­
ory of income, viz., “ income be­
comes income in an accounting 
sense only when something is sold 
for more than is paid for it.” This 
theory seems to be contradictory 
to recording current balance sheet 
values. Hence the rules of valua­
tion of the balance sheet have been 
adopted as the result of subordi­
nating the balance sheet point of 
view to that of the income state­
ment.
The accountant has believed 
that market1 values cannot be re­
flected on the balance sheet when 
market is higher than cost, with­
out recording in the current in­
come account what he believes to 
be an “ unrealized profit.”   Because 
of the legal objection to the pay­
ment of dividends out of “ un­
realized profits” and the account­
ant’s high regard for this theory 
of income, he has been willing to 
sacrifice the accuracy of the bal­
ance sheet, in order that the two 
statements might properly tie-up 
with each other in a mathematical 
sense. Hence many of the argu­
ments and explanations about 
going concern values have been 
built up in an attempt to justify 
this practice. In addition, of 
course, there has been the argu­
ment that market values are diffi­
cult to obtain in the case of many 
assets and hence such a basis 
should not be adopted. This, how­
ever, does not seem to be the real 
reason, because the accountant has 
been unwilling to show market 
values even in those instances
1 Market is used in this paper to refer 
to the replacement cost in the market 
and in the usual quantities in which the 
concern makes its purchases.
where such information could be 
unmistakably obtained.
(Note: cost or market which­
ever is lower; not market at all 
times.) Hence the explanation of 
the orthodox rules of valuation be­
fore mentioned appears to be an 
attempt on the part of the ac­
countant to synchronize the bal­
ance sheet values to a  certain the­
ory of income. Thus, what has 
appeared to be a conflict between 
the point of view of the balance 
sheet and the profit and loss state­
ment has been the source of 
much difficulty and misunder­
standing.
It can probably be agreed that 
the goal of accounting should be 
to record, accurately and fearless­
ly, the entire facts with respect to 
present financial condition. In so 
doing, may it not also be agreed 
that accountants should adopt a 
basis of valuation—if one can be 
found—which is theoretically con­
sistent and logical, which is intel­
ligible, reasonable, and easily un­
derstood by the ordinary person, 
which furnishes current and up- 
to-date information, and which 
permits of objective verification. 
Certainly, balance sheets based 
upon the orthodox rules would not 
qualify under these criteria. In 
the formulation of business pol­
icies and decisions, conservatism 
may be an excellent fault; but if it 
is the function of the balance sheet 
to exhibit accurate and reliable 
values, the deliberate statement of 
values below undisputed market 
quotations is without defense. The 
aversion of the accountant to 
showing what he calls “unrealized 
profit”  will be dealt with in a later 
section of this paper.
For the purpose of this discus­
sion let it be assumed that the 
original valuation of assets is 
properly the cost price. Time will 
not permit an attempt at a the­
oretical justification of this point. 
Of course, it must be recognized 
that some exceptions need to be 
made to this rule due to the prac­
tical and sometimes theoretical 
difficulty of determining exactly 
what constitutes cost in a given
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case. The more difficult problem 
of valuation, however, arises sub­
sequently to the original purchase, 
when the closing of the books and 
the balance sheet present the 
problem of a proper basis for re­
valuation. There are four possible 
bases which might be adopted: (1) 
liquidation value, or that value 
which is likely to be realized if the 
assets were thrown on to the mar­
ket in the process of an orderly or 
forced liquidation; (2) original 
cost with proper allowance for de­
cline in value or current assets 
and allowances for depreciation 
and depletion of fixed assets; (3) 
capitalized i n c o m e  producing 
value; (4) present market price of 
replacing or reproducing a similar 
asset in its present state of con­
dition.
 The first basis of valuation— 
liquidation—has most significance 
to the creditor who may be inter­
ested in what the assets would 
bring in case of sale if the business 
were forced to close. This basis of 
valuation is not of primary inter­
est to the stockholder, business 
executive, or general investor. 
They are most interested in the 
value of the assets to the company 
as a continuing business enter­
prise. It is probably safe to say 
that very few balance sheets 
would show solvency in case assets 
were valued on a liquidation basis. 
This, together with the fact that 
most readers of the balance sheet 
are not interested in liquidation, 
would seem to justify for ordinary 
accounting purposes the “going 
concern concept” of value. It does 
not necessarily follow that this 
should be the same as accountants 
have held in the past.
The second method—original 
cost with proper allowance for de­
cline in market value of current 
assets and allowances for deprecia­
tion and depletion of fixed assets— 
is the method now most commonly 
accepted. Its greatest advantage 
is the fact that an original cost 
method is most easily subject to 
objective verification; it is the 
easiest to use in practice. This 
basis of valuation implies the con­
ception of a balance sheet as a his­
tory of what has happened, rather 
than an accurate picture of the 
present situation. Attention is 
called to the fact that the account­
ant has not followed the original 
cost basis consistently, but has 
modified it by market data when 
market proved to be lower than 
cost. This is illustrated in the 
case of current assets. Original 
cost is of little importance to the 
investor who is more concerned 
with present conditions and future 
profits. The past is unalterable. 
In the ordinary commercial enter­
prise the investment that has been 
made in the assets has little in­
fluence in determining present 
values or future earnings. This 
basis also fails to take account of 
the changing character of the unit 
with which the accountant at­
tempts to measure value—i. e., the 
dollar.
The third method—the capitali­
zation of the income producing 
value of the net assets—has the 
merit of showing assets at more 
nearly their present economic 
values. Income in a business, 
however, is the result of so many 
varying factors outside of the as­
sets in use, that it does not appear 
to be a reasonable method for the 
accountant to adopt. It is imprac­
tical of application, since from the 
very nature of the case, the earn­
ings of a business are the joint 
product of all the assets, condi­
tions and services which the busi­
ness possesses and uses. It is im­
possible. therefore, to impute on 
the basis of total earnings any par­
ticular value to any given asset.
The fourth method—present 
market price or the price of re­
placement to a going concern— 
seems to the writer to be logically 
sound and practical enough in ap­
plication to warrant its adoption. 
In a competitive economic order, 
the person who outbids his com­
petitors for the means of produc­
tion, controls production. The 
free play of competing interests 
meeting in the market are the 
forces which determine the valu­
ation of the factors of production.
In an endeavor to explain this, 
economists hold that in a fluid 
market, price is determined by the 
interaction of the market demand 
schedule and the market supply 
schedule. Assets are valuable on 
account of the future services 
which they will render. The 
economist maintains that market 
value is an appraisal o f  the present 
worth of these services. The pro­
cess of discounting involved in the 
translation of future values to 
present values is carried on by 
buyers and sellers who enter the 
market. This discounting process 
precedes the market activities of 
buyers and sellers, so that the 
market value results from these 
activities. Under ordinary cir­
cumstances the accountant can re­
ly upon the operation of economic 
forces to determine market val­
ues; he is therefore not usually 
concerned with the discounting 
process. Market values when ob­
tainable are also objective in char­
acter. In view of the fact that the 
operation of the laws of economics 
gives a concept of value which is 
accepted and generally used by the 
average person, it seems ridiculous 
for the accountant to establish a 
highly artificial basis for valuing 
balance sheet items which very 
few people understand. Of course, 
a market or replacement theory of 
value assumes a going concern and 
would provide for depreciation and 
depletion of such assets that are 
subject to these elements.
The economist’s concept of 
static conditions, which is assumed 
in some of the discussions of eco­
nomic theory, has no place in ac­
counting. Since accounting is con­
cerned with everyday affairs, its 
major function should be to record 
faithfully and accurately, both as 
to the nature of the assets and 
their valuation, the changes which 
are taking place in business. As 
long as economic forces cause 
changes in value, the accountant 
should be an impartial recorder of 
these changes.
For accounting purposes it may 
be assumed that changing values of 
(Continued on page 55)
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The Soft Coal Situation
A T our weekly luncheon meeting November 22, the bituminous 
coal situation was briefly discussed. 
Opinion was expressed to the ef­
fect that the accounting profes­
sion, out of its members and their 
experience, should offer some help­
ful solution. The officers of your 
chapter acted immediately and in­
vited, for this meeting of Decem­
ber 7th, presentation and discus­
sion of, “ A Workable Solution of 
the Bituminous Coal Situation.”
Since April 1, 1927, the bitumin­
ous coal industry has been and is 
still, partially stagnant in the field 
in which the issue of wages be­
tween miners and operators re­
mains unsettled. Newspapers in­
form us that “Possibly Secretary 
of Labor Davis will be able to get 
operators and miners together for 
some basis of adjustment, but it is 
doubtful.” The distress of the sit­
uation is keenly felt, and a solution 
bringing content to both operators 
and miners will be extremely wel­
come.
Sponsored by The Pennsylvania 
Industrial Survey, Bulletin No. 1, 
“The Shift in Soft Coal Ship­
ments,” and Bulletin No. 2, 
“ Freight Rates on Soft Coal,” by 
Charles Reitell, University of 
Pittsburgh, and associated with 
Sheppard and Company, Certified 
Public Accountants, present very 
instructive information covering 
their respective subjects and a 
very discouraging portrayal of the 
decline and fall of Pennsylvania 
in its relation to the annual out­
put of soft coal throughout the 
United States. These bulletins 
should be read and studied by all 
interested in the welfare of Na­
ture’s gift to Pennsylvania.
It is not my purpose to attempt 
the impossible. An immediate 
workable solution of the soft coal 
situation is possible only by gov­
ernmental intervention, the sub­
merging of self interests of opera­
tors and miners, without concern
ERNEST CROWTHER, C. P. A., Dean—  
Pittsburgh School of Accountancy.
Presented at the meeting o f the Pitts­
burgh Chapter of the Pennsylvania Insti­
tute of Certified Public Accountants, De­
cember 7, 1927.
to locality or state, to such regula­
tion as will secure:
A. Conservation of the nation’s 
bituminous coal fields.
B. Adjustment of producing ca­
pacity to the nation’s require­
ments.
C. Stabilization of wages and 
profits.
A—Conservation of the Nation’s 
Bituminous Coal Fields
Industry naturally seeks to lo­
cate itself at the point or place 
most advantageous to the success 
of its operations. The elements of 
labor, water, fuel and transporta­
tion are important factors in de­
termination of location. Pitts­
burgh, with its title, “Workshop of 
the World,” splendidly illustrates 
this application of industry. Since 
the time, twenty years or so ago, 
when the title, “ Smoky City,” as 
applied to Pittsburgh, was merited, 
progress, at least in this vicinity, 
in the conservation of soft coal 
has been made. This is evidenced 
in our generally clearer sky lines.
Conservation of a commodity, 
with resources unlimited to the 
present generation, receives only 
the thought of the sincere few with 
broader vision for the future. The 
conservation of soft coal to which 
we must look is that to which the 
larger operators are working to ac­
complish; viz:
Maximum yield per acre produc­
tion.
Elimination of wasteful mining 
operations.
Decrease waste in soft coal con­
sumption.
Increase utilization of coal by­
products.
Commercial d e v e l o p m e n t  of 
proven research studies.
B— Adjustment of Producing Ca­
pacity to the Nation’s Require­
ments
While Pennsylvania, through 
one cause or another, has suffered 
materially in its decreased output 
of soft coal, while other states 
have benefitted, it is very question­
able in the present status of soft 
coal production that any adjust­
ment will restore Pennsylvania to 
the position it formerly held, viz, 
that of being the largest producer.
The present situation reflects 
considerable changes. The past 
quarter of a century’s growth in 
industry and transportation has 
widened the space between the 
points of soft coal production in 
Pennsylvania and soft coal con­
sumption. Large soft coal con­
suming units such as the large 
steel corporations are their own 
soft coal producers. Other states 
have materially increased their 
soft coal mining operations and 
output.
Recurring labor troubles in 
Pennsylvania with temporary su­
spensions of output in that state, 
have resulted in the ultimate diver­
sion of coal tonnage to other 
states. This phase together with 
the abnormal requirements during 
the war makes necessary an ad­
justment of capacity to require­
ment. It is common knowledge 
that the developed capacity of 
mines is far in excess of our na­
tional soft coal requirements.
Readjustment is a problem. 
Methods of solution, practical on 
the surface and not difficult to pre­
scribe, will fail unless exercised by 
some controlling power.
Removal of other than economic 
influences in freight rate contro­
versies, transfer of benefits from 
one locality to another as may be 
obtained by political influence for 
this locality or the other, will not
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solve the solution. Nationalization 
of mines would be a backward step. 
What is the solution?
Fuel, including soft coal is not 
far outside of the range of public 
utility classification. Under the 
Public Service Commissions of our 
several states and Interstate Com­
merce Commission for the Federal 
Government, our public utilities 
are functioning. Without such 
regulation a chaos of the service of 
public utilities would likely pre­
vail.
It may be claimed, and rightly 
so, that the law of supply and de­
mand with free competition will 
by process of “Survival of the 
Fittest,” adjust the relation of coal 
producing capacity and consump­
tion. This, however, is primitive 
to our present day tendency of at­
taining economies in operation.
In the same manner of merging 
groups engaged in the same activi­
ties, within the same localities, for 
the purpose of economy, so must 
the principle be applied to the soft 
coal industry as a whole. Obvious­
ly such merger or mergers would 
enable a better balanced produc­
tion schedule, less operating costs, 
less marketing and distribution 
costs. With few exceptions, zon­
ing of coal shipments as was prac­
ticed during the war would become, 
not compulsory, but necessary as a 
vital factor in securing economy 
of operations as well as adjust­
ment of producing capacity to the 
nation’s requirements.
C—Stabilization of Wages and 
Profits
Of the major basic businesses, 
and as one of the great funda­
mental elements of the prosperity 
of our nation, the coal business is 
probably the most erratic as to re­
turn on investment, stability of 
wages and operations. The ex­
pression is often heard from opera­
tors that their business is one of 
either feast or famine, and that 
since 1917, the seemingly abnormal 
profits of two or three years, in­
cluding that and subsequent years, 
has been either consumed in taxes 
paid or to be paid, or offset by
losses and idle mines expense of 
other years.
As obtained from Mueller's Fi­
nancial Statistics the rate of return 
earned by leading bituminous coal 
companies on their capital stock 
and net worth (Capital Stock and 
Surplus), for the years 1911 to 
1920, inclusive is as follows:
Capital Stock
Y ear Capital Stock and Surplus
1911  ..3.07% 3.43%
1912  ..4.37 4.12
1913 ................5.05 4.36
1914  ..3.90 3.70
1915  ..3.61 3.29
1916  ..6.87 4.61
1917  ..18.36 9.82
1918  ..13.28 6.95
1919  ..6.73 4.11
1920  ..15.64 7.71
A verage . . . .  8.09% 5.21%
Excluding the years 1917, 1918 and
1920 an average of
4.70% 3.94%
Since 1920, to the present time, 
it is very doubtful as to whether 
these averages have been main­
tained. Comments as to the in­
adequacy or cause of inadequacy of 
rates of return may be briefly 
stated by stating that such low 
rate of return on the investment is 
entirely out of line, compared with 
other businesses of less hazards.
Excluding the building trades 
operations, where strikes in some 
of our larger cities seem to be an 
annual spring affair, our major in­
dustries, manufacturing and trans­
portation, seem to get along with 
very little disturbance on labor and 
wages questions, and if any arise, 
to secure adjustment without any 
prolonged suspension of operation. 
The coal business, vital as it is to 
other major businesses, is the last 
in line to evidence any intelligent 
attempt to stabilize the supply of 
fuel, from production content as 
between miners and operators and 
rate of return on investment. At­
tribute this situation to what your 
opinion may be — management, 
labor unions, foreign labor, restric­
tion of immigration, freight rate 
discriminations—all matters of 
opinion.
The Pittsburgh Press in an edi­
torial of its issue November 28, 
1927, stated, “The trouble with the 
coal industry has been that any 
individual or group owning a piece 
of land with a substantial fuel de­
posit has opened it when he (or 
they) wished, hired some men to 
mine and has started production 
with more of hope and a prayer 
toward a good market than any 
actual knowledge of what condi­
tions might be.”
* * * “In this respect coal has 
been in much the same position as 
the farmer, production having no 
relation to price and profit. Under 
such utter lack of organization 
chaos has been the inevitable re­
sult.” * * *
Obviously in a solution to the 
soft coal situation the individual or 
group with only a hope or a prayer 
will pass out of the picture in the 
readjustment whether brought 
about by capable management or 
government intervention.
Possibly the suggestions of the 
late Andrew Carnegie in his article 
on Labor and Capital, published 
many years ago when labor 
troubles were experienced in the 
steel industry may be fruitful to 
the coal industry. He said, in part, 
“What we must seek is a plan by 
which men will receive high wages 
when their employers are receiving 
high prices for the product, and 
hence are making large profits, and 
per contra, when the employers are 
receiving low prices for product, 
and therefore small, if any, profits, 
the men will receive low wages. 
If this plan can be found employers 
and employed will be ‘in the same 
boat’, rejoicing in their prosperity 
and calling into play their forti­
tude together in adversity. There 
will be no room for quarrels and 
instead of a feeling of antagonism 
there will be a feeling of partner­
ship between employers and em­
ployed. There is a simple means of 
producing this result, and to its 
general introduction both employ­
ers and employed should steadily 
bend their energies.
“Wages should be based upon a 
sliding scale, in proportion to the 
net prices received for product 
month by month. It is impossible 
for Capital to defraud Labor under 
a sliding scale.”
Suggestions from the side lines
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whether in business or play have 
no weight or bearing unless in the 
form of commands from an author­
itative source. The time has 
passed for the passing on of the 
price of adjustment between op­
erators and mine workers unions 
to the consumer. No permanent 
solution to the soft coal situation 
will prevail until the obstructions 
between miners and operators, that 
are arrogant or self-seeking, have 
been removed from the coal busi­
ness. The miner is entitled to 
steady work and a fair living wage. 
The operator is entitled to a fair 
return on his investment. Stab­
ility of wages and profit will follow 
 when these two elements are rea­
lized.
In conclusion—the entire prob­
lem, at the moment, is one of tech­
nical analysis of the situation— 
analysis by a competent group of 
business technicians (engineers 
and accountants). A Review 
Board of this type should be ap­
pointed, either by State, or pref­
erably the Federal authorities, 
with instructions to report at the 
earliest practicable date. Opera­
tors and miners should, in advance, 
agree to be governed by the find­
ings and recommendation of this 
impartial Review Board.
COMMENTS 
By GEORGE F. HERDE, C. P. A.
IN the paper which Mr. Crowth­er has presented he makes mention of several points in con­
nection with the problem of the 
coal industry, which appears to me 
as being worthy of additional com­
ment.
He has pointed out, for instance, 
that the matter of conservation of 
coal under some form of Govern­
ment control might be advantage­
ous, and I believe he does not limit 
this idea of conservation to the 
mere control of production and con­
sumption of the product.
The conservation of natural re­
sources has never been accom­
plished by legislative measures in 
the past, but is actually accom­
plished from time to time by the
operation of natural economic laws. 
In the case of the coal industry this 
is evidenced in the growing use of
oil for fuel and electricity produced 
by water power, both of which 
have conserved the coal supply and 
are in a fair way for more exten­
sive use, with corresponding effects 
upon the curtailment of uses of 
coal. Therefore, from this stand­
point, the problem of conservation 
does not appear to be a serious one.
Again, the coal business has 
been referred to as in the nature 
of a public utility, and therefore an 
industry which might be governed 
or supervised in the same manner 
as other public utilities. This is 
essentially true, but the competi­
tion of the coal business between 
States makes it extremely difficult 
to effect a settlement of the prob­
lem in that manner.
Another point mentioned is that 
of production and consumption and 
their relationship in the industry. 
This is a serious factor and it would 
be a decided advantage to the in­
dustry and to the public to control 
production in such a manner as to 
stabilize the business by restrain­
ing the operation of fly-by-night 
units and maintaining the opera­
tion of those fields and mines which 
permit of the best possible results 
in the interests of all concerned. 
This form of control could only be 
effectively instituted by Federal 
authorities under some national 
law.
Therefore, we are faced with the 
fact that the coal problem is made 
up of a number of problems or fac­
tors which will demand attention. 
In addition to the problems of labor 
and freight rates, we are faced 
with a situation where the indus­
try is so highly capitalized today 
that it is impossible for the opera­
tors to make a fair return on in­
vestment and pay a living wage to 
the wage earners, and the prob­
lem of the industry is to solve this 
difficulty.
If we could divorce politics from 
Government, the solution would 
seem to be simple and rest in the 
nationalization of natural re­
sources. Since that is impossible, 
then it seems to me that a com­
mission, such as the Interstate 
Commerce Commission, would be 
in a position to eliminate many of 
the difficulties and solve some of 
the important phases of the prob­
lem.
This commission would have to 
possess powers similar to those of 
the Interstate Commerce Commis­
sion and have control of opera­
tions, the fixing of values for de­
termining returns on investment, 
sale prices, and other features of 
supervision embracing the entire 
industry.
The creation of such a body as 
this which I suggest would neces­
sitate a constitutional amendment, 
which, in all probability, at pres­
ent would not meet with much fav­
or. Aside from this method, no 
legislative measures which we may 
now attempt to utilize can solve 
the problem of coal.
The method which I suggest 
would necessarily be experimental, 
as was true of the creation of the 
Interstate Commerce Commission 
and the institution of its powers in 
the railroad business, but I am 
personally convinced that this is 
the most satisfactory way out of 
the difficulty, even though it may 
require time, and is the only feas­
ible method of effecting legislation 
to influence an industry in such a 
way as to place it upon a sub­
stantial basis, and in a fair way to 
solve economic problems such as 
confront us in the coal industry.
CONVENTION BUSINESS SHOW 
EXHIBITS
(Continued from page 48)
stitution. Representatives of the 
School of Accounts, Finance and 
Commerce were on hand at all 
times to give information to the 
people that visited the exhibit.
“Besides promoting our prestige 
and securing immeasurable new 
good will by representation at this 
show,” declared Dean Dr. John A. 
Moran of Duquesne University’s 
School of Accounts, Finance and
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Commerce, “we learned much from 
our contacts with those conducting 
displays for the great companies 
of America who are perfecting 
mechanical aids to business. Ac­
curacy, speed, and comprehensive­
ness are the things business wants 
today. The ingenious devices be­
ing conceived and perfected are 
giving us what we need. Infallibil­
ity and indefatigability, con­
tributed to business by these 
mechanical devices equip America 
to meet ever increasing demands. 
Business must keep up to date in 
this respect or else fall victim to 
the inexorable Lachesis of com­
petition.”
The president of Duquesne Uni­
versity, Very Rev. M. A. Hehir, 
LL. D., C. S. SP., visited our show, 
too; and attended our business ses­
sions with Dean Moran and mem­
bers of the faculty of the School 
of Accounts, Finance and Com­
merce.
Dr. Hehir appreciates the im­
portance of accounting in Ameri­
can business. He has the rare gift 
of a modifiable mind in education 
as in all matters. “We started our 
School of Accounts, Finance and 
Commerce in 1913,” he said, “al­
though we recognized a need for it 
sooner. Observation of contem­
porary social and political condi­
tions as well as of business trend 
convinced me that our universities 
had a duty to perform in training 
accountants. On them we could 
see that momentous decisions de­
pended. Their analysis and their 
synthesis in report form are the 
facts of executive judgment. Bank 
loans, currency expansion or con­
traction, interest rates, increased 
production facilities or retrench­
ment are a few of the involving 
things that result from their col­
lective balance sheets in this coun­
try. To teach them how far-reach­
ing their work extended, to orien­
tate them, to inculcate into them a 
sense of trusteeship, to make them 
realize that their check mark on 
an invoice released money from the 
till, to understand that truth, 
whatever form it may assume, is
the cardinal virtue needed to build 
permanent business, are a few of 
the things we impart in our 
courses.
“We agree with Goethe that ‘tal­
ent is developed in solitude; char­
acter, in the stream of life.' Is 
there anyone who moves more 
with the current or against it 
than the accountant? If the ac­
countant never forgets that he is 
a being with a soul, that his pro­
fession is one of trusteeship for 
the employer and the public, that 
he must have at least a discursive 
knowledge of every phase of busi­
ness, that his word is his bond— 
then he has the opportunity to 
develop his greatest asset—a clean, 
beautiful, radiant character.
“Accountants are the light bear­
ers, the diagnosticians, the guard­
ian angels of business! They are 
to business today what modern 
navigation instruments are to 
marine and aerial transportation.”
SOME ASPECTS OF VALUA­
TION AND INCOME DE­
TERMINATION
(Continued from page 51) 
assets, as measured by the pecun­
iary unit, are the result of (1) 
changes in the market situation 
due to changes in the effective de­
mand and supply, and (2) changes 
in the unit used in measuring 
value—in this country, the dol­
lar—ordinarily spoken of as chang­
es in the purchasing value of the 
dollar.
In the orthodox theory of balance 
sheet valuation, the assumption of 
static price is made. This is, of 
course, not in accordance with real 
life as is proven by the statisti­
cian’s price indexes and the com­
mon experiences of all of us within 
recent years. Most people are more 
or less vaguely familiar with the 
price movements of the last two or 
three decades. An upward trend in 
prices began prior to 1900 and in­
creased approximately twenty-five 
per cent by 1913. From 1913 to 
1917, when America entered the 
War, there was another rise of 
about forty-five per cent, based on
the 1913 level. During our partici­
pation in the War, there was an 
additional increase of fifty-five per 
cent over 1913 prices. From Ar­
mistice day 1918 to the summer of 
1920, still further increases oc­
curred. The depression which en­
sued, in 1921 brought the price 
level back with a sudden jerk and 
after a reaction in 1922, has hov­
ered around the one hundred fifty 
mark as compared with the 1913 
level. Nor is the question of a 
fluctuating price level a thing of 
the past. Several leading econom­
ists have been quoted, recently, to 
the effect that if gold continues to 
flow into this country as fast as it 
has done within recent years, it 
will likely prove impossible, be­
cause of certain international com­
plications, to dam-up these ever in­
creasing amounts in the vaults of 
the Federal Reserve Banks. Thus, 
sooner or later, this large supply 
of gold will become the basis of 
expansion of bank credit, with a 
resulting rise in prices. The fluct­
uating value of the dollar is by no 
means a past issue and the ac­
countant must face the fact that 
his unit of measurement is of con­
stantly varying dimensions.
Whether the accountant has 
wanted to or not, he has been 
forced in recent years to alter his 
older theories of balance sheet 
valuation by taking into consider­
ation appreciation of fixed assets. 
In fact appreciation in the value of 
fixed assets is now so widely per­
mitted by accountants, whether re­
luctantly or not, that it may be 
said that the accountant has aban­
doned a strict adherence to his 
original cost less depreciation and 
depletion views. The accountant, 
of course, has failed to distinguish 
the two basic causes of apprecia­
tion: (1) the general decreased 
purchasing value of the dollar and
(2) the economic forces of supply 
and demand that have operated to 
affect the exchange value of par­
ticular assets. Although the ac­
countant in practice has rec­
ognized appreciation, he has hesi­
tated to put himself unequivocally 
on record as favoring the record­
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ing of present values in the ac­
counts. As a matter of fact, at 
the present time the accountant, 
who adheres to the orthodox rules 
of valuation, is in the embarrass­
ing position of overvaluing fixed 
assets purchased at the time of a 
higher price level. He thus lays 
himself open to criticism not only 
for lack of “conservatism” but ac­
tual overstatement. Under the
cost of replacement theory, when 
the price level declines as is seen 
to be the case in comparing 1919 
with 1927 prices, this decline in 
value of assets would be recorded 
in the accounts. Under orthodox 
accounting rules, assets could be 
carried at original cost less de­
preciation or depletion even 
though this book value was gross­
ly in excess of the cost to replace
at the date of the balance sheet. 
What I am contending for is a 
general recognition of the theory 
of present replacement values and 
its use in practice wherever satis­
factory evidence as to present val­
ues is obtainable. This is more 
“conservative,” in some instances, 
than orthodox accounting has de­
manded.
(To be continued.)
Solution to Problem 4 of the Maryland C. P. A. Examination 
of November, 1927.
(Printed on page 26 of January, 1928, issue.)
By WM. T. SUNLEY, C. P. A. (Michigan), International Accountants Society, Inc.
PROCEDURE OF SOLUTION
The first step in the determination of the goodwill purchased 
when the stock of the subsidiaries was acquired by the parent 
company is to calculate the book value of each class of stock 
in the subsidiaries. In making such a calculation it is only 
fair to assume that the unpaid accumulated preferred divi­
dends of A Company were considered when the purchase price 
of the stock of A Company was decided upon; so these divi­
dends should be taken into account in determining the book 
value of the respective classes of stock. These dividends rep­
resent an increase of the value of the preferred stock and a 
decrease of the value of the common. The same is true of 
the accrued dividends on the preferred stock of B Company.
The calculation of the goodwill is shown in the following 
statement of stock purchased as of December 31, 1924.
Par
Value
Cumulative 7 per cent Preferred Stock of A  Co........................ $67,500
Common Stock of A  Co...........................................................................  190,000
Cumulative $1.50 Preferred Stock of B Co.................................  150,000
Common Stock of B Co.........................................................................  400,000
Totals .............................................................................................. 807,500
The A Company preferred stock dividends in arrears on 
December 31, 1924, amount to $10,500. C Company purchased 
90 per cent of the preferred stock; therefore the amount of the 
accumulated dividends applicable to C Company’s holdings is 
90 per cent of $10,500, which is $9,450.
These dividends in arrears reduce the value of the common 
stock interest. The deficit applicable to the common stock 
on December 31, 1924, is $150,000. The addition of the 
accumulated dividends reduces the value of the common stock 
$160,500. The par value of $200,000 minus this reduction of 
$160,500 leaves a book value applicable to the common stock 
of $39,500. C Company purchased 95 per cent of this com­
mon stock. The book value of this share would be 95 per cent 
of $39,500, which is $37,525. This latter amount is shown in 
the calculation as 95 per cent of the par value which is $190,­
000, and 95 per cent of the deficit plus the dividends in arrears 
which is $152,475.
The entries necessary for the consolidated working sheet 
are as follows:
ENTRIES FOR CONSOLIDATED W ORKING SHEET
( 1 ) Cumulative 7 per cent Preferred Stock, A  Co.. $67,500
Common Stock, A  Co................................................... ..190,000
Cumulative $1.50 Preferred Stock, B Co..............150,000
Common Stock, B Co................................................. ....400,000
Surplus, B Co............. ......................................................228,400
Goodwill .......................................................................... 179,750
Investment in Stock of A  and B Cos.................  $1,072,625
Deficit, A  Co. ($152,475 —  $9,450) ..................  143,025
To eliminate investment in subsidiaries and set up Goodwill pur­
chased in consolidating.
Share Book Price
of Surplus Value Paid Goodwill
$9,450 $76,950 $50,625 (1)($26,325)
(2) (152,475) 37,525 57,000 19,475
1,500 151,500 165,000 13,500
226,900. 626,900 800,000 173,100
85,375 892,875 1,072,625 179,750
(2)Deficit. (1) Negative.
It will be noted that the balance of the “investment” account 
of the “C” company was only $1,053,625 or $19,000 less than 
the amount eliminated, due to the writing down of the “A” 
Company stock from $7.50 to $5.00 a share, or $2.50 a share 
on 7,600 shares. It becomes necessary then to employ the 
following journal entry (2) to restore the amount to “ invest­
ment” account.
(2) Investment in Stock of A  and B Cos....................$19,000
Goodwill ................................................................. $19,000
To write down value of Goodwill and investments in subsidiary 
companies— 7,600 shares of common stock of A  Co. written down 
from $7.50 per share to $5.00 per share.
Entries (3) and (4) merely cancel the intercompany accounts 
resulting from sales and advances by “C” to “A” and “B.”
In preparing the balance sheet as of December 31, 1926, the 
question immediately arises whether the accumulated dividends 
in arrears on the preferred stock of A Company should be 
taken into account as an increase of the amount of preferred 
stock and a decrease of the amount of common stock. In 
other words, in preparing the consolidated working sheet 
should an entry be made debiting deficit and crediting a reserve 
for preferred stock dividends in arrears? Some accountants 
advocate this method where there is a surplus; but the gen­
eral trend of thought in this connection approves the showing 
of this contingent liability in a footnote to the balance sheet.
Furthermore, the fact cannot be ignored that a transfer 
from common stock interests to preferred stock interests in 
respect to A Company is to a large extent ineffective since C 
Company owns such a large percentage of both preferred and
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common stock. In addition to that fact, the accountant is in 
a somewhat uncertain position when he gives effect to unde­
clared dividends which may or may not be declared at some 
time in the future. The legal status of these dividends at the 
time of the balance sheet must be given consideration by the 
accountant.
In view of these various facts it seems better to follow the 
usual method of stating the dividends in arrears, so far as 
they might effect the balance sheet interests, in a footnote 
to the balance sheet. No footnote in respect to the contingent 
dividends on the preferred stock of A  Company held by C 
Company seems necessary since such dividends if paid would 
result in decreasing the balance sheet value of the common 
stock held by C Company.
If the percentage of common stock held by C Company were 
exactly the same as the percentage of preferred stock, the 
transfer would have absolutely no effect on the majority inter­
ests. But C Company holds 90 per cent of the preferred stock 
and 95 per cent of the common stock. This fact makes a 
small difference in the majority interests if the transfer is 
made. However, it is a negligible amount in a proposition 
the size of this one.
It is well in preparing a solution to a problem containing 
debatable points such as this one for the candidate to indicate 
his knowledge of an alternative method in a note to the 
examiner.
The majority and minority interests based upon a transfer 
of interests for accumulated preferred stock dividends could 
be prepared as follows:
DIVISION OF SURPLUS 
BETW EEN MAJORITY AND MINORITY INTERESTS  
Majority Interests
C Company:
Surplus ........................................................  $1,507,625
A  Company:
Cumulative 7 per cent Preferred 
Stock—
Unpaid accrued dividends— 4 years
at 7 per cent on $75,000 ...........  $21,000
90 per cent thereof ...........................  $18,900
Surplus purchased upon acquisi­
tion of interest .............................  9,450 $9,450
Common Stock:
Deficit ......................................................  140,000
Add— Unpaid accrued dividends on 
Cumulative 7 per cent Preferred 
Stock .................................................... 21,000
161,000
95 per cent thereof ...........................$152,950
Deficit assumed upon acquisition
of interest ........................................  152,475
Additional deficit acquired ...........  475 8,975
B Company:
Cumulative $1.50 Preferred Stock—
Unpaid accrued dividends — 2 
months at $1.50 per year per 
share on 8,000 shares ..................  2,000
75 per cent thereof ...........................  $1,500
Surplus purchased upon acquisi­
tion of interest ...............................  1,500 $ .............
Common Stock:
Surplus ...................................................  427,625
Less— unpaid accrued dividends on 
Cumulative $1.50 Preferred 
Stock .................................................... 2,000
425,625
80 per cent thereof ...........................$340,500
Surplus purchased upon acquisi­
tion of interest ...............................  226,900 113,600 113,600
Minority Interests
A  Company:
Cumulative 7 per cent Preferred 
Stock—
Unpaid accrued dividends— 4 years
at 7 per cent on $75,000................  $21,000
10 per cent thereof .............................................  $2,100
Common Stock—
Deficit ......................................................$140,000
Add— Unpaid accrued dividends on 
Cumulative 7 per cent Preferred 
Stock .................................................... 21,000
161,000
5 per cent thereof ...............................  *(8,050) *($5,950)
B Company:
Cumulative $1.50 Preferred Stock—
Unpaid accrued dividends —  2 
months at $1.50 per year per 
share on 8,000 shares ................ $2,000
25 per cent thereof ...........................  500
Common Stock—
Surplus ...................................................  427,625
Less— Unpaid accrued dividends on 
Cumulative $1.50 Preferred 
Stock ....................................................  2,000
425,625
20 per cent thereof ........................... 85,125 85,625
Total Minority Interests ...........  79,675
*Deduction.
This calculation takes into account the dividends accrued on 
the $1.50 Preferred Stock of B Company. Such accruals be­
tween dividend dates are not usually provided for since the 
dividends do not become liabilities by the lapse of time, but 
by declaration of the board of directors. Some authorities, 
however, feel that it is not improper to accrue such dividends 
monthly if it is the usual practice of the concern.
The problem appears to specify that the calculation of the 
minority interests shall appear on the balance sheet. For that 
reason they are so shown. However, in published balance 
sheets of consolidations minority preferred interests and mi­
nority common interests are usually shown in single amounts.
C COMPANY AND SUBSIDIARIES 




Cash ........................................................  $602,000
Notes Receivable ...............................  162,000
Accounts Receivable ......................... $1,118,000
Less— Reserve for Bad Debts . . . .  58,000
---------------  1,060,000
Inventories ........................................... 1,675,000
Total Current Assets .............. $3,499,000
Fixed Assets:
Plant and Equipment ....................  2,625,000
Less— Reserve for Depreciation . .  850,000
--------------  1,775,000
Deferred Assets ......................................  40,000
Other Assets:
Investment in Capital Stock of
M Company ...................................... 5,000
Goodwill .................................................  160,750
Total Other Assets ....................... 165,750
Total Assets ...............................  5,479,750
Liabilities
Current Liabilities:
Notes Payable ....................................  $140,000
Accounts Payable .............................  283,000
Dividends Payable .............................  4,375
Reserve for Federal Taxes ...........   75,000
Total Majority Interest. 1,630,200 Total Current Liabilities 502,375
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$1,350,000
1 ,0 0 0 , 0 0 0
1,631,350
Fixed Liabilities:
First Mortgage Bonds ....................  400,000
Mortgage Payable .............................  100,000
Total Fixed Liabilities ................ 500,000
Total Liabilities ......................... 1,002,375
Net Worth
Preferred Capital Stock:
Cumulative 7 per cent Preferred . . $600,000
Cumulative 6 per cent Preferred.. 750,000
Common Stock ........................................
Surplus ........................................................
Preferred Stocks of Subsidiaries out­
standing in hands of public, at 
P a r:
*Cumulative 7 per cent Preferred,
A Company ......................................  7,500
Cumulative 7 per cent Preferred,
B Company .................... .................  250,000
Cumulative $1.50 Preferred, B
Company ..........................................  50,000
Total ...............................................  307,500
Minority Interests in Common Stock 
of Subsidiaries:
Common Stock, A Company . . . .  $10,000 
*Less, Share of Deficit ......................  7,000 3,000
Common Stock, B C om pan y .........  100,000
Share of Surplus, B Company . . . 85,525 185,525
Total 188,525
4,477,375
*Subject to accumulated preferred stock dividends unpaid in the 
amount of $2,100, of which $1,050 applies to minority common stock 
of A  Company.
Note to Examiner: There is, probably, justification for set­
ting up as of December 31, 1926, the A  Company accumu­
lated preferred stock dividends in arrears, and the accrued pre­
ferred stock dividends of B Company (accrued but not de­
clared); but since practice seems to favor a footnote to cover 
accumulated dividends in arrears, particularly when there is a 
deficit, and the omission of accruals of preferred dividends for 
short periods between dividend dates, it appeared better to 
follow practice in this respect, even though these accumula­
tions and accruals are taken into account in the calculation of 
goodwill purchased at the time of the consolidation. A  further 
consideration in support of this handling of the accumulated 
dividends of A  Company lies in the fact that a transfer of 
interest from common stockholders to preferred stockholders 
has no effect whatsoever in respect to a large majority of the 
stock since C Company holds 90 per cent of the preferred and 
95 per cent of the common. There is some authority for the 
view that a holding company should assume the total deficit 
of any subsidiary. This view has not been followed in this 
solution, principally because of the holding company’s large 
interest in the preferred stock.
C COMPANY AND SUBSIDIARIES 
CONSOLIDATED WORKING SHEET  
December 31, 1924
Assets
A Co. B Co. C Co. Eliminations Consolidated
...........  $7,000 $175,000 $420,000 $602,000
.........  12,000 100,000 50,000 162,000
...........  50,000 325,000 750,000 (4) $7,000 1,118,000
...........  175,000 500,000 1,000,000 1,675,000
.............. 5,000 5,000
Investment in Stock of A  and B Cos........................ 1,053,625 (2) 19,000 (1) 1,072,625
200,000 (3) 200,000
...........  4,000 12,000 24,000 40,000
...........  525,000 850,000 1,250,000 2,625,000
(1) 179,750 (2) 19,000 160,750
778,000 1,962,000 4,747,625 6,387,750
Liabilities
First Mortgage Bonds ................................................................. $400,000 $400,000
Mortgage Payable .......................................................................... $100,000 100,000
Notes Payable ................................................................................. 90,000 $50,000 140,000
Accounts Payable ................................................................. 50,000 90,000 150,000 (4) 7,000 283,000
A d v a n c e s  f r o m  C  Co.  ............................................................... .. 200 ,000 ( 3 )  200 ,000
Dividend on 7 per cent Preferred Stock .............................  4,375 4,375
Reserve for Federal Taxes ...................................................... 25,000 50,000 75,000
Reserve for Bad D e b t s ................................................................. 3,000 15,000 40,000 58,000
Reserve for Depreciation ............................................................  200,000 400,000 250,000 850,000
Capital Stock:
Cumulative 7 per cent Preferred A  Co........................  75,000 (1) 67,500 7,500
Cumulative 7 per cent Preferred B Co..........................  250,000 250,000
Cumulative 7 per cent Preferred C Co..........................  600,000 600,000
Cumulative $1.50 Preferred B Co.....................................  200,000 (1) 150,000 50,000
Cumulative 6 per cent Preferred C Co........................  750,000 750,000
Common A Co...........................................................................  200,000 (1) 190,000 10,000
Common B Co............................................................................ 500,000 (1) 400,000 100,000
Common C Co. ........................................................................ 1,000,000 1,000,000
Surplus .............................................................................................. *(140,000) 427,625 1,507,625 (1) 228,400 (1) 143,025 1,709,875
778,000 1,962,000 4,747,625 1,441,650 1,441,650 6,387,750
*Deficit.
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STATE SOCIETY NEWS
California
The California State Society of 
Certified Public Accountants held 
a meeting on November 17, 1927, 
at which a report on The John F. 
Forbes Medal Fund was made. 
This fund will provide a gold medal 
each year to be known as the John 
F. Forbes Medal, which will be 
awarded the candidate receiving 
the highest grading for the year in 
the California examinations for the 
certificate of Certified Public Ac­
countant. It is given as an expres­
sion of the respect in which John F. 
Forbes is held by the profession of 
accountancy in California and in 
appreciation of the services extend­
ing over a period of many years 
tendered by him to the profession.
At this meeting Mr. Howard C. 
Ellis, Deputy in Charge, State Cor­
poration Department, made a very 
entertaining and instructive ad­
dress on the various reports and 
financial statements required by his 
department and how the California 
Certified Public Accountants could 
best serve their clients in practice 
before the Department.
The Fresno members of the Cali­
fornia State Society of Certified 
Public Accountants met on Decem­
ber 1 , 1927, at the Hotel Californian 
and organized The Fresno Associa­
tion of Certified Public Account­
ants. Monthly meetings will be 
held at the Hotel Californian. C. 
Edwin Oyster was elected Presi­
dent and George W. Sims was 
elected Secretary of the new asso­
ciation. The executive committee 
consists of the foregoing officers,
C. E. Bradford and F. H. Kuentz.
Colorado
A meeting of the Colorado So­
ciety of Certified Public Account­
ants was held Thursday noon, De­
cember 29, 1927, at the Albany 
Hotel, Denver, with 38 members 
present. The meeting was devoted 
to a discussion, led by Richard M. 
Crane, on Accounting for No Par 
Value Stock. Various members
joined in the general discussion 
which followed.
Iowa
The past year has been a rather 
encouraging one for the Iowa So­
ciety of Certified Public Account­
ants. A general reorganization 
meeting put matters on a better 
working basis and a resulting 
closer relationship between the ac­
counting centers. During the last 
four months of the year the Cedar 
Rapids members held two dinner 
meetings and the Des Moines mem­
bers held four.
Kentucky
The Kentucky Society of Certi­
fied Public Accountants held a re­
organization meeting in Louisville 
on the evening of December 16, 
1927, at which time the following 
officers were elected: President, W. 
A. Hifner, Jr., Lexington; First 
Vice-President, William Cotton, 
Louisville; Second Vice-President, 
Robert B. Rouse, Covington; Secre­
tary-Treasurer, Irvin W. Imhof, 
Louisville.
The Society went on record in 
favor of an amendment of the Ken­
tucky C. P. A. law covering privi­
leged communication. The Society 
also endorsed the principles of arbi­
tration as set forth by the Ameri­
can Arbitration Association and 
favored the enactment of such law 
for the State of Kentucky.
Maryland
The accountants of Maryland 
held a joint conference and dinner 
on Tuesday evening, December 6, 
1927, at the Southern Hotel, Balti­
more. The conference was ar­
ranged by The Maryland Associa­
tion of Certified Public Account­
ants, the Baltimore Chapter of the 
National Association of Cost Ac­
countants and the Maryland Asso­
ciation of Public Accountants, 
and represented all of the account­
ing organizations in the State. 
About 150 persons were present.
J. Wallace Bryan, President of the 
Maryland Association of Certified 
Public Accountants, acted as toast­
master.
Hon. John Milliken, member of 
the United States Board of Tax Ap­
peals, spoke on “Accountants and 
the Board of Tax Appeals.” C. R. 
Stevenson, of New York, National 
President of the National Associa­
tion of Cost Accountants, delivered 
an address, on “Standard Costs.” 
He was introduced by Raymond E. 
North, President of the Baltimore 
Chapter of the National Associa­
tion of Cost Accountants. James 
Carey, 3d, of the Baltimore Bar, 
a member of the Maryland State 
Board of Examiners of Public Ac­
countants, spoke on “The Allied 
Professions.”
Short addresses were made by
D. W. Springer, Secretary of The 
American Society of Certified Pub­
lic Accountants; Edward M. Tyler, 
President of the District of Colum­
bia Institute of Certified Public Ac­
countants, and A. C. Upleger, Presi­
dent of the Texas Society of Certi­
fied Public Accountants.
Massachusetts
The Massachusetts Society of 
Certified Public Accountants held a 
meeting on December 27, 1927, at 
which time Mr. Frank M. Carhart, 
of the firm of Jackson & Moreland, 
Engineers, addressed the Society on 
the subject of “Patent Appraisals.”
Michigan
The certified public accountants 
of Detroit have been holding very 
successful weekly luncheon affairs 
for the past few months. Each 
Wednesday noon finds a goodly 
number of accountants gathered at 
the Fort Shelby Hotel for an hour 
or so of good fellowship and in­
formal discussion of current ac­
counting problems.
The Michigan Association of Cer­
tified Public Accountants held a 
meeting on the evening of Novem­
ber 31, 1927, with the following 
out-of-State guests: Paul W. Pink­
erton, of Chicago, President of The
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American Society of Certified 
Public Accountants; Walter A. 
Coy, of Cleveland; J. B. Tanner and 
William T. Sunley, of Chicago.
Mr. Pinkerton spoke on “The Ac­
countant's Task" and succeeded in 
presenting the matter in such a 
form as to produce some discussion. 
Mr. Coy spoke on “Budgeting Our 
Lives.” Messrs. Tanner and Sun­
ley discussed President Pinkerton’s 
address, Mr. Tanner maintaining 
that accountants should pay more 
consideration to the synthetical 
phases of accounting than they 
have in the past, and Mr. Sunley 
endeavoring to show that Messrs. 
Pinkerton and Tanner both pre­
sented the same thing except that 
each approached it from a different 
angle.
Minnesota
The Minnesota Society of Certi­
fied Public Accountants, at its 
meeting on Tuesday evening, Jan­
uary 17, 1928, had as its guest and 
principal speaker Paul W. Pinker­
ton, President of The American So­
ciety of Certified Public Account­
ants. Mr. Pinkerton spoke on “The 
Accountant’s Task,” following 
which there was a general discus­
sion regarding the work of public 
accountants.
Missouri
The Kansas City Chapter of the 
Missouri Society of Certified Public 
Accountants held a regular month­
ly meeting and dinner on Monday 
evening, November 7, 1927, with 
more than 40 members present. 
During and after the dinner hour 
club singing under the able direc­
tion of Mr. Dunn provided a most 
enjoyable diversion.
The program of the evening, ar­
ranged by Paul D. Williams, con­
sisted o f  an exhaustive presenta­
tion and analysis of the account­
ant’s functions in connection with 
industrial and financial investiga­
tions. It was the opinion of the 
speakers that the future growth of 
the accounting profession is de­
pendent to a large extent on the
broadening of the service which the 
accountant now renders and his 
willingness to accept larger respon­
sibilities along collateral lines, 
which grow directly out of his 
auditing experience. These include 
investigations for refinancing for 
the purpose of presenting to the in­
vestment banker and, through him, 
to the public a true and accurate 
picture of the concern to be 
financed. This report covering 
such an examination should contain 
not only figures relating to the 
financial condition and the earnings 
of the company under investiga­
tion, but also additional data which 
may assist the banker (and, 
through him, the investor) to form 
an opinion relative to the conditions 
which may have influenced earn­
ings in the past and may affect 
them again in the future. While 
the investigation naturally deals 
with present conditions and past 
happenings, these must be exam­
ined and presented with due regard 
to the fact that they are of interest 
only insofar as they shed light on 
and serve as a guide to the future, 
because the obligations of the 
financing will have to be met from 
future operating income and not 
from that of the past. From this 
point of view any information 
which clarified past performances 
is of value. This includes com­
ments regarding the industry, the 
nature of the product sold, whether 
a luxury, temporary fad or staple, 
territorial distribution, the type of 
customers served, credit and sales 
policies, information regarding 
gross profits, relations of inven­
tories to production requirements 
and sales, etc. With this informa­
tion the banker may be assisted in 
forming an opinion regarding the 
future prospects of the business, 
the stability of earnings, possible 
expansion, etc., all of which will de­
termine the ability of the concern 
to meet its financial obligations in 
the future. Any factors, therefore, 
which have affected the earnings 
of the concern in the past and may 
affect them again in the future 
should be investigated and brought
out. The conditions leading to re­
financing and the accounting ad­
justments which are frequently ap­
plied in connection with the presen­
tation of the balance sheet and the 
profit and loss account were dis­
cussed, as well as some of the tax 
problems frequently encountered in 
refinancing operations. An inter­
esting paper was also presented on 
the difference between the ordinary 
and the industrial and financial 
audit.
New Jersey
The Society of Certified Public 
Accountants of the State of New 
Jersey held its December meeting 
on Thursday evening, December 22, 
at Newark. The entire evening 
was devoted to a discussion of the 
income tax bill as it had been 
passed by the House of Represen­
tatives the preceding week. Mr. 
Henry B. Fernald gave a rather 
comprehensive resume of the de­
fects which the bill presented, 
which was followed by a general 
discussion in which many members 
took part. The Society went on rec­
ord as not favoring such type of 
retroactive legislation.
The Secretary of The American 
Society of Certified Public Account­
ants, D. W. Springer, was present 
and took part in the discussion in 
addition to making some extended 
remarks on the value to any pro­
fession of strongly organized state 
societies.
Oklahoma
The Oklahoma Society of Certi­
fied Public Accountants held its an­
nual meeting at Oklahoma City on 
November 7, 1927. Following the 
completion of routine business and 
election of officers, the meeting 
was addressed by Durand W. 
Springer, Secretary of The Ameri­
can Society of Certified Public 
Accountants. Officers elected for 
the ensuing year were: Presi­
dent, Tom F. Carey, Oklahoma 
City; Secretary, Chas. A. Wright, 
Muskogee; Treasurer, W. J. Law, 
Ardmore; Trustees, R. E. Garnett
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and C. F. Miller of Oklahoma City, 
and Burney Clack, of Tulsa; Audi­
tors, J. G. Beavers and C. D. 
Tribbey.
Pennsylvania
The Philadelphia Chapter of the 
Pennsylvania Institute of Certified 
Public Accountants held a meeting 
jointly with the Philadelphia Chap­
ter of the National Association of 
Cost Accountants in the Bellevue- 
Stratford Hotel, on Friday, Novem­
ber 18, 1927, at 6.30 o’clock.
During the dinner there was com­
munity singing led by Arthur T. 
Cameron, after which the meeting 
proper was presided over by Robert 
Boone Vollum and Walter Camen­
isch, Chairman and President of the 
respective chapters.
The subject of the evening was 
“Pennsylvania State Taxes.” The 
Hon. Franklin Spencer Edmonds, 
Chairman of the Pennsylvania 
State Tax Commission, gave a most 
interesting discourse on the funda­
mentals and bases of the system of 
taxation used by the State of Penn­
sylvania. Mr. Edmonds was intro­
duced by Mr. Thomas Armstrong, 
President of the Manufacturers 
Club, in a most attractive and 
unique manner.
Following the address of Mr. 
Edmonds, Clarence L. Turner in­
troduced Mr. J. Lord Rigby, Dep­
uty Auditor General of the State 
of Pennsylvania, who gave a synop­
sis of recent tax legislation in 
Pennsylvania, as it affects corpora­
tions, and brought out in a very 
enlightening manner the points 
that accountants should bear in 
mind in the preparation of reports 
forming the basis for assessment 
of Capital Stock taxes, Corporate 
Loans taxes and the payment of 
bonus for both domestic and for­
eign corporations.
The Pittsburgh Chapter of the 
Pennsylvania Institute of Certified 
Public Accountants met in the Ho­
tel Henry, Wednesday evening, De­
cember 7, 1927, at 6:30 o’clock.
Mr. Frank A. Willison was chair­
man of the meeting. Sixteen mem­
bers and ten non-members were 
present.
Mr. Ernest Crowther addressed 
the meeting, his subject being, 
“The Soft Coal Situation.” Dis­
cussion on this paper was led by 
Mr. Geo. F. Herde.
The second speaker of the eve­
ning was Mr. Frank Wilbur Main, 
whose subject was, “Touring The 
Mississippi Valley With Pittsburgh 
Business Men.” Mr. Main’s talk 
was informal and was followed by 
discussion.
South Carolina
The annual meeting of the 
South Carolina Association of 
Certified Public Accountants was 
held in Columbia, S. C., during 
the afternon and evening of Oc­
tober 18, 1927. Practically the 
entire membership of the As­
sociation was present at the 
business meeting which was held 
in the afternoon. Many matters of 
interest to the accountants of the 
State were discussed and acted 
upon. D. W. Springer, Secretary of 
The American Society of Certified 
Public Accountants, was present 
and gave a more or less informal 
talk. In the evening a dinner was 
served by the Association, to which 
all accountants in the State had 
been invited, and the attendance at 
this dinner was very encouraging. 
Representatives from the North 
Carolina Association of Certified 
Public Accountants were among 
those present, and after the dinner 
was served, a very interesting talk 
on income taxes was given by Mr. 
W. R. Bradley, Head of the Income 
Tax Division of the South Carolina 
Tax Commission. After Mr. Brad­
ley’s address, Mr. D. W. Springer 
gave a talk on accounting condi­
tions as they are today, as com­
pared with similar conditions of 
years ago. During Mr. Springer’s 
talk, he also stressed the impor­
tance of and benefits to be derived 
from local meetings of the account­
ants, and the South Carolina Asso­
ciation planned to foster such 
meetings, either monthly or bi­
monthly, in the principal cities of 
the State.
Officers elected by the Associa­
tion for the ensuing year were: 
President, N. E. Derrick, Colum­
bia, S. C.; Vice-President, W. F. 
Ostendorff, Charleston, S. C.; Sec­
retary-Treasurer, J. Hall, Colum­
bia, S. C.
The certified public accountants 
of Columbia, S. C., at a meeting on 
November 22, 1927, organized a 
Columbia Chapter of the South 
Carolina Association of Certified 
Public Accountants, electing N. E. 
Derrick as President and George 
M. Thayer as Vice-President and 
Secretary. It has been decided to 
hold meetings on the second Mon­
day of each month at which times  
visiting accountants, will be wel­
come.
The Charleston members of the 
South Carolina Association of Cer­
tified Public Accountants organ­
ized a local chapter on October 24, 
1927. This chapter, which will be 
known as the Accountants’ Club 
of Charleston, will also hold month­
ly meetings.
Tennessee
The Tennessee Institute of Ac­
countants held a meeting on De­
cember 2, 1927, at which there 
were many interesting discussions 
on subjects vital to the best in­
terests of the accounting profes­
sion. It was decided to have more 
frequent “get-together” meetings 
and plans were laid for a coopera­
tive advertising campaign.
Officers elected for the year 
were: President, Taylor E. Cress, 
Memphis; Vice-President, Edward
S. Elliott, Memphis; Secretary- 
Treasurer, James A. Matthews, 
Memphis; Directors, Robert Wil­
son, Memphis; J. A. Grannis, Nash­
ville; B. C. Buffon, Chattanooga, 
and E. C. Reynolds, Memphis.
Texas
The Texas Society of Certified 
Public Accountants met in annual 
session on November 26, 1927. 
This was by far the best attended
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session ever held by the Texas 
State Society. The opening ses­
sion was called to order at ten 
o’clock in the morning at the Uni­
versity Club, Fort Worth, Texas, 
with B. S. Mothershead, Chairman 
of the Committee on Arrange­
ments, in charge.
An address of welcome was 
made by Mayor Thompson, which 
was responded to by the President 
of the Society, A. C. Upleger. 
After the reading of the minutes a 
report on the activities of the year 
was read by the President, which 
was followed by a report of the 
Secretary-Treasurer. J. A. Phil­
lips then made a report for the 
Grievances Committee. Forrest 
Mathis reported for the Member­
ship Committee, showing that 
there had been an increase of ap­
proximately fifty per cent in mem­
bership during the year. B. S. 
Mothershead reported for the Edu­
cational Committee, making three 
definite recommendations: (1) 
That the Texas State Society or­
ganize groups of accountants in 
commercial centers, supplying lec­
turers on topics of interest; (2) 
Cooperate with educational insti­
tutions in forming curricula; (3) 
Offer the use and facilities of their 
offices to educational institutions 
for library purposes for students 
in accounting.
The Legislative Committee re­
port given by A. E. Myles gave a 
definite outline of a new regulatory 
bill to be presented at the next 
meeting of the Legislature.
The election of officers resulted 
in the following new officers: Presi­
dent, B. S. Mothershead, of Fort 
Worth; Vice-President, T. F. Ken­
nedy, of Dallas; Secretary-Treas­
urer, H. G. Mayhew, of Fort Worth. 
Members of the Executive Council, 
A. C. Upleger of Waco, and J. R. 
Nelson of Dallas.
The afternoon session was given 
over to the presentation and dis­
cussion of three papers, one paper 
being given by J. A. Phillips of 
Houston, Chairman of the State 
Board of Accountancy, who spoke 
on “Inventories” ; the second paper
by H. C. Burke of Fort Worth, Di­
rector of the National Credit Men’s 
Association and Director of the 
Robert Morris Associates. The 
third paper was given by W. M. 
Aikman of San Antonio, who gave 
a very interesting talk on certain 
economic phases of the Certified 
Public Accountant.
The afternoon session was fol­
lowed by a banquet at which L. B. 
Smith of Dallas spoke on “Some 
Problems of the Accountant in 
Public Practice.”
An interesting outgrowth of the 
meeting was the formation of an 
organization known as the Texas 
Association of Instructors in Ac­
counting, which organized with C. 
F. Lay, University of Texas, Aus­
tin, President; J. W. Ballard, Texas 
Christian University, Fort Worth, 
Vice-President; L. H. Fleck, South­
ern Methodist University, Dallas, 
Secretary-Treasurer.
There was more interest de­
veloped at this meeting than at any 
previous meeting in the history of 
the Society and the work started 
will doubtless have a wholesome 
effect on the profession in Texas. 
The outgoing officers reported 
splendid activity along many lines 
and the prospect for the new of­
ficers is exceptionally bright.
Sixty practicing accountants of 
Dallas held a banquet at the Hilton 
Hotel Tuesday evening, December 
20, 1927, and laid plans for a per­
manent Accountants’ Dinner Club. 
T. F. Kennedy, vice president of 
the Texas Society of Certified Pub­
lic Accountants, presided. The 
purpose of the organization is to 
promote social and professional in­
tercourse among public account­
ants. A committee composed of 
Luke Garvin, chairman, Albert G. 
Moss and Joe C. Harris, was ap­
pointed to draft a suggested plan 
of permanent organization to be 
submitted at the January meeting.
Walter L. McBride, C. P. A., and 
Internal Revenue Agent in charge, 
made a talk on federal tax matters.
Wyoming
The Wyoming Society of Certi­
fied Public Accountants held their 
annual meeting at Casper, on De­
cember 17, 1927, at which time 
there was assembled the largest 
number of certified public account­
ants in the history of the Wyoming 
Society.
The first part of the meeting 
was devoted to strictly business. 
The Constitution and By-Laws 
were revised to comply with the 
requiremets of The American So­
ciety of Certified Public Account­
ants and the officers were author­
ized to apply for affiliation with 
The American Society. The fol­
lowing officers were elected: Presi­
dent, C. H. Reimerth, Casper; 
Vice-President, Byron S. Huie, 
Douglas; A. H. MacDougall, Raw­
lins, Secretary-Treasurer.
Immediately after the business 
session the general public was in­
vited in. The candidates success­
ful at the fall C. P. A. examination 
were invited to attend the meeting 
and were awarded their certificates 
at the banquet that evening. Sev­
eral interesting papers on ques­
tions of vital interest to business 
men as well as accountants, were 
presented and were followed by 
general discussions.
Former Governor B. B. Brooks, 
who is one of the largest bankers 
in the State, delivered the prin­
cipal address at the banquet. There 
were also several other prominent 
banquet speakers.
ANNOUNCEMENTS
Bolte & Low, Certified Public 
Accountants, announce the remov­
al of their offices to Suite 1028, 
Metropolitan Bank Building, Min­
neapolis, Minnesota.
Ernest E. Wooden, C. P. A., an­
nounces that he has taken into 
partnership James L. Benson, C. P.
A., who has been associated with 
him for a number of years. The 
firm will be carried on under the 
name of Wooden and Benson, with 
the same offices in the Munsey 
Building, Baltimore, Maryland.
1928 T H E  C E R T I F I E D  P U B L I C  A C C O U N T A N T 63
H. C. Averell & Co., Certified 
Public Accountants, have moved 
their offices to 1569 Russ Building, 
San Francisco, California.
Byrnes & Baker, 76 William 
Street, New York City, announce 
that Samuel P. Cooper, C. P. A., 
has become a member of the firm.
Chas. W. Todd, C. P. A., is now 
located at 714-15 Liberty Building, 
Philadelphia, Pa.
Meaden & Welsh, Certified Pub­
lic Accountants, Hall Building, St. 
Petersburg, Florida, announce that 
Vincent J. Murphy, C. P. A., has 
been admitted as a member of the 
firm.
Lewis A. Oates, former partner 
of the dissolved firm of Jones, 
Oates & Co., announces that he will 
continue his individual practice of 
public accountancy in his own 
name, viz: L. A. Oates, Certified 
Public Accountant, at 706-7 Realty 
Board Building, Miami, Fla.
Wolf and Company announce the 
removal of their Philadelphia of­
fices from the Lafayette Building, 
Chestnut Street and Fifth, to the 
Union Bank Building, 1518 Wal­
nut Street.
Robert M. Zeitlin, C. P. A., and 
Herbert P. Brown, C. P. A., an­
nounce the formation of the firm 
of Brown, Zeitlin & Co., Certified 
Public Accountants, for the gen­
eral practice of public accounting 
at 1205 Lane Mortgage Building, 
Los Angeles, California.
Wiley & Zum Brunnen, Certified 
Public Accountants, Salisbury, N. 
C., opened a branch office on Jan­
uary 1, 1928, in Albemarle, N. 
C., Room 4, Stanly Bank & Trust 
Building.
Clyde F. Hart and Associates, 
Certified Public Accountants, an­
nounce the opening of an office at 
908 Firemans Building, Newark, 
N. J.
George Strangman, C. P. A., and 
Charles V. McManus, C. P. A., an­
nounce the formation of the part­
nership of Strangman & McManus, 
Certified Public Accountants, with 
offices at 31 Exchange Street, 
Lynn, Mass.
Gross and Sweeney of Tampa, 
Florida, announce the opening of 
offices in the Liberty Bank & Trust 
Building, Savannah, Georgia, with 
James A. Gross, C. P. A., Resident 
Partner.
(Main and Company, Certified 
Public Accountants, announce the 
opening of an Oklahoma office in 
the Kennedy Building, Tulsa.
Victor Heydendahl, C. P. A., 
former Internal Revenue Agent, 
announces his entry into the public 
practice of accountancy with Law­
rence E. Brown, Commercial & Sav­
ings Bank Building, Stockton, 
Calif. ______
Lawrence Scudder & Co., Ac­
countants and Auditors, announce 
that Robert E. Payne, C. P. A., 
formerly a partner of their western 
division, has been admitted to gen­
eral partnership in the firm from 
November 1, 1927.
Austin L. Beaujon announces the 
removal of his office to 342 Madi­
son Avenue, New York City.
George C. Gruner, C. P. A., for­
merly of Baltimore, Maryland, is 
now located at 445 Law Building, 
Norfolk, Virginia.
Horwath & Horwath announce 
the removal of their home office to 
the French Building, 551 Fifth 
Avenue, New York City.
Samuel Tarter, C. P. A., is now 
located in the Transportation 
Building, 225 Broadway, New York 
City. ______
Edward P. Moxey & Company, 
Certified Public Accountants, an­
nounce the removal of their offices 
to the Franklin Fourth Street Na­
tional Bank Building, 1416-1418 
Chestnut Street, Philadelphia, Pa.
Hein, Greene & Wolcott an­
nounce the removal of their offices 
to 504-505 Capitol Theater Build­
ing, Binghamton, New York.
Gilbert Sprague, C. P. A., is now 
located at 2545 Ford Court, Detroit, 
Mich.
Tom C. Hansen, C. P. A., an­
nounces the opening of an office 
under the firm name of Tom C. 
Hansen & Co., Certified Public Ac­
countants, 219 Dwight Building, 
Kansas City, Mo.
Announcement is made of the es­
tablishment of the firm of Pace, 
Gore & McLaren, with the execu­
tive offices at 30 Church Street, 
New York, for the practice of ac­
countancy in conjunction with the 
Affiliated Firms of Accountants 
now practicing in sixty-two cities 
in the United States, Canada and 
Cuba. The firm of Pace, Gore & 
McLaren is composed of the fol­
lowing accountants, each of whom 
is a local affiliate or a member of a 
firm that is a local affiliate of the 
Affiliated Firms of Accountants: 
T. Coleman Andrews, Richmond; 
George Armistead, Houston; Geo.
B. Buist, Fort Wayne; Frederick 
Bond Cherrington, Boston; Geo. H. 
Cheyne, Milwaukee; R. M. Crane, 
Denver; William P. Field, Havana; 
John M. Gilchrist, Omaha; Edward 
E. Gore, Chicago; H. W. Hennegin, 
Little Rock; Joel Hunter, Atlanta; 
Chester Arthur Jordan, Portland, 
Me.; Lincoln G. Kelly, Salt Lake 
City; L. T. Konopak, Toledo; Eu­
gene M. Lynn, Kansas City, Mo.; 
W. Mayors, St. Louis; D. H. Mc­
Collough, Charlotte; Norman Loyall 
McLaren, San Francisco; Howard
E. Murray, Akron; Carl H. Nau, 
Cleveland; Geo. S. Olive, Indianap­
olis; Homer S. Pace, New York; 
Willis H. Plunkett, Phoenix; O. G. 
Richter, Pittsburgh; Ernest A. Ro­
den, Cincinnati; Chas. H. Schnepfe, 
Jr., Baltimore; Winfield Q. Sharp, 
Jackson, Miss.; L. B. Smith, Dallas; 
Stanley Spurrier, Wichita; Herbert 
M. Temple, St. Paul; T. A. Thurs­
ton, El Paso; Wm. Whitfield, Port­
land, Ore.




— an accepted daily guide for 
the accountant; a complete 
source book for the student. 
Organized for ready use.
in a Single 
Handy Volume
Makes the answers to 
accounting questions as 
accessible as the defini­
tions in a dictionary.
Accountants’ 
Handbook
ACCOUNTANTS everywhere, whatever their 
training and experience, know and use the 
A c c o u n t a n t s ’ H a n d b o o k . More than 55,000 cop­
ies are in daily use. In public accounting offices, 
in the accounting departments of private con­
cerns, on the desks of financial officers in large 
and small organizations—wherever accounting 
questions come up in the day’s work—there you 
will find this volume regarded as indispensable.
Ask Any Accountant About It
No other single volume to approach this in all 
around use and value to accountants has ever been 
offered. Hardly a question of policy or detail can 
arise in the ordinary course of your work which 
the authors have not foreseen and for which they 
have not provided in its 1596 pages.
The volume is designed to supplement, not 
replace, the other works in your library. It is a 
book to which you can turn for basic information 
in working out a practical solution where consul­
tation of more extended treatises is not conven­
ient or possible. Included as part of your work­
ing equipment, it prepares you to meet with con­
fidence matters with which you are even only 
generally familiar.
Assembles an Amazing Fund of Working 
Information
Concentrated in the 32 sections of this Hand­
book is essential information you would other­
wise have to seek out in scores of specialized 
sources. The information is given in the form of 
incisive, definite statements of policy and meth­
ods, with a minimum of theory. Without sacrific­
ing clarity, the editors have boiled down whole 
paragraphs into brief, pithy statements. Tables,
rules, formulas, and definitions abound. 300 
charts and forms offer valuable and easily under­
stood guides to actual practice.
The 32 Sections Include
Accounting Principles; Audits and Working Papers; 
Business Law; Consolidations and Consolidated State­
ments; Corporate Organization; Corporation Accounting; 
Cost Accounting.
Commercial Credit and Collection Procedure; Bank 
Methods and Bank Credit; Depreciation; Fiduciary Ac­
counts; Foreign Exchange.
Financial Statements; Audits and Working Papers; 
Preparation of Reports; Financial Practice; Goodwill 
Values; Making Installations; Procedure in Bankruptcy, 
Insolvency, Receivership.
Inventories; Management Policies; Mathematics (with 
Tables); Handling Net Income and Surplus; Office Practice 
and Appliances; Public Utilities; Use of Statistics and 
Graphics; Valuation.
Sent You for Examination. No accountant or accounting 
department will be without this reference manual once 
the book has been seen and examined. Fill out and mail 
the order form below and we will send a copy postpaid. 
Use it in your work for a full five days, if you wish. 
Within that time after its receipt, you can send us the 
price or return the book as you decide.
--------------------Use This Order F o r m ----------------------------
THE RONALD PRESS COMPANY  
15 East 26th St., New York, N. Y.
Send me postpaid a copy of Saliers’ Accountants’ 
Handbook. Within five days after its receipt, I 
will either send you $7.50 in full payment or re­  








Orders from outside continental U. S. and Canada must be 
accompanied by cash plus 25 cents to cover shipping.
THE CERTIFIED 
PUBLIC ACCOUNTANT
OFFICIAL ORGAN OF THE AMERICAN SOCIETY OF CERTIFIED PUBLIC ACCOUNTANTS
“ You cannot run away from a weakness; you 
must sometime fight it out or perish, and if that 
be so why not now and where you stand.”
— R o ber t  L o u is  St e v e n s o n .
THE PRESIDENT’S COLUMN
SLOWLY but surely the idea of a natural business year is gaining strength in the different indus­
tries. The reasons why each business should close its 
books at the low point of its annual cycle rather than 
at an arbitrary date such as December 31 are so well 
known to accountants as to need no new presentation. 
But it is not always as easy to make the business man 
definitely decide to ignore the fetish of the calendar 
year.
Very recently the Associated Fur Manufacturers, 
Inc., of New York, voted to change its fiscal year to 
end on March 31 instead of at December 31. This 
step was taken in accordance with a resolution adopted 
by the National Association of the Fur Industry.
It is especially interesting to know that the demand 
for this change came from within the fur industry 
rather than from outside sources, and in the case of 
this industry it is felt that the change will mean not 
only greater convenience, but also greater profits. 
This may be due to a condition which is peculiar to 
the fur trade alone, or it may be that the condition 
exists in other businesses also and therefore forms an 
added argument for a change to the natural business 
year in many other lines of industry.
The reason that the fur trade expects greater prof­
its from the change of annual closing date is that 
there has developed in the industry a practice of slash­
ing prices in December in an effort to reduce liabilities 
and present good statements at the end of the calendar 
year. Since the December 31 closing comes at the 
height of the normal fur-selling season, this price- 
slashing is abnormal and cuts the prices on readily
saleable merchandise below the prices at which that 
merchandise could easily be disposed of.
By moving the date for annual statements three 
months into the new year, the industry expects to 
avoid this unnecessary price-slashing, thus increasing 
profits and presenting better financial statements at 
a date when inventories are lowest.
The practice of adopting a natural business year is 
increasing in spite of some set-backs to the progress 
of the cause. A questionnaire sent out by the Uni­
versity of Illinois shows that a majority of the bank­
ers who replied favor the natural business year for 
a number of reasons, chiefly in order to reduce the 
midwinter congestion in the banks’ credit departments 
and because the bankers felt that a more valuable 
credit picture was obtained if that picture was based 
on a statement showing conditions at the end of the 
natural year.
As more and more bankers realize the truth of this 
last fact and urge their customers to furnish state­
ments as of the close of the natural business year, the 
congestion problem of the public accountant and of 




MR. E. G. GRACE, president of the Bethlehem Steel Corporation, in a recent address before the 
Pennsylvania Engineers’ Society on the education of 
engineers for executive positions, briefly summarized 
the careers of a few outstanding engineers, including 
the late General Goethals, John Hays Hammond, and 
Herbert Hoover, and called attention to the fact that 
each one of these men had one common characteris­
tic, namely, the ability to form judgments quickly 
and correctly. This statement did not seem to create 
much interest. It is too much like saying that in 
order to be a good violinist one must be a good musi-
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cian. He, however, went on to say that the ability 
to form judgments correctly was always a corollary 
of the ability to observe accurately. This latter obser­
vation immediately caught the attention of his very 
large audience. This, speaker emphasized in various 
ways this fundamental truth, namely, that in order to 
judge correctly one must first be able to observe 
accurately.
Mr. Grace called attention to the fact that in their 
own company a very select group of college men 
was brought into the organization each year for the 
purpose of training them to fit in either with the 
Operating Department or the Sales Department. One 
of the important features of this education was the 
training of these young men to observe correctly.
While this company has balance sheet audits, ap­
parently the importance of accounting from both the 
operating and financial sides of the business had never 
impressed Mr. Grace for he seemed to believe that 
when he obtained men satisfactory for the operating 
and sales departments, the building up of his organi­
zation was complete.
In addition to stressing the necessity of accurate 
observation as a basis of correct judgment, he went 
on to say that the engineer who, in addition to observ­
ing accurately and judging correctly, projected his 
thoughts into the unknown, was gradually able to 
learn and determine that which was previously un­
known and in time would become the super-engineer.
These observations as to engineers apply with equal 
force to accountants.
The one great weakness in attempting to regulate 
too far a profession such as either engineering or 
accounting is that degrees and certificates per se do 
not to any great extent determine the ability of either 
an engineer or an accountant. The degree or certifi­
cate is simply evidence that the holder has had a 
certain education and has passed an examination 
which any average man after a reasonable amount 
of work can pass.
A further drawback of too much regulation is that 
when an attempt is made to limit a profession to the 
holders of certain certificates or degrees, an undue 
emphasis is placed upon the same and the great ma­
jority of the holders thereof automatically cease to 
study and progress. Even more unfortunate is the 
fact that the average holder no longer sees the neces­
sity for observing accurately, judging correctly and 
projecting his thoughts into the unknown, for the
reason that he has obtained what he considers the 
essential prize and can now rest on his laurels.
There may be definite reasons of public policy why 
the practice of maintaining public health should be 
limited solely to those holding medical degrees. No 
such reason exists in the case of either engineers or 
accountants. Even in the case of medical practition­
ers, our learned medical doctors have been unable to 
prevent both osteopaths and chiropractors from fin­
ally obtaining recognition.
To say that the only accountants who observe accu­
rately, judge correctly and project their thoughts into 
the future are those with the certificate of certified 
public accountant is to make a statement that is abso­
lutely erroneous and contrary to the facts. The 
accounting system of the Standard Oil Company, the 
packing industry and the steel industry were not in 
the first instance worked out by certified public 
accountants. Many of the ablest accountants are 
those in the service of private corporations and on the 
staffs of certain of our universities. The advance of 
any great profession is only to a comparatively small 
extent evidenced by degrees and certificates.
In looking over the catalogues of one of our uni­
versities the writer was struck with the thought ex­
pressed therein, that most successful business men 
were educated in the university of the manufactur­
ing plant, mine pit or store, and yet we all appreciate 
the fact that orderly, methodical education is well 
worth while. Likewise, the educational background 
of a degree or certificate is exceedingly important for 
either the engineer or the accountant. We must, 
however, never overlook the fact that some of the 
greatest engineers, as well as some of the greatest 
accountants, have become such through paths rather 
different from those that are now usually trodden.
While accounting is often referred to as a profes­
sion similar to that of law, in many respects it is 
more analogous to that of engineering.
The engineering profession has been fortunate in 
that it has never barred either publicity or corporate 
form of organization.
Now this may be heresy, but this writer would like 
to raise the question for discussion as to whether 
the accounting profession would or would not be 
further advanced if it had not spent so much time 
in combating two of the greatest agencies of prog­
ress developed during recent generations—modern 
publicity, and corporate form of organization.
May we not have some discussion on the issue here 
raised?
FRANK WILBUR MAIN.
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Arbitration of Commercial Disputes
The Certified Public Accountant’s Concern
IT is a fair assumption, in the absence of a specific recital of duties as in the case of the stand­
ing committees, that the purpose of 
The American Society of Certified 
Public Accountants in having a spe­
cial Committee on Arbitration has 
been to provide a means and a 
channel through which The Ameri­
can Society can fulfill the obliga­
tions of its affiliation with the 
American Arbitration Association.
The Directors of The American 
Society, by removing the restric­
tion to five members and placing 
the number of members to compose 
the special Committee on Arbitra­
tion at the discretion of the presi­
dent, gave evidence of their belief 
that the affiliation called for poten­
tial cooperation. Obviously, it was 
not practicable to have a commit­
tee so large as the number of states. 
So President Pinkerton resorted to 
the expedient of using the Society’s 
districts as a basis for representa­
tion on the committee with only 
one departure, and that by addition, 
which was made at the request of 
the American Arbitration Associa­
tion on the ground of pending con­
ditions in two of the states in the 
fourth district, viz: Ohio and Michi­
gan.
The announcement of the compo­
sition of the special Committee on 
Arbitration appears on page 37 of 
the February, 1928, number of 
THE CERTIFIED PUBLIC AC­
COUNTANT and need not be furth­
er stated. It is pertinent to say, 
however, that the Arbitration As­
sociation was asked to select the 
state in each district from which 
the committee member from that 
district should be chosen, because 
no other organization is so well in­
formed and qualified to make such 
a determination.
The members of the committee 
who have not already been called 
upon for active cooperation with 
Chambers of Commerce may an­
ticipate being drawn into that kind
By HOMER A. DUNN, C. P. A.
of work. All of the members of the 
committee have been supplied with 
material from which to inform 
themselves respecting the type of 
legislation advocated by the Amer­
ican Arbitration Association and 
followed in those states where com­
prehensive Arbitration Acts have 
been passed, the proceedings which 
should be followed in arbitrations, 
and some of the functioning which 
may be carried on in the absence of 
comprehensive Arbitration Acts.
It may be well, at this point, to 
give the members of The American 
Society of Certified Public Account­
ants the benefit of a synopsis of the 
arbitration conditions which exist 
throughout the United States. The 
statutory status and the attitude of 
the courts in the United States on 
the revocability of a contract to 
arbitrate, whether the contract 
preceded the dispute, or is by sub­
mission of the dispute to arbitra­
tion, is indicated in the following 
grouping of the states, according 
as their conditions are close to or 
removed from the present-day 
ideals, viz:
1. Under the Arbitration Act of 
the United States and the laws of 
California, New Jersey, New York, 
Massachusetts, Pennsylvania and 
Oregon, the statutory rule obtains 
of the irrevocability of an agree­
ment to arbitrate either an exist­
ing or a future dispute.
2. In Colorado and Washington 
the courts have held that an agree­
ment to arbitrate a future dispute 
is enforceable and that a submis­
sion is irrevocable, despite the fact 
that the statutes do not make such 
specific provision.
3. In Illinois, Iowa, Maine, Michi­
gan, Minnesota, Nebraska, Nevada, 
North Carolina, Utah and Wyoming 
the statutory rule prevails of the 
irrevocability of the submission of 
an existing dispute; also in Geor­
gia after the delivery of the sub­
mission.
4. In Arkansas, Connecticut, 
Florida, Idaho, Indiana, Kansas, 
Montana, Ohio, Rhode Island, Ten­
nessee, Virginia and West Virginia 
there obtains the statutory rule 
(enacting the common law princi­
ple) of the irrevocability of the au­
thority of an arbitrator whenever 
the submission of an existing dis­
pute is filed with the appropriate 
court and thereby made a rule of 
the court prior to the making of an 
award.
5. In Kentucky, when the sub­
mission is made a rule of the court, 
the rule of irrevocability prevails 
under common law; under the gen­
eral statute the submission is 
irrevocable only when it states the 
issue and names the arbitrators.
6. In Missouri and North Dakota 
the submission is not revocable af­
ter the case has been submitted to 
a hearing and any party revoking 
it prior to that time is responsible 
for all costs, expenses and damages, 
including attorney’s fees in prepa­
ration for the arbitration; and 
there may be a recovery on bonds 
conditioned for the performance of 
the arbitration.
7. In Arizona and Texas a sub­
mission is not specifically enforced 
but may be pleaded as a bar to an 
action.
8. In Louisiana the submission 
is revocable in accordance with the 
time stated in the submission; oth­
erwise a period of three months is 
established by statute.
9. In Alabama, Delaware, Mary­
land, Mississippi, New Mexico, Ok­
lahoma, South Dakota, Vermont 
and Wisconsin, the common law 
rule prevails of the right of a party 
to revoke the authority of the arbi­
trator either under a submission or 
under a contract to arbitrate.
Taking the statutory disability in 
the State of Kentucky as an exam­
ple, although the courts of that 
state have been very helpful to ar­
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bitration as a matter of common 
law, it will be interesting to the 
members of The American Society 
to be informed that the Kentucky 
State Society of C. P. A’s, under 
the wise and active leadership of 
its President, W. A. Hifner, Jr., C. 
P. A., has brought about a condi­
tion of cooperation with trade or­
ganizations in having introduced 
into the Legislature of that State 
and in promoting the passage of 
what is substantially the Draft 
State Act advocated by the Amer­
ican Arbitration Association.
Special mention is due to this ac­
tivity on the part of the Kentucky 
State Society and its President be­
cause that State is not represented 
in The American Society’s Commit­
tee on Arbitration, owing to the se­
lection which was made by the Ar­
bitration Association and because 
that State Society has set an exam­
ple which should attract the atten­
tion and consideration of other 
State organizations of certified pub­
lic accountants; and it may be 
stated here, to the credit of both 
the Kentucky State Society and the 
American Arbitration Association, 
that opportunity has been afforded 
The American Society’s Committee 
on Arbitration to be consultatively 
helpful.
This situation, and others of 
similar kind, serves to illustrate 
that the most important function 
which The American Society’s 
Committee on Arbitration has to 
perform is to create a contact be­
tween a state organization of C. 
P. A’s and the American Arbitra­
tion Association and to foster and 
promote their cooperation in pro­
curement of the passage of proper 
statutory provisions for arbitration 
and for spreading the gospel of ar­
bitration.
In order that a state organiza­
tion of C. P. A’s may make itself 
felt most effectively in its own com­
munity it should organize for that 
purpose, if it has not already done 
so, by the selection and appoint­
ment of a Committee on Arbitra­
tion. It is quite too much to ex­
pect the president of a state organ­
ization of C. P. A’s to add to his 
other burdens by carrying on the 
work which is involved in the con­
tacts with the American Arbitra­
tion Association and with the trade 
organizations in the important com­
munities of the State. Where such 
a Committee on Arbitration exists 
or is created there is afforded a 
great opportunity to exploit the 
certified public accountants of the 
State.
The American Arbitration Asso­
ciation will afford other opportuni­
ties whereunder the certified public 
accountant group in every State 
may be exploited. The introduc­
tion of certified public accountants 
into arbitration panels in all of the 
important cities of this country is 
only one of those means. The 
American Society’s Committee on 
Arbitration purposes to render aid 
and assistance to the state organi­
zations of certified public account­
ants and the American Arbitration 
Association in this respect and it 
hopes for a responsive attitude on 
the part of the former.
There are other ways in which 
the state organizations of C. P. A’s 
can very properly exploit them­
selves through arbitration activity. 
These will vary in different locali­
ties according to conditions exist­
ing therein. But, there is one way, 
common to all, that can be utilized 
in every important community in 
the United States. These com­
munities need not be anywhere 
near as large as the one which af­
fords an outstanding example. 
Richard Fitz-Gerald, C. P. A., of 
Detroit, is a representative of the 
Michigan Association of Certified 
Public Accountants in the Arbitra­
tion Tribunal which is carr i ed on 
under the auspices of the Detroit 
Chamber of Commerce. Mr. Fitz­
Gerald was one of the certified pub­
lic accountants first to sense the 
fact that an arbitration tribunal 
needed to be conducted under the 
auspices of an organization of that 
character—an organization which 
affords a common meeting ground 
for the members of all kinds of 
trades and organizations having to
do with commerce and, therefore, 
subject to involvement in commer­
cial disputes which should be set­
tled by arbitration. Mr. Fitz-Ger­
ald is a member of The American 
Society’s Committee on Arbitration 
and has promised to contribute to 
the next number (or an early num­
ber) of THE CERTIFIED PUBLIC 
ACCOUNTANT, an article which 
will inform its readers upon how an 
arbitration tribunal may be organ­
ized and effectively operated under 
the auspices of a Chamber of Com­
merce, Board of Trade, or similar 
body, and he may explain, out of 
his extensive experience, much bet­
ter than the writer could do, why 
an arbitration tribunal should be 
so organized and conducted. An old 
adage says, “The proof of the pud­
ding is inf the eating.” Mr. Fitz­
Gerald can describe the flavor of 
the Detroit “pudding.”
Many questions have been asked 
which may be condensed into one: 
“Why should certified public ac­
countants concern themselves with 
Arbitration?” There are several 
answers. Probably two, in concen­
trated form, will suffice.
1. To place the profession in an 
outstanding position in the com­
munity through cooperation with 
other classes of citizens in promot­
ing its economic welfare and com­
mercial good-will.
2. To enlarge the field of the pub­
lic practice of accountancy by mak­
ing it possible to serve a clientele in 
the preparation and presentation of 
their cases in arbitration.
The first involves the cooperative 
labor necessary to give to arbitra­
tion a statutory legal status, the co­
operative labor necessary to organ­
ization and conduct of arbitration 
tribunals to take advantage of such 
legal status of arbitration as may 
exist or as may be obtained by leg­
islation, and the acceptance of ap­
pointments on arbitration panels as 
a means of cooperating with other 
classes of citizens in the utilization 
of arbitration for the settlement of 
commercial disputes.
If there is any truth in the doc- 
(Continued on page 71)
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Interest on Investment Not a Factor in Cost 
of Production
I HAVE read with interest the 
article entitled “Interest on 
Investment, Rent, Taxes and De­
preciation on Factory Buildings, 
are not Factors of Cost of Produc­
tion” written by Louis Roth, C. P. 
A., and published in the August is­
sue of The Certified Public Ac­
countant, and also the reply of 
Herbert W. Ellis, C. P. A., appear­
ing in the October issue. Mr. 
Roth’s article sets forth theoretical 
reasons for not including the fac­
tors mentioned in the text, as ele­
ments of cost of production, 
whereas Mr. Ellis in his reply pro­
pounds the theory that each and 
every one of them is a part of the 
cost.
When two professional account­
ants so widely differ in their the­
ory as to the correct and proper, 
manner in which to treat such ap­
parently commonplace items as 
those under discussion, the ques­
tion arises in our minds: “Just 
what is this mysterious thing 
which we call ‘Cost of Produc­
tion ?’ ” Assuming that we all have 
a fairly definite idea as to just 
where production starts and at 
what point it ends, it is still neces­
sary for us to determine what con­
stitutes “Cost.”
The New International Diction­
ary defines “Cost” as follows:
The amount or equivalent paid, or 
given, or charged or engaged to be paid 
or given, for anything bought or taken 
in barter or service rendered; charge; ex­
pense; hence, whatever, as labor, self- 
denial, suffering, etc., is required to se­
cure benefit. Loss of any kind; detri­
ment; deprivation; suffering. Expendi­
ture; outlay, as of money, time, labor, 
etc.
The definition of economic cost 
is omitted, that we may confine our 
discussion to accounting facts and 
not embrace economic theories.
Most of the items which we have
By HOWARD E. JACKSON, C. P. A., 
Resident Manager, A. M. Pullen & 
Company, Danville, Virginia.
been habitually classifying as ele­
ments of cost of production have 
seemed to fall well within the scope 
of the above definition of cost. 
That they were component parts 
of the cost of production has ap­
peared so obvious many of us, in 
our busy practice, have probably 
neglected to conscientiously in­
vestigate their true nature. How­
ever, the articles by Mr. Roth and 
Mr. Ellis indicate a painstaking 
study of four generally more or 
less accepted items of cost, the re­
sult of which has been to produce 
two conclusions, each diametrically 
opposed to the other.
The four factors discussed in 
the article fall into two general 
classes which for convenience may 
be termed “ tangible” and “intang­
ible,” Rent, Taxes, and Deprecia­
tion on Factory Buildings consti­
tuting the tangible factors and In­
terest on Investment the intang­
ible. The tangible factors are the 
result of actual expenditures or 
liabilities incurred and must be 
shown and classified as costs or 
otherwise in the preparation of op­
erating statements. They cannot 
be entirely omitted without pro­
ducing a false statement. The 
transactions which produced these 
items have actually taken place 
and, we assume, have been properly 
recorded and we cannot ignore 
them. The intangible factor, in­
terest on investment, however, is 
of an entirely different nature. It 
represents no transaction what­
ever. It is the result of neither 
expenditure nor liability incurred. 
It can be ignored or stated as the 
accountant sees fit. It is a the­
oretical conception of the account­
ant and has to be conceived by 
him before it can be shown. It ap­
pears nowhere as a definite entity, 
but must be brought into being 
through mathematical formula and 
calculation.
The tangible factors have been 
more or less definitely accepted or 
rejected as elements of cost by 
most accountants and are not sub­
ject to the minute theoretical dis­
tinctions applicable to the intang­
ible. The purpose of this article 
is to discuss only the intangible 
factor, interest on investment.
In trying to determine whether 
interest on investment should or 
should not be included in cost of 
production we are desirous of de­
termining whether it is in fact an 
item of actual cost. Our theory is 
used as a guide in seeking the real 
facts in the case. I believe that 
Mr. Roth’s conclusion that interest 
on investment is not a cost factor 
is correct but do not agree with the 
theory on which he bases this con­
clusion. He states, in substance, 
that if we do not accept interest 
payment as an element of operat­
ing cost, it is entirely fallacious to 
charge manufacturing cost with 
interest on investment. In view of 
many arguments which have been 
advanced in favor of accepting this 
item as an element of cost, I hardly 
believe Mr. Roth’s theory justifies 
its rejection. Mr. Roth also holds 
that the item of imputed interest 
income which must necessarily be 
set up when charging production 
cost with interest on investment 
should not be stated in the income 
section but should also be included 
in the cost section and would there­
fore nullify the charge. His state­
ment on this point is as follows:
For if it is proper to charge manu­
facturing costs with imputed interest, 
which is not paid out, why is it not 
equally proper to credit manufacturing
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costs with the same interest which is not 
received as an offset thereto, and con­
sequently one cancels the other.
This is a fair question, but in­
asmuch as interest on investment 
is an intangible factor supported 
by theory and not by facts, I be­
lieve we can give sufficient reason 
for including the imputed interest 
income in the income section of 
the profit and loss statement and 
at the same time carry the debit to 
cost, by analyzing the underlying 
theory a little more minutely. My 
theory in justification of its in­
clusion in the income section can 
best be illustrated by two journal 
entries. The first entry would be 
to charge the investment accounts 
with the amount of interest there­
on and carry the corresponding 
credit to Interest Earned on In­
vestment. This in effect creates 
an asset of the amount which we 
believe the plant assets “owe” the 
business for the use of capital 
which would otherwise have earned 
an equivalent amount. The credit 
can only be classed as an item of 
financial income. My second en­
try would transfer the interest 
item by debiting cost of produc­
tion and crediting the investment 
accounts. The effect of these en­
tries is to create an asset through 
theoretical financial income and 
carry the loss of the asset to manu­
facturing cost as an offset to the 
expected returns from manufact­
uring. The above theory justifies 
the inclusion of imputed interest 
income in the financial section and 
also appears to be the only theory 
on which interest on investment 
might be included in costs, for the 
only possible definition of cost that 
will fit the case is “loss of any kind, 
etc.,” or “self-denial.” It is neces­
sary to create an asset, something 
to be lost before we can lose it, or 
to support our theory by bringing 
into being something upon which 
to base the extent of our self-de­
nial. I believe with Mr. Roth that 
interest on investment should not 
be included in production costs, but 
have presented the above argument 
to point out that the reasons given
in his article are not sufficient to 
support our contention.
Mr. Ellis in his reply to Mr. Roth 
states his reason for advocating the 
inclusion of the factor in question 
as follows:
If he uses his own capital, upon which 
he would otherwise receive income, he 
loses or foregoes the income from that 
capital, and a loss so incurred surely 
ought to be applied to that which occa­
sioned the loss; that is, to the cost of 
manufacture.
This argument is the one usually 
advanced, but it is inconsistent in­
asmuch as it does not even carry 
out its own idea. Why should cost 
be charged with interest on invest­
ment in plant assets and no charge 
be made in any section of the profit 
and loss statement for interest on 
the balance of the investment ? 
Possibly 50 per cent or 75 per cent 
of the total invested capital is rep­
resented by plant assets. Did not 
the business as an entity “lose or 
forego the income” from capital in­
vested other than in the plant ? To 
be consistent it would seem that if 
interest is charged at all, it should 
be charged on the whole investment 
and classified in the several sec­
tions of the profit and loss state­
ment. To be sure, this would pro­
duce a rather complicated and theo­
retical statement but it strikes one 
that the idea should be consistently 
adopted or discarded altogether.
If interest on factory buildings 
is charged to costs it seems that it 
should also be computed on inven­
tories of materials and products 
held for any length of time. In cer­
tain industries materials are held 
for long periods, during which, 
time itself is adding an immeasur­
able increment of value. This is 
particularly true in the tobacco 
manufacturing industry. Leaf to­
bacco is held for a period of three 
years before it is put into the pro­
cess of manufacturing. Who can 
say what added value the curing 
process has given it? I do not ad­
vocate setting up an added value 
of this nature, but if this value is 
present in the investment in inven­
tory and is not accounted for on the
books, can it be consistently 
claimed that the stated inventory 
value represents investment on 
which income has been foregone.
The argument in favor of inclu­
sion of interest in costs is based on 
the assumption that if capital had 
not been invested in plant assets it 
would have earned a certain per­
cent otherwise. This might or 
might not be true if the ownership 
of the capital still remained in the 
proprietor, partners or stockhold­
ers in their individual capacities. 
As a matter of fact, however, the 
capital should be considered as the 
property of a business entity, viz., 
a proprietorship, partnership or 
corporation. The business entity 
in question was created for the pur­
pose of manufacturing and selling 
merchandise. The idea of invest­
ing capital needed for plant and 
equipment in anything other than 
plant and equipment is entirely for­
eign to the scheme to which it, the 
business, owes its very existence. 
It is my belief that a manufactur­
ing concern of any nature what­
ever, cannot possibly forego any in­
come by investing in plant assets, 
for the reason that to consider in­
vesting this capital in any other 
manner is to entertain ideas, the 
carrying out of which would defeat 
the very purpose for which it was 
created. Charging interest to costs, 
we are told represents a loss. To 
show such a loss is to presume that 
the business possesses earning pow­
ers which do not in fact exist. The 
capital has been contributed for the 
sole purpose of manufacturing. The 
contributors may or may not have 
suffered a theoretical loss on their 
investment, but the business entity 
is estopped from using the capital 
in any other way than that for 
which it has been used, and there­
fore, could not, in any conceivable 
manner, have sacrificed any in­
come, by investing it in their man­
ufacturing plant.
Even if, for the sake of argu­
ment, we admit that the manufac­
turer, by investing in plant assets, 
foregoes income which he would 
otherwise have received, I still can­
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not see why this theoretical loss 
should be considered as a cost. We 
have elected to carry on a manu­
facturing business; why burden 
the cost of production with a 
charge representing what we think 
we might have made had we decid­
ed to invest our money otherwise? 
Let us assume that our business of 
manufacturing shows a net return 
of 8 per cent on our investment, 
whereas we know from past expe­
rience that our capital otherwise 
invested would earn 6 per cent. In 
order to be consistent, as pointed 
out before, I believe interest on the 
entire i n v e s t m e n t  should be 
charged against the total profits, 
each section of the profit and loss 
statement receiving its respective 
charge. If we did this, it seems 
that it would only be consistent and 
proper to say that our investment 
has earned 6 per cent and our man­
ufacturing business has earned 2 
per cent. Are we prepared to ad­
mit that our actual earnings 
through operations are only 2 per 
cent and if we are not, how can we 
justify our charges against costs? 
In effect, statements including in­
terest on plant investment, as con­
structed at present, indicate in­
come from interest on plant invest­
ment of so much and the remainder 
must necessarily be profit or loss 
from the business operations. How­
ever, nothing whatever is men­
tioned about income from interest 
on investment in other assets. The 
procedure seems inconsistent and 
incomplete and to show a false re­
sult.
After all is said and done is the 
item of enough importance to jus­
tify its inclusion in production 
costs ? In these days of keen com­
petition, manufacturers, in most 
cases, are compelled to keep their 
costs within limits which will en­
able them to sell at prices more or 
less standardized. Cost records are 
important, not in the fact that they 
enable the manufacturer in every 
case to fix his selling price, but in 
that they show whether he is man­
ufacturing at a cost sufficiently low 
to insure him a profit, when the
merchandise is marketed at the 
price at which he is compelled to 
sell. If he finds his costs too high, 
he must devise ways and means of 
reducing them in order to meet 
competition. I cannot see how the 
inclusion of interest contributes to 
this end. If we include interest, 
the cost so obtained gives an indi­
cation of the price at which we will 
have to sell in order to realize more 
profit than we would have if our 
capital had been otherwise in­
vested. But our capital is not other­
wise invested, so why burden our 
costs with the measure of our re­
grets? Do the proponents of the 
system contend that manufacturers 
in general really consider what 
might have been realized in other 
investments in figuring on the gross 
profit which they expect to receive ? 
I hardly think such is the case. My 
experience has been that the selling 
price is to a large extent fixed by 
competition and that the manufac­
turer aims to keep his cost at as 
low a figure as he can and still 
maintain the standard of his prod­
uct. His gross profit is bound to 
be more or less than it would have 
been had he otherwise invested, 
but what difference does that make ? 
He did not invest otherwise; it is 
too late to turn back now; and 
what might have been should not 
concern him.
If we desire that our statements 
tell the whole truth and still be­
lieve that interest on investment 
should be included in cost of pro­
duction it seems that some revision 
should be made in the captions now 
appearing on our profit and loss 
statements. The Cost of Sales cap­
tion should read Cost of Sales plus 
Estimated Income Sacrificed by In­
vestment in Plant Assets. Gross 
Profit would be changed to Gross 
Profit in Excess of that Estimated 
as Realizable Had Capital In­
vested in Plant Assets Been Other­
wise Invested. The above captions 
are not suggested in an effort to be 
funny, but merely to show how ri­
diculous a statement of the real 
truth would appear. For by in­
cluding interest on investment as
an element of cost we reduce our 
gross profit to a balance represent­
ing the difference between the ac­
tual gross profit and what we think 
our capital would have earned had 
we not invested it in plant assets.
It no doubt will be contended 
that to know the amount of inter­
est on investment is very impor­
tant and that it is very necessary 
to consider this item in the proper 
adjustment of costs. If this is so, 
I still claim that it is not an item 
of costs, but is only a gauge by 
which to measure our gross profits 
in order that they may equal or ex­
ceed what they would have been 
had our investment been of a dif­
ferent nature. I am, however, fa­
miliar with more than one manu­
facturing concern, who in comput­
ing their costs omit the interest 
factor without inconveniencing 
themselves in any way.
I am opposed to the inclusion of 
interest on investment as a cost 
factor for the reason that it is a 
purely theoretical conception and is 
in reality non-existent. The very 
nature of the manufacturing busi­
ness precludes the possibility of 
earning income through other 
channels, except with surplus 
funds. No one whom I have read 
on the subject, has succeeded in 
raising it above the status of an 
idea and until they do, how can we 
give it serious consideration as an 
actual element of cost. If there 
are those among us who must have 
it, let them give it a true name, and 
not allow it to masquerade as some­
thing other than what it is.
ARBITRATION OF COMMER­
CIAL DISPUTES
(Continued from page 68)
trine of mass psychology, the 
spread of arbitration throughout 
these United States, and into the 
maritime and other commercial af­
fairs of the Federal government, 
will have an important influence 
upon the establishment of Interna­
tional Peace founded on arbitra­
tion. Is not such a thought suffi­
cient to enlist the interest of every 
certified public accountant ?
72 T H E  C E R T I F I E D  P U B L I C  A C C O U N T A N T March,
SOLUTION TO PROBLEM NO. 1 OF THE MARY­
LAND C. P. A. EXAMINATION OF 
NOVEMBER, 1927
(Printed on page 24 of January, 1928, issue)
By WM. T. SUNLEY, C. P. A. (Michigan), International Accountants Society, Inc.
PROCEDURE OF SOLUTION
The basis for the return of income in 
Mr. Austin’s case would, in actual prac­
tice, he the partnership return form 1065, 
which would show the following calcula­
tion of the net profit of the partnership:
Sales ........................................................  $1,225,000
Cost of sales ........................................  1,000,000
Gross profit .................................  225,000
Expenses:
Salesmen’s salaries . .  . $50,000 
Traveling expense . . . .  20,000 
Miscellaneous selling
expense ......................... 7,500
Office salaries ................ 20,000
Office supplies and ex­
pense .............................  4,000
Telephone and tele­
graph ...........................  1,300
Miscellaneous general
expense ....................... 1,900
Interest on notes pay­
able .............................  2,500




Interest on notes and
accounts receivable. . 2,500 
Discounts on purchases 3,000 
Income from investment 600
----------------  6,100
Net profit .................................. 120,900
This shows the net income of the 
partnership to be $120,900, which ex­
cludes entirely the item of $900 for 
charitable contributions. This was not 
a business expense of the partnership 
and so should be shown only on the indi­
vidual returns of each partner.
The calculation of the partnership net 
income shows incidentally that capital is 
a material factor in producing the in­
come and hence the amount that may be 
claimed by the partners as earned income 
is limited to 20 per cent of the total in­
come or 20 per cent of $120,900, which 
would be $24,180. Of this amount Mr. 
Austin’s share is $8,060, his entire in­
come from the partnership being one- 
third of $120,900 or $40,300, divided as 
follows:
Earned income ....................................  $8,060
Dividends of domestic corporations 200
Other partnership income .............. 32,040
40,300
Of the income shown on Mr. Austin’s 
personal records, that received from 
Maryland bonds is not taxable at all.
Of the expenses shown on his personal 
records the following are not deductible 
for income tax purposes:
Water rent on residence property. 
Federal income tax for previous year. 
Cost of operating family automobile. 
Repairs to residence property.
Family living expenses.
Life insurance premiums.
He would be entitled to deduction for 
depreciation on rented property, 2 per 
cent on $15,000, the value of the build­
ings, or $300.
The charitable contributions ($2,000 
made personally, and $300 through the 
partnership) are well within the limita­
tion of 15 per cent of the net income cal­
culated without deduction of the contri­
butions.
As the so-called salaries drawn by the 
partners are in the same ratio as the 
sharing of profits no separate accounting 
has to be made of them for income tax 
purposes.
The statement of taxable net income 
would therefore appear as follows:
Charles B. Austin 
CALCULATION OF TAXABLE INCOME 
For the year ending Dec. 31, 1926
INCOME
Earned income from part­
nership .................................. $8,060
Interest on bonds (not tax-
free covenant) ..................  $1,000
Interest on savings bank
account .................................. 200
Interest on mortgage .........  300
--------------  1,500
*Interest on tax-free cove­
nant bonds ......................... 1,500
Income from partnership.. 32,040
Rent from Dwellings:




Water rent . . . .  40
Repairs ................ 350




Loss from sale of securities
purchased in 1925 ...........  — 500
43,510
Dividends on Stock of Do­
mestic Corporations:
Received personally . . . .  3,000 
Received through part­
nership .............................  200
.--------------  3,200
Total income .............. 47,110
DEDUCTIONS
Interest on loans ..................  $200
Taxes:
City and state taxes on
residence ......................... $1,200
City and state taxes on
securities ......................... 125
Contributions (personal $2,­
000; partnership $ 3 0 0 ).. 2,300
--------------  3,625
Total deductions...........  3,825
Net taxable income . . .  $43,285
SUMMARY
Amount subject to surtax ..................  $43,285
Less— Dividends on stock of do­
mestic corporations ...........................  3,200
** Amount subject to normal income
tax ............................................................  40,085
*Austin’s tax is subject to credit for tax 
paid at source on this item.
**This figure further subject to deductions 
for personal exemption and credit for de­
pendents.
1928 CONVENTION
New Orleans, Louisiana 
October 9, 10, 11 and 12
Carrying out the wishes of the 
society as expressed at the last an­
nual convention, President Pinker­
ton has announced that the 1928 
annual meeting of The American 
Society of Certified Public Ac­
countants will be held in New Or­
leans, Louisiana, on October 9, 10,
11 and 12, a favorable vote on the 
By-Law amendment permitting the 
annual meeting to be held in Oc­
tober. The dates were adopted by 
the local committee and the Soci­
ety’s general committee on Annual 
Convention after a full study of the 
situation to give the Society the 
benefit of the cheaper summer 
rates effective in New Orleans to 
October 15th.
The Executive Committee named 
by the Society of Louisiana Certi­
fied Public Accountants, charged 
with the responsibility for details 
in connection with the meeting, is 
as follows: Archie M. Smith, Chair­
man ; Geo. A. Treadwell, Secretary;
H. J. Jumonville, Treasurer; H. J. 
Miller, R. C. Lloyd, E. J. Rovira, 
L. E. Schenck. Mr. Rovira has 
been named Chairman of the Busi­
ness Show Committee and Mr. 
Lloyd has been named Chairman of 
the Hotel Committee.
Mark these dates on your calen­
dar.
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Some Aspects of Valuation and Income Deter­
mination
Let us now consider the ac­
countant’s view with reference to 
income determination and its re­
lationship to the problem of bal­
ance sheet valuation. As has been 
previously mentioned, the most 
common objection to showing cost 
of replacement values on the bal­
ance sheet is the hesitancy, when 
the market is higher than cost, to 
record in the accounts what is 
called an “unrealized profit.” As a 
basis for dealing with this argu­
ment, let us examine the current 
theories of what constitutes in­
come. Mr. Hatfield in his recent 
book entitled “Accounting” says 
(page 241), “It is a peculiar fact 
that while business is carried on 
for the purpose of securing profits, 
while the distribution of profits is 
continually the subject of controv­
ersy in the courts, while the ascer­
tainment of profits enters into the 
sum and substances of accounting 
and the nature of profits enters 
largely into the discussion of every 
economist, the term is still vaguely 
and loosely used without satisfac­
tory definition by either economist, 
man of affairs, jurist, or account­
ant.”
There are, however, many defi­
nitions of profits which have been 
made for varying purposes. The 
time which is available for this 
discussion does not permit a de­
tailed consideration of the subject. 
However, a difference in point of 
view, that is apparent from a cur­
sory examination of many of these 
definitions, is worth noting for our 
purposes. Profits may be defined:
(1) in the purely legal sense, i. e., 
those amounts of gain which are 
legally available for dividends and
(2) in the accounting sense, i. e., 
those amounts of increment which 
it may prove desirable to record 
in the accounts. Unless the courts 
change their attitude as to the defi­
nition of “profits available for 
dividends” it is probable that the
By HARVEY C. DAINES. M. A., C. P. 
A. ( Ill. and Wis.), Assistant Professor 
of Accounting, School of Commerce 
and Administration, The University of 
Chicago.
Read before the November meeting of 
the Illinois Society of Certified Public 
Accountants.
(Continued from the January issue)
accountant will be compelled to 
segregate those amounts of net 
worth which conform to the arbi­
trary legal rules.2 Be that as it 
may, it does not prevent him from 
recognizing in his accounts other 
increments or decrements of pro­
prietorship, if it seems desirable to 
do so. It is fairly obvious that 
the accounting system could be de­
vised in such fashion as to show 
in one income account the profit 
thought to be legally available for 
dividends, and in another, those 
other items affecting proprietor­
ship which do not come under the 
arbitrary legal rulings. The profit 
and loss statement could be so de­
signed as to show profits and 
losses arising from completed 
sales and in addition show sep­
arately the profit or loss due to 
market fluctuations of inventories, 
investments and fixed assets.
With this distinction we may 
next ask the question, when are 
profits realized ? At what time 
does the profit from a sale come 
into being ? There seems to be un­
usual agreement among econom-
2 The courts have not always been 
clear as to their position on actual appre­
ciation. Note the decision in the Eng­
lish case of Ammonia Soda Co. v. Cham­
berlain (1918) 1 Ch. 266, in which the 
court held that surplus created through 
the write-up of assets could be made 
available for dividend distribution. Also, 
witness the numerous examples of stock 
dividends in recent years which have 
been created out of surplus written on 
the books as the result of appraisals of 
fixed assets.
ists, judges, and accountants that 
profits shall be assumed to arise 
when an increment of wealth is 
realized. But when does this 
realization 3 take place ?
Some have argued that profits 
can be realized only when they are 
converted into cash.4 This is a 
very conservative view, not held 
by most accountants and business 
men. Of course, from the long 
run point of view, profits can never 
be accurately determined until the 
business is liquidated and all as­
sets converted into cash. Such a 
method is impractical for purposes 
of determining profits or losses for 
short intervals of time. Accord­
ing to some accountants, the cash 
basis of measuring income does 
have its practical use, as is ex­
emplified in accounting for install­
ment sales or in institutional or 
club accounting. Most account­
ants are agreed that income state­
ments should show accruals rather 
than receipts and disbursements. 
Hence the rules for taking income 
into the accounts are usually 
stated in one of three ways: (1) 
profits are realized when a legally 
enforceable contract is secured; or
(2) profits are realized when a 
legally enforceable contract is 
secured and when the vendor has 
fulfilled his part of the contract; 
or (3) profits are realized when 
the legal title to the goods has 
passed to the buyer.
Because of the many difficulties 
in determining just when legal 
title passes, the third method is 
usually discarded as imprac­
3 It should be noted in passing that 
there is a similar problem in the “ tim­
ing” of expense.
4 There are at least two legal cases, a 
California case, People v. San Francisco
Savings Union, 13 Pac. 500 (Cal. 1887) 
and an English case, Badham v. Wil­
liams, 86 L. T. R. 191 (1902) in which 
the judge took this view with reference
to when profits were realized. This, 
however, is not the usual legal definition.
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ticable.5 The first method—the 
recording of profits when a con­
tract is received—is objected to on 
the ground that it lacks conserva­
tism. The customer may cancel 
his order before shipment; or in 
the case of goods produced on 
special order, it would result in the 
showing of a profit long before 
completion and delivery of the 
goods and in some instances even 
before the raw materials were 
bought or workmen engaged. The 
objection of the courts to such an 
interpretation of profit realization 
is expressed in the well known 
American Malting Company case 
(Hutchinson vs. Curtiss, 1904, 92 
N. Y. S. 70). The court said 
among other things: “These con­
tracts were to deliver at a future 
time a product not yet made, from 
raw material not yet purchased, 
with the aid of labor not yet ex­
pended. The price agreed to be 
paid at that future time had to 
cover all the possible contingencies 
of the market in the meanwhile, 
and might show a profit and ran 
the chance of showing a loss. . . It 
does not seem to me that you can 
divide . . .  a hope, based on an ex­
pectation of a future delivery at a 
favorable price, of what is not yet 
in existence.” Of course the court 
was here speaking of profits avail­
able for dividend distribution. 
This point of view does not neces­
sarily need to be adopted by the 
accountant but on the whole the 
arguments are rather convincing. 
The safest working rule seems to 
be the second which includes not 
only an enforceable contract but 
the fulfillment on the part of the 
vendor of his part of the con­
tract.6 In practice it has been 
found desirable to make exceptions
5 A  careful examination of the conflict­
ing rules with respect to the passage of 
title in the law of sales should prove the 
impracticability of this test for use in 
determining profit realization.
6 Of course this does not mean that in 
the case of contracts covering a long pe­
riod of time (which are divisible in char­
acter) under which there may be numer­
ous purchases and sales, that the vendor 
must defer his profit-taking until the 
contract expires.
in the case of contracts involving 
lengthy construction operations, 
although this involves anticipa­
tion of profit in the sense in which 
the term is usually used.
It is fairly obvious that as yet 
accountants are not in agreement 
as to what should constitute ac­
counting income. The time, when 
income is taken into the accounts, 
is shifted in accordance with the 
exigencies of the situation. It has 
been argued by different individ­
uals at various times that the sig­
nal for the recognition of income 
in the accounts should be cash re­
ceipts, acceptance of goods by the 
customer, shipment of goods to 
the customer, the rendering of an 
invoice or bill, passage of legal 
title to the goods, the possession of 
an enforceable contract, complete 
performance on the part of the 
vendor, partial performance on the 
part of the vendor, or a combina­
tion of some of these. It is quite 
apparent that the accountant is 
rather uncertain as to just when 
the income does spring into ex­
istence, but in all this discussion 
he has held to the view that there 
must be a sale in order to realize 
profits.7 In other words he has re­
fused, with a few exceptions,8 
to recognize that fluctuations in 
the market value of assets could 
have any influence in the income 
account. Let us now examine the 
statement that the inclusion of 
market fluctuations in the ac­
counts actually does introduce an 
unrealized element.
In their book entitled “Prin­
ciples of Accounting,” Paton and 
Stevenson state: “This argument
7In this respect the accountant may 
have been largely influenced by the legal 
view of profits, laid down by the courts 
in connection with dividend payments.
8 The well-known exception is when the 
market values of inventories are below 
cost. This position is obviously unten­
able. Either the accountant should adopt 
a theory of income which would recog­
nize all fluctuations both up or down, or 
else he should record declines in value 
of assets and any attending loss only 
when the sale is made. The present 
practice distorts the cost of goods sold 
and gross profit figure.
(that the reflection of appreciation 
in the accounts, anticipates prof­
its) is entirely fallacious. To use 
selling price in taking inventor­
ies—in other words to capitalize 
the services of the firm before 
those services are performed—is 
to anticipate profits. To recognize 
changing capital costs and equity 
changes due to the appreciation of 
working or fixed assets is an 
entirely different thing. Sup­
pose . . . materials . . . cost fifty 
cents and that cost of reproduction 
becomes sixty cents. This is ap­
preciation. To inventory these 
materials at eighty cents—selling 
price—would be to forecast prof­
its.”
Hatfield in a footnote in his 
“Accounting” (page 256) faceti­
ously remarks: “The accountant 
transcends the conservatism of the 
proverb ‘Do not count your chick­
ens before they are hatched’ say­
ing ‘Here are a lot of chickens al­
ready safely hatched, but for the 
love of Mike use discretion and 
don’t count them all, for perhaps 
some will die.’ ” And again at an­
other place (page 99). The tradi­
tional view has been that mer­
chandise should normally be val­
ued at its cost, but that, when the 
market price is less than the cost, 
the latter should be substituted. 
Confessedly illogical, this practice 
became rather general in the 
United States, being approved of 
by most accountants as having the 
merit of conservatism. Conserva­
tism, as used in accounting, or­
dinarily means any action which 
tends to keep down the value of 
assets, which understates rather 
than exaggerates the showing of 
profits. Undoubtedly a rule which 
calls for the lower of two possible 
figures is conservative to that ex­
tent. If the cost were $1.10 and 
the market price is $1.00 it is 
more conservative to list at the 
latter than at the former figure. 
But one can easily see that in 
many cases the crude rule, cost or 
market whichever is lower, is in no 
sense truly conservative. This may 
be illustrated by two merchants 
who each bought a commodity, but
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at different times and prices. A 
bought on January 1, at $1.00. 
The market steadily rose until, on 
December 1, it reached the price 
of $2.10, when B bought a similar 
quantity at the latter price. On 
December 31 the price has fallen 
to $2.00. According to the rule, 
A must value his commodity still 
at $1.00, and B his at $2.00. Of 
course, it is more conservative for 
A to value at $1.00 than at any 
higher price. But a logical con­
servatism would say that A 
might value at considerably more 
than cost, say at $1.50 and still 
be more conservative in his val­
uation than B, who must value at 
$2.00. For A to value at $1.50, 
even though this is an advance of 
50 per cent over cost still leaves 
a margin of safety, for he still un­
dervalues to the extent of 25 per 
cent but B while valuing below 
cost allows for no margin. If the 
market which has already ap­
parently passed the peak, con­
tinues on the downward course 
there will immediately appear an 
over valuation, which would not be 
true in the case of A, valuing at 
$1.50. Bankers would presumably 
be willing to lend to the full ex­
tent of A’s valuation, but assured­
ly would not lend to the full ex­
tent of the value set by B.” While 
Hatfield is discussing the problem 
from the asset valuation side, it 
nevertheless has its counterpart in 
the income account.
Turning now particularly to the 
effect of the changing purchasing 
value of the dollar, which is most 
apparent in connection with the 
valuation of fixed assets, it may 
be argued that most of the so- 
called appreciation is nothing more 
than the result of the decline in 
the exchange value of money. In 
so far as fixed asset appreciation 
is due to this fact, the accountant, 
in recording appreciation in the 
accounts, is merely making a cor­
rection for errors caused by his 
fluctuating unit of measurement. 
Such a correction is not in any 
sense the introduction of unreal­
ized profits. It is merely an at­
tempt to put the dollars expended,
say in 1913, 1919, 1921 and 1927, 
on a comparable basis. Asset 
values on such a basis should 
greatly aid the management and 
all other readers of the accounting 
statements in forming correct esti­
mates of financial conditions.
The next question which may be 
properly raised is, can the re­
placement cost basis of valuation 
be adopted with safety and are 
there any limitations on its use in 
practice? You, as practicing ac­
countants are already recognizing 
the cost or replacement basis of 
valuation in practice and there 
seems to be no reason for not 
frankly recognizing the change 
with reference to valuation prin­
ciples that is already in progress. 
The recording of appraisals on the 
books; the use of market 9 in val­
uing stocks and bonds in the case 
of insurance companies, endowed 
institutions, and dealers of securi­
ties; market values for inventor­
ies in the packing industry and 
farm products, are all examples in 
point.
The greatest objection to the 
use of cost of replacement, in bal­
ance sheet valuation, is not that it 
violates conservatism or antici­
pates profits but that in certain in­
stances it is very difficult to ascer­
tain. In some cases, such as per­
manent investments, plant sites, 
construction jobs, etc., almost no 
reliable data may be obtained for 
use in market valuation. Where 
such a condition is met the market 
basis for value may have to be 
abandoned in favor of original 
cost. However, this is not a vital 
objection to the method, as we are 
already abandoning original cost 
in favor of market in illustrations 
already cited. Thus we would not 
be any more inconsistent in prac­
tice than we already are. Such
9 In the case of security dealers and 
in the packing and agricultural indus­
tries, profits are really anticipated in the 
usual sense of the term, since inventories 
are valued at sales price with allowance 
in some cases for selling expenses. This 
brings into the accounts not only fluctua­
tions of market replacement costs, but 
also “capitalizes the services of the firm 
before they are performed.”
inconsistencies could be taken care 
of by an explanatory statement of 
the basis of valuation. On account 
of the expense involved, to argue 
for yearly appraisals of fixed as­
sets, would sound impractical. 
When price levels remain fairly 
constant they would prove to be 
unnecessary. During periods of 
price fluctuation an adjustment 
could be made in previous ap­
praisals to reveal this condition or 
an entirely new appraisal resorted 
to. In this connection, price in­
dexes may prove very helpful in 
the future to both the accountant 
and the appraisal engineer. At 
the present time, because these in­
dexes have been constructed to 
measure changes in the purchas­
ing power of the dollar in the field 
of wholesale prices, retail prices, 
consumer’s goods, prices, etc., they 
have limitations for use by the ac­
countant. The compilation of 
price index data, however, is de­
veloping rapidly into specialized 
industries and commodities (wit­
ness the building construction 
price index and others) so that in 
time the accountant may be able to 
take his original cost values and 
adjust them by use of a price in­
dex for each particular class of 
assets.
The cost of replacement theory 
works most satisfactorily for those 
commodities in which there is an 
organized market with reliable 
quotations. Here market prices 
are easily obtainable. However, 
under unusual conditions of pros­
perity or depression caution should 
be exercised in the use of these 
quotations. It was generally rec­
ognized that in the demoralized 
markets of 1920 and 1921, that 
some of the quoted prices did not 
fairly reflect the real market sit­
uation. Under the replacement 
theory of valuation, conservatism 
would play its part within the 
range of ' reasonable doubt. It 
would not interfere, however, 
when unquestionable evidence of 
increases or decreases in value, 
was at hand.
The introduction of replacement 
values into accounts, not only is of
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service to the general reader of the 
balance sheet, but its greatest 
value is to management, itself. 
Fixed assets would be recorded on 
the basis of replacement cost with 
the depreciation rates based 
thereon. Depreciation reserves 
would provide for the recovery in 
costs of the replacement value of 
assets rather than original costs. 
Comparison of costs in plants 
which were constructed under dif­
ferent price levels could be made 
more accurately. Valuable lease­
holds would be recorded on the 
books and the amortization of 
same would be reflected in opera­
tions. Costs would be computed on 
the basis of current economic 
values; judgments formulated 
therefrom would not be made from 
historical original cost informa­
tion, but on the basis of present 
economic values. Profit and loss 
statements would show the income 
derived from the buying and sell­
ing operations separate and dis­
tinct from that which arises 
through fluctuations in replace­
ment values.
Many illustrations could be 
given of erroneous conclusions 
drawn from reports furnished 
from our present methods of rec­
ording economic data in the ac­
counts. This one will suffice. 
When the new vice-president in 
charge of business administration 
assumed his duties at the Univer­
sity of Chicago recently, the re­
ports on the earnings of endow­
ment funds, which were submitted 
to him, showed an unusually high 
rate of return. Since he had 
previously been engaged in the in­
vestment banking business, his at­
tention was called to the condition 
that, judging from the high rate 
of income shown in these reports, 
the endowment assets of the uni­
versity must be invested in highly 
speculative securities. Of course, 
investigation proved this to be un­
true and that the false impression 
was created by carrying the values 
of securities at original cost, or 
value at the time of donation, 
rather than current market. In 
the case of certain conservative
stocks, which had been donated to 
the university many years ago, the 
appreciation had b e e n  most 
marked. You, doubtless, are fami­
liar with many other illustrations.
This discussion largely simmers 
down to the question, what is the 
proper objective for accounting? 
Is it the function of accounting to 
show original cost or current 
economic values ? Orthodox ac­
counting has maintained cost is 
the proper goal, but in the opinion 
of the writer this has been decided 
more on the basis of expediency 
than careful analysis. Cost is no 
guarantee of value. Property is 
sometimes acquired through dona­
tion, through careful bargaining, 
or through discovery, the value of 
which may have little relationship 
to cost. Value is a constantly 
changing thing. It is beyond seri­
ous doubt that a business enter­
prise may lose a* considerable part 
of its money capital through the 
fluctuations in the value of its 
properties as well as through ac­
tual business operations. The per­
sistent use of cost has a tendency 
to result in misleading statements.
Let us now summarize briefly 
the gist of this paper.
1. The orthodox rules of valua­
tion which accountants have re­
peated in parrot-like fashion for 
several decades do not now stand 
the test of the business world and 
are fast giving way to the market 
concept. This has been because:
(a) these rules were highly arti­
ficial and more or less arbitrary;
(b) they were based upon a faulty 
assumption of a static economic 
world; (c) they were difficult to 
understand by the laymen and 
were not in accordance with the 
ideas of value with which he dealt 
in everyday life; (d) they were in­
consistent and illogical in their 
very statement in some cases.
2. Market value or cost of re­
placement, is a more satisfactory 
basis: (a) it can be justified on the 
basis of economic reasoning; (b) 
it reflects more accurately the 
everchanging value facts which 
are encountered by business enter­
prises ; (c) it can be introduced in­
to the accounting records without 
doing violence to any accounting 
or legal theory of income; (d) it 
puts the accountant in the posi­
tion of furnishing current and up- 
to-the-minute information instead 
of being classed as an historian; 
(e) provides information which, 
for purposes of comparing operat­
ing results and formulating man­
agerial decisions and policies, is 
preeminently more useful.
3. Satisfactory information, 
such as market quotations, ap­
praisals and price indexes, is fast 
becoming available, which makes 
it feasible for the accountant to 
adopt the cost of replacement 
value in practice. Where satisfac­
tory evidence on market is not ob­
tainable the accountant still may 
resort to original cost figures. The 
face of all balance sheets should 
contain information as to the basis 
of valuation used for each asset.
4. The accountant will still have 
abundant opportunity to exercise 
conservatism within the range of 
doubt—not where undisputed evi­
dence of value exists. When cur­
rent market quotations do not 
seem to agree or where the quota­
tions because of the stage of the 
business cycle seem to be out of 
line with intrinsic values, then the 
accountant can adopt the conser­
vative attitude.
Had time permitted I should 
like to have made some comments 
on the subject of valuing intang­
ibles—particularly goodwill. Here 
again cost is very misleading, and 
should be replaced with an attempt 
to ascertain the discounted value 
of future excess earnings. I quite 
agree with the prophesy of our 
good friend and member of this 
society, Mr. P. W. Pinkerton, when 
he says in his book “Accounting 
for Surplus” (page 87) “the time 
may come, although only the faint­
est suggestions of it are heard so 
far, when it will be considered 
proper—yes, necessary—for ac­
countants to see that intangibles 
are properly appraised. It may be 
demanded that patents and good­
will be given values based on their 
(Continued on page 89)
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W h at Shall W e  Look For In T he Financial Statements 
W hich Come T o  Our Desks?
NOT by way of apology, but merely for the sake of the 
record, let me inform this au­
dience that when your Committee 
graciously extended the invitation 
for tonight’s appearance, I was 
asked to speak to you about the 
growing importance in the analy­
sis of credit worth of Profit and 
Loss Statements. I was also asked 
to indicate how to analyze such 
statements and to point out their 
relationship to Balance Sheets. I 
submit that the subject actually 
assigned as it appears on the 
printed announcement is hardly in 
keeping with the assignment which 
I originally undertook. Instead of 
pleading the non-existence of a con­
tract because of the failure of our 
minds to meet, rather let me util­
ize the discrepancy between the 
subject on which you expect to 
hear me speak and the subject on 
which I understood I was to speak 
as an excuse for a somewhat in­
formal presentation of more or less 
random thoughts which some of 
you may be able to reconcile with 
what should constitute an answer 
to the query, What shall we look 
for in the Financial Statements 
that come to our desk?
About a year ago, when it was 
my privilege and pleasure to ap­
pear before this body, on the same 
platform with my good friend, Pro­
fessor John R. Wildman, he and I 
shared honors in a joint symposium 
dealing with the Interpretation of 
Financial Statements. If I recall 
correctly, I pointed out to you on 
that occasion that the Interpreta­
tion of Financial Statements was a 
much narrower concept than Credit 
Analysis for the very obvious rea­
son that an interpretation of finan­
cial statements is merely an ele­
ment, though an important one, in 
the analysis which precedes a de­
cision as to the credit worth of a 
prospective debtor. Tonight, after 
what might be styled a polite ges-
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ture in recognition of the specific 
assignment, I shall ask you to fol­
low me in my attempt to portray 
the importance of the Profit and 
Loss Statement in your daily tasks.
What Shall We Look for in the 
Financial Statements That Come to 
Our Desks? First of all, you ought 
not to look for what you will prob­
ably not find, namely, a Profit and 
Loss Statement. I take it for 
granted that it is a rare occasion 
for any of you to receive the com­
plete annual statement which a cer­
tified public accountant usually 
renders his client. During the past 
two decades or so in which it has 
become increasingly fashionable 
for customers to submit Balance 
Sheets, very little attempt has been 
made, except by note brokers and 
some more enlightened and inde­
pendent commercial bankers, to se­
cure Profit and Loss and Income 
Statements in addition to Balance 
Sheets. Now and then we come 
across an exceptional credit man 
who, by tact, persuasiveness, or 
otherwise, manages to obtain a 
Profit and Loss Statement in addi­
tion to a Balance Sheet.
Because you will not have Profit 
and Loss Statements before you, I 
should say that whatever credit in­
formation you seek in the financial 
statements that come to your desk 
will have to be found in Balance 
Sheets. These financial statements 
should answer at least four major 
queries which you, as credit men, 
have consciously in mind:
1. Is there an over-investment in 
inventories?—An affirmance being 
a frequent indication that the or­
ganization is “ long” on buying and 
“short” on selling.
2. Is there an over-investment in 
receivables?—An affirmance being 
a frequent indication that the or­
ganization is stronger in its selling 
functions than in its collection op­
erations.
3. Is there an over-investment in 
fixed assets ?—An affirmance being 
a possible indication of an unwise 
diversion from the transaction of 
business to the creation of the set­
ting for the transaction of business 
and a probable overdependence on 
borrowed capital for current needs.
4. Is there insufficient capitali­
zation ?—An affirmance being a fre­
quent indication of an unwise op­
timism of the effectiveness of one’s 
own money in terms of the average 
amount needed to do a given 
amount of business and a danger­
ous willingness to let others should­
er the risk of the enterprise.
If, in addition to Balance Sheets, 
proper analysis of Surplus or, pre­
ferably, a Profit and Loss and In­
come Statement is also available to 
the credit man, he should seek 
therefrom an answer to another 
query which is at least of as great 
importance as the four already pre­
sented, namely:
5. Are there insufficient profits? 
—An affirmance being only too fre­
quently a positive indication of im­
pending dissolution.
The Statement’s “Pedigree.”  I 
have found myself, on many occa­
sions, referring to the “pedigree” 
of the financial statement which, 
comes to the credit man’s desk. By 
this expression, I mean the source 
of the Balance Sheet and the Cer­
tificate attached thereto. Every­
thing else being equal, if the finan­
cial statement bears the certifica­
tion of a certified public accountant, 
it is prima facie, entitled to favor­
able consideration and open wel­
come. If it comes from a well- 
known firm of certified public ac­
countants, it will probably be more 
welcome than when it comes from
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an unknown source. But it is only 
fair to add, as a safe generalization, 
that a statement certified to by a 
certified public accountant of the 
State of New York, for example, is 
in all probability, the work of a 
well-trained expert of good moral 
character and should be accepted at 
face value. If, in addition, the cer­
tified public accountant is a mem­
ber of the New York State Society 
of Certified Public Accountants, he 
has voluntarily subjected himself 
to organized discipline and control 
which carries with it almost a guar­
antee of dependable work, of a 
high standard of professional excel­
lence. The ethical outlook and re­
gard of such a practitioner should 
especially commend themselves to 
the members of such a body as 
yours. Of course, there are excep­
tions to every rule, and so you may 
find within the ranks of certified 
public accountants one who should 
never have attained to such high 
estate; and, on the other hand, you 
will also find outside the ranks of 
the certified public acountant men 
in whose attainments and integrity 
you may safely place the utmost 
reliance and confidence.
I am confident that you will not 
ordinarily receive from a reputable 
accountant a certified statement in 
which there are such undesirable 
and improper groupings as, for ex­
ample,
1. Cash and accounts receivable 
as a single item;
2. Accounts and notes receivable 
as a single item;
3. Accounts receivable, notes re­
ceivable, and advances as a single 
item.
If such or similar improper group­
ings appear on the Balance Sheet, 
you would, very naturally, assume 
a mental attitude toward the state­
ment which might be likened to the 
freezing stare with which some of 
you, I am told, greet a debtor en­
titled to a credit line of $5,000, 
who already owes $6,000, most of 
which is past due, and who walks 
brazenly into your office with the 
request to “O. K.” his order for 
an additional $10,000, and a four 
month’s extra dating! But I can­
not pursue the thoughts relating 
to Balance Sheets, which keep 
crowding in on me, if I expect 
within the available time at our 
disposal to say something about 
those exhibits which so rarely, if 
ever, come to the credit man’s desk, 
namely, Profit and Loss State­
ments.
Approach to the Profit and Loss 
Statement. Enlightened credit 
men long ago learned that a com­
parison of the current Balance 
Sheet with the balance sheets im­
mediately preceding was a much 
safer guide to credit worth than 
analysis of the single Balance 
Sheet. This is so, as all of you 
know, because the Comparative 
Balance Sheet indicates trends. 
The Profit and Loss and Income 
Statement has more in common 
with the Comparative Balance 
Sheet than is apparent, until you 
come seriously to think about it. 
From the point of view of the credit 
man, the Profit and Loss and In­
come Statement is particularly val­
uable because it indicates the 
causes of changes from one Balance 
Sheet date to another, and because 
it reveals much more clearly and 
positively than does the Compara­
tive Balance Sheet the capabilities 
and the achievements of the man­
agement. Just as Comparative 
Balance Sheets are of much greater 
value than ordinary Balance Sheets, 
so are Comparative Profit and Loss 
Statements of infinitely greater 
value than the statement covering 
operations for a single period. 
Finally, lest I be misunderstood, I 
wish to make it perfectly clear that 
in nothing that I have said or in­
tend to say do I mean even re­
motely to imply that the Profit and 
Loss and Income Statement, in or­
dinary or comparative form, should 
supplant the Balance Sheet and the 
Comparative Balance Sheet—rath­
er do I mean to leave with you the 
thought that until the time when 
both the Balance Sheet and the 
Profit and Loss Statement come to 
your desks as a matter of course, 
will the job of passing upon cred­
its continue to be a hazardous un­
dertaking, not free from a large
measure of guess and “hunch” and 
above all, of hope and good luck.
The Form of the Profit and Loss 
Statement. It would take a man 
of much greater temerity than I 
possess to attempt to tell this au­
dience about the elements which 
constitute a modern Balance Sheet. 
If I did not know so many of you 
so well, I might carry coal to New­
castle or try to paint the lily white 
by attempting to tell you of the 
divisions and component parts of a 
Profit and Loss and Income State­
ment. Of course, I shall essay no 
such needless task. All of us know 
that such an exhibit consists of 
three main divisions:
(a) The first section or division 
results in gross operating income 
or gross profit and represents the 
excess of the net proceeds from 
sales or service rendered over the 
direct cost thereof.
(b) The second division recapit­
ulates the cost of doing business 
or rendering the service—the oper­
ating expenses, so to speak, which, 
when deducted from gross operat­
ing profit, result in net operating 
profit.
(c) The third division summar­
izes income from other sources 
and special or extraordinary deduc­
tions and adjustments, including 
the cost of borrowed capital. The 
net result should be net income or 
net profit, available for distribu­
tion among owners and for reten­
tion in the business (ploughing in), 
or for both purposes.
Sufficiency of Net Profits. Inas­
much as the ultimate goal of busi­
ness activity is net profits, the 
credit man naturally looks for the 
amount of net profits in the state­
ment submitted to him. It must be 
obvious that the assertion that 
John Doe & Company made $100,­
000 during 1927 is quite meaning­
less. If John Doe & Company 
meant the United States Steel 
Corporation, or the Pennsylvania 
Railway or the Standard Oil Com­
pany, the information would be a 
source of much concern to the 
owners and to the management. 
We see, therefore, that income 
without reference to the net in­
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vestment and volume is quite 
meaningless. Accordingly, two of 
the most important operating 
ratios which we should seek in 
an analysis of the Profit and Loss 
Statement are the relationship of 
net profits to net investment and 
of net profits to volume of business.
We go a very short way in our 
analysis of the Profit and Loss 
Statement without realizing that 
unless the margin of gross profit is 
sufficiently large, there is very lit­
tle likelihood of net operating 
profit. Accordingly, we also neces­
sarily concern ourselves with the 
relationship of gross profit to the 
expenses of doing business. This 
ratio may perhaps remain station­
ary without ordinarily being a 
source of worry to the owners and 
the management, but if the ratio is 
decreasing, it necessitates close 
scrutiny. But whatever this ratio, 
it must always allow a sufficient 
margin over the cost of doing busi­
ness so as to result in net operat­
ing profit.
Application to Specific Cases. I 
shall now ask you to examine with 
me Exhibit A, which is a condensed 
comparative balance sheet of the X. 
Y. Z. Corporation for the calendar 
years 1924, 1925, 1926 and 1927. 
The experienced credit man would, 
I am sure, unhesitatingly assert 
that whatever the 1924 credit line 
of the concern whose statement is 
under scrutiny, everything else be­
ing equal, it should not have been 
curtailed during any of the later 
years. The 1927 increase in sur­
plus, if the concern were in one of 
the many lines of business which 
suffered declines during 1927, 
would, to put it mildly, be the occa­
sion for felicitation rather than for 
criticism. You will also find ap­
pended to Exhibit A the more us­
ual ratios employed in the offices 
of credit men. I submit that they 
would not indicate a tendency or a 
status, again everything else being 
equal, to justify a curtailment of 
the credit line.
Now assume the improbable sit­
uation in which the credit man 
would also have made available to 
him Exhibit B, the corresponding
Profit and Loss Statements. First 
note that the income from sales is 
identical with the figures in Ex­
hibit A. Not in the order of im­
portance, but merely in the order 
of appearance, note the startling 
drop in gross profits—the gross 
profits for 1926, despite an increase 
in sales of $400,000.00, were less 
than one-half of those for 1925, 
while, for 1927, they have almost 
entirely disappeared. As there is 
no corresponding decline in the sell­
ing and administrative expenses, 
the inevitable result is an operat­
ing loss of almost $100,000.00 in
1926, and of over $200,000.00 in
1927. How is it that the Balance 
Sheet did not reveal this startling 
situation? Because—and here I 
let you into the secret which might 
be fairly surmised from the Profit 
and Loss Statement—because of 
outside and dangerous speculation.
Strangely enough, the volume of 
business was maintained at a fair­
ly stationary expense, but, as must 
be manifest, at a tremendous slash 
in selling prices (because it is 
hardly tenable that too much was 
paid for purchases). Is it neces­
sary to add anything to the graphic 
reality so eloquently revealed by 
Exhibit B? It is the kind of an 
enterprise that the credit man 
would wish to flee from. But, alas, 
how would he ever know what it 
was all about until the bubble burst, 
and he and his fellow credit men, at 
two o’clock in the morning, in some 
“beanery,” were arguing whether 
to settle for 3 cents on the dollar, 
or to prosecute the debtor?
The Type of Professional Work 
Which Should Be Encouraged by 
Credit Men. A comparatively young 
certified public accountant, a mem­
ber of my Society, confronted with 
a situation similar to that revealed 
by Exhibit B, rendered a report 
consisting of Balance Sheet and 
Profit and Loss Statement, togeth­
er with supporting schedules, and 
properly criticized the concern’s 
gambling in the stock market and 
made appropriate observations re­
lating to profit trends. He was told 
by his client that the report could 
not be used for credit purposes and
was further requested to prepare 
a condensed Balance Sheet. He 
submitted one, the capital and sur­
plus section of which was substan­
tially in the following form:
Capital and Surplus:
Capital stock, authorized and issued. $ . . . .
Surplus, Jan. 1, — ...................... $. . . .
Profits from dealing in
securities ....................  $ . . . .
Less net losses from
operations ...............................
Current addition to surplus................
Surplus, Dec. 31, —,...............................................
Capital and Surplus ...........................................
The following excerpt from the 
Certificate of Audit, which the ac­
countant believed necessary, par­
tially because the securities had ap­
parently been “closed out” two days 
before the end-of the year, is per­
tinent :
“While operations resulted in a net loss of
$ .............  profits from dealings in securities
on margin amounted to $ ........... ., with a re­
sulting increase in surplus of $ .............”
The client refused to accept the 
Condensed Balance Sheet contain­
ing the certificate of audit from 
which I have quoted and refused 
to pay for the services rendered. 
Shortly thereafter the accountant 
found in a friend’s credit file an 
unqualified certificate of audit, is­
sued by well-advertised non-certi­
fied accountants much favored by 
banks and credit men. He there­
upon came to me, as the President 
of his Society, and undertook to se­
cure my professional services in the 
collection of his fee and in seeking 
“redress” from his less scrupulous 
successors. Needless to state that 
I refused payment for the very easy 
task of forcefully suggesting to the 
ex-client the wisdom of prompt and 
complete payment. My point is 
that the credit men of the com­
munity should, if not for decency’s 
sake, at least out of an enlightened 
self-interest, encourage the type of 
professional work to which I have 
alluded and which I firmly believe 
is typical of (though not exclusive­
ly confined to) the 900 certified 
public accountants who constitute 
the roster of the New York State 
Society of Certified Public Account­
ants. My distinguished predeces­
sor in office, Mr. Homer S. Pace,
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Editor of The American Accountant 
—which every accountant and 
credit man should read regularly— 
not long ago conducted a survey 
which justified the estimate that 
$400,000,000.00 was annually lost 
through the operations of the 
“credit crook.” I trust that many 
in this audience will be able to say, 
honestly, that his concern has not 
borne its full pro rata share of the 
loss. I unhesitatingly venture to 
assert that if more financial state­
ments which come to your desk 
were prepared and certified by the 
kind of accountant to whom I have 
alluded, you would be less worried 
about my answer as to what to 
look for in such statements, and, 
what is infinitely more important, 
your concerns would have a much 
smaller personal interest in Mr. 
Pace’s estimate of $400,000,000.00.
A Less Superficial Study of 
Profit and Loss Statements. Ex­
hibit B was prepared primarily for 
the purpose of jolting this audience 
into a realization of how necessary 
it is to have Profit and Loss State­
ments, preferably Comparative 
Profit and Loss Statements, in con­
junction with Balance Sheets, for 
the purpose of properly appraising 
credit limits. Let us now consider 
Exhibit C, a Comparative Profit 
and Loss Statement covering oper­
ations for four years. Just as in 
the case of Balance Sheet analysis, 
trends are best revealed by con­
verting the figures into percent­
ages. We accordingly have the sec­
ond part of the exhibit where, on 
the assumption that the sales for 
each year represent 100 per cent, 
we ascertain the following impor­
tant information:
The cost of sales has apparently 
remained comparatively fixed, while 
the selling and administrative ex­
penses have risen rapidly during 
the past three years. The result is 
shown in the decline in operating 
profits, especially for the year
1927. A better index to the trend 
is obtained by comparing later 
years with the corresponding item 
of an earlier year. This is done in 
the third division of Exhibit C,
where all of the profit and loss 
items for the year 1924 are taken 
as the basis for comparison, i. e., 
as 100. We now see that sales rose 
during 1925 and 1926 and, in 1927, 
went back to the 1924 level. The 
cost of sales rose in about the same 
proportion, which was to be ex­
pected. But notice what happened 
to the selling and administrative 
expenses! The rise is ordinarily 
inexcusable; at any rate, it calls 
for the closest scrutiny and is of 
particular concern to the credit 
man.
Some credit men with whom I 
have informally discussed topics 
such as the one which is now before 
us, sometimes express the opinion 
that analyses of Profit and Loss 
Statements were matters with 
which the management, rather 
than the credit man, was concerned. 
I wonder if this is so. Nothing 
that will inform a credit man about 
the vital statistics of the debtor’s 
business should be regarded as 
really foreign or alien. Surely the 
well-informed credit man is fre­
quently in a position to whisper 
words of wise counsel into the ears 
of less wise customers. Every ex­
perienced credit man is able to re­
call the occasion when words of 
wisdom falling upon attentive and 
appreciative ears have been instru­
mental in saving from financial 
wreck a valued customer. If analy­
ses of Profit and Loss Statements 
are of great potential value to the 
management, they may become of 
equally great value to the credit 
man.
The credit man has at his dis­
posal, as the result of the work of 
Alexander Wall and others, a rich 
literature of practical value. He 
knows that the story told to the 
trained mind as the result of Profit 
and Loss Statement analysis is one 
that should not lightly be ignored. 
An increased volume of returned 
sales, often the result of an un­
wise sales policy; failure to take 
advantage of discounts; exorbi­
tant charges for the use of bor­
rowed capital; “bleeding” of a con­
cern by excessive salaries to the
owners; tendency toward increased 
ratio of expenses to sales; adjust­
ments to surplus because of past 
failures to make proper adjust­
ments to income for taxes, etc.; 
these are among the items of in­
formation obtainable from Profit 
and Loss Statements, which, inci­
dentally, are not subject to the 
“window dressing” which frequent­
ly precedes the publication of even 
“respectable” Balance Sheets.
Conclusion
I trust that in ever increasing 
measure the credit fraternity will 
seek in the financial statements 
which come to their desks “pedi­
greed” Balance Sheets and Profit 
and Loss Statements; that they 
will gradually but surely come to a 
more general realization and ap­
preciation of how necessary it is 
for the exercise of sound credit 
judgment, to have made available 
to them the information which or­
dinarily is obtainable from Profit 
and Loss Statements and from such 
statements alone; that they will 
encourage the gathering and prep­
aration of what may be called 
“standard statistics” relating to 
specialized lines of industry, so 
that there will be available to those 
properly interested therein norms 
or standards by which to test and 
measure the credit worth of pros­
pective debtors, thus pursuing a 
trail already blazed by the Federal 
Reserve Banks, the Harvard School 
of Business Research, the Robert 
Morris Associates, and some all too 
few trade organizations; and that, 
finally, the credit men of the en­
tire country will come to a realiza­
tion that their best friends are to 
be found among the certified pub­
lic accountants of the land, whose 
endeavors to issue financial state­
ments which tell the truth, the 
whole truth, and nothing but the 
truth, deserve the approbation and 
the active and hearty support of 
the entire business community, but 
more particularly of the credit men 
who, by concerted action, will bring 
inevitably nearer the day when any 
prospective debtor will preface his
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E XH IB IT A  
X Y Z  CORPORATION 
COMPARATIVE BALANCE SHEET AS AT DECEMBER 31
1924 1925 1926 1927
Cash ...............................................................................................................................................  $75,000 $55,000 $40,000 $88,000
Accounts receivable ................................................................................................................ 200,000 225,000 220,000 225,000
Quick Assets ................................................................................................................ 275,000 280,000 260,000 313,000
Inventory ....................................................................................................................................  300,000 330,000 380,000 370,000
Current Assets .............................................................................................................  575,000 610,000 640,000 683,000
Fixed Assets (after depreciation) ................................................................................. 100,000 100,000 110,000 112,000
Other Assets .............................................................................................................................  50,000 60,000 65,000 65,000
Total Assets ................................................................... . ............................................  725,000 770,000 815,000 860,000
Current liabilities ....................................................................................................................  $250,000 $260,000 $270,000 $300,000
Fixed indebtedness ..................................................................................................................  60,000 55,000 50,000 45,000
Total Liabilities ......................................................................................................... 310,000 315,00.0 320,000 345,000
Capital stock .............................................................................................................................  400,000 400,000 400,000 400,000
Surplus ........................................................................................................................................  15,000 55,000 95,000 115,000
Total Liabilities and Capital ..............................................................................  725,000 770,000 815,000 860,000
Sales, net .................................................................................................................................... $1,500,000 $1,600,000 $2,000,000 $1,900,000
Dividends declared .............................................................................................................................................. ................10,000 20,000 20,000
RATIOS
1. Quick assets to current liabilities ............................................................................  1.10 1.08 .96  1.04
2. Current assets to current liabilities .......................................................................  2.20 2.34 2.37 2.28
3. Sales to merchandise inventory ................................................................................  5.00 4.85 5.27 5.14
4. Sales to net worth (December 31) .......................................................................... 3.62 3.52 4.04 3.69
5. Sales to accounts receivable .........................................................................................  7.50 7.12 9.10 11.83
6. Sales to fixed assets ....................................................................................................... 15.00 16.00 18.19 16.96
7. Net worth to fixed assets .............................................................................................. 4.15 4.55 4.50 4.60
8. Net worth to total a s s e ts ................................................................................................ .57 .59 .61 .60
9. Fixed assets to total assets ...........................................................................................  .14 .13 .13 .13
EXH IBIT B 
X Y Z  CORPORATION 
COMPARATIVE PROFIT AND LOSS STATEMENT FOR YEARS  
ENDED DECEMBER 31
1924 P er cent 1925 P er cent 1926 P er cent 1927 P er cent
Net income from sales ...................................................  $1,500,000 100.0 $1,600,000 100.0 $2,000,000 100.0 $1,900,000 100.0
Cost of sales .....................................................................  1,300,000 86.7 1,350,000 84.4 1,845,000 92.2 1,870,000 98.4
Gross Profit on Sales ........................................  200,000 13.3 250,000 15.6 155,000 7.8 30,000 1.6
Selling and administrative expense ...........................  210,000 14.0 240,000 15.0 250,000 12.5 250,000 13.2
Operating Profit or Loss* ...............................  10,000* .7* 10,000 .6 95,000* 4.7* 220,000* 11.6*
Other income, net ............................................................  25,000 1.7 40,000 2.5 155,000 7.7 260,000 13.7
Net Profit ............................................................... 15,000 1.0 50,000 3.1 60,000 3.0 40,000 2.1
* Should be shown in red.
E XH IB IT C 
ABC CORPORATION  
COMPARATIVE PROFIT AND LOSS STATEMENT FOR YEARS  
ENDED DECEMBER 31
1924 1925 1926 1927
Sales ................................................................................................................................. ........... $1,000,000 $1,200,000 $1,600,000 $1,000,000
Cost of sales ............................................................................................................................. 750,000 920,000 1,170,000 750,000
Gross Profit on Sales .............................................................................................. 250,000 280,000 430,000 250,000
Selling and administrative expenses ................................................................... ........... 125,000 130,000 220,000 200,000
Operating Profit ......................................................................................................... 125,000 150,000 210,000 50,000
Sales of Each Year — 100 per cent.
Sales ............................................................................................................................................ 100.0 100.0 100.0 100.0
Cost of sales .............................................................................................................................  75.0 76.7 73.1 75.0
Gross Profit on Sales .............................................................................................. 25.0 23.3 26.9 25.0
Selling and administrative expenses ..............................................................................  12.5 10.8 13.8 20.0
Operating Profit ......................................................................................................... 12.5 12.5 13.1 5.0
Profit and Loss Items of 1924 = 1 0 0
Sales ......... ...................................................................................................................................  100 120 160 100
Cost of sales .............................................................................................................................  100 122 156 100
Selling and administrative expenses ............................................................................  100 104 176 160
request for credit with an apology 
unless there has previously been 
filed with the credit man the kind 
of financial statement which will 
make the work of the credit man
what as yet it can hardly be stated 
to be—an exact science founded 
upon truth and fact, instead of a 
“hunch” based upon the hope that 
the ordinary uncertified financial
statement is true, complete and un­
prejudiced, and a reliable founda­
tion upon which to practice analy­
tic manipulation and to grind out 
sound credit judgment.
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C. P. A. EXAMINATION QUESTIONS, 
WISCONSIN, NOVEMBER, 1927
THEORY OF ACCOUNTS
(Time Allowance— 4 hours.)
Question No. 1 (weight, 15 points.)
The Larson-Mueller Wholesale Com­
pany is in great need of cash to meet 
current obligations. Collections have 
been slow and, as a means of obtaining 
the required funds, accounts receivable 
amounting to $30,000 have been sold to 
the Best Acceptance Discount Company.
Under the terms of the contract, the 
charge made is 1/25 of 1 per cent per 
day on the net face of the account from 
date of purchase until paid, plus flat 
charge of $5 per $1,000 on net face of 
accounts purchased. Collection may be 
made by either party. A  down payment 
of 75 per cent is made by the Discount 
Company on purchase of the accounts 
and a monthly settlement is made in­
cluding charges and remittance.
Assume that collections of $11,900 
were made by the Larson-Mueller Whole­
sale Company on pledged accounts in 
payment of $12,000 of accounts, the $100 
constituting discounts. Assume also that 
the average time elapsed from purchase 
to date of payment was 15 days.
Give necessary journal entries to cover 
the above transactions.
Question No. 2 (weight, 15 points).
(a) Outline a comprehensive classifica­
tion of accounts for a retail clothing 
store selling merchandise on a ten-pay­
ment plan.
(b) What are the main groupings of 
accounts found in the average classifica­
tion?
(c) Classify the following accounts 
under the above groups:
1. Accrued State and Local Taxes.
2. Reserve for Federal Income Tax.
3. Depreciation on Stock in Trade.
4. Loss on Sale of Investment Se­
curities.
5. Merchandise Inventory at Cost.
6. Cash and Goodwill.
7. Reserve for Equalization of Divi­
dends.
8. Personal Property Tax.
9. Bonus to Factory Employees.
10. Salesmen’s Commissions.
11. Unexpired Insurance.
12. Sight Drafts against B/'L attached
and C. O. D.
13. Investments in Allied Companies.
14. Minority Interest in Surplus.
15. Stockholders’ Unpaid Subscriptions.
Question No. 3 (weight, 10 points).
The Carsi-Noma Paper Company has 
just installed a large machine on which 
the following data are available:
Date of Invoice, January 1, 1927.
Invoice Cost, $20,000.
Cash Discount Taken, $600.
Date of Installation, April 1, 1927.
Installation Cost, $750.
Scrap Value of Machine Replaced, 
$3,000.
Estimated Scrap Value of New Ma­
chine, end of 20 years, $2,000; end 
of 12 years, $8,000.
Physical Life, 20 years.
Functional Life, 12 years.
Estimated Repairs— 20 years, $4,000; 
12 years, $1,500.
Estimated Taxes on Diminishing Value,
3 per cent per annum.
Select from the above the appropriate 
facts and determine the depreciation 
charge for 1927, which would be best 
adapted to the situation as presented.
Question No. 4 (weight, 10 points).
(a) State five ordinary types of in­
surance carried.
(b) What points both in types of in­
surance carried and content of policies 
should receive consideration in the tak­
ing out of insurance?
(c) Design an insurance register.
(d) Outline the entries to properly 
record a three-year insurance premium 
paid and the adjustments to be made at 
the close of the first year.
Question No. 5 (weight, 10 points).
Outline a complete stock control sys­
tem for a chain grocery store operating 
twenty-five stores. Include provisions 
for financial control and inventory ad­
justments for income tax purposes.
Question No. 6 (weight, 10 points).
(a) State the basis for distributing the 
following items of manufacturing ex­
pense to the manufacturing departments:
1. Tool Room Repair Expense.





7. Stores Room Expense.
8. Finished Stock Room Expense.
9. Property Taxes.
10. Internal Transportation Expense.
(b) From the following data tabulate 
the different job costs under four dif­
ferent plans of burden distribution:
Job No. 7428.
Material Requisitioned, $130.50.
Productive Labor (110 hours), $77.00.
Machine Hours, 85.
Burden Rates:
Plan 1. Rate of 25 cents per pro­
ductive labor hour.
Plan 2. Rate of 40 per cent of pro­
ductive labor wage.
Plan 3. Rate of 40 cents per machine 
hour.
Plan 4. Rate of 30 cents per ma­
chine hour and additional rate of 
6 cents per productive labor hour.
Which plan would you recommend and 
why?
Question No. 7 (weight, 10 points).
(a) A  number of automobile dealers in 
the city of Kankosh joined an associa­
tion for the purpose of holding an annual 
auto show. An assessment of $50 per 
annum was levied against each member 
to guarantee the financial success of the 
venture on the basis that expenses were 
to be met insofar as possible by gate re­
ceipts and all unexpended balances of  
guaranty deposits to be refunded. In  
case the income should exceed the ex­
penses, such excess was to be appor­
tioned to members on a pro-rata basis 
the same as with deficiencies. Each 
membership carried with it the privilege 
of display space for the dealer’s cars.
For three years deposits were made in 
accordance with the above agreement ex­
cept that by mutual consent no refunds 
were made. The success of the show was 
so great that from the proceeds and de­
posits a sufficient sum was obtained to 
erect a building especially adapted for  
the purpose. This was done and cer­
tificates of stock of no par value were 
issued to members.
(1) Give the proper journal entries to 
record the annual payments and the re­
ceipt of stock on the books of a dealer.
(2) Give entry if cash refunds had 
been made as follows:
First year $35 received in second year.
Second year $68 received in third year.
Third year $76 received in fourth year.
(b) The Lardo Corporation was or­
ganized on January 1, 1927, with a paid 
in capital of $100,000, of which $50,000 
was common stock and $50,000 was T 
per cent cumulative preferred stock. A  
suitable place of business was not lo­
cated until August 1, 1927, at which 
time the company commenced operations. 
However, the semi-annual dividend on 
preferred stock was declared and paid 
on June 30, 1927. State how this should 
be treated on the records of the com­
pany.
Question No. 8 (weight, 10 points).
(a) The “X ” Corporation owns 10 shares 
of stock of the “Y ” Company, for which 
it paid $85 per share. The “Y ” Com­
pany has maintained a 7 per cent divi­
dend rate since its incorporation and on 
December 31, 1926, declares a 100 per 
cent stock dividend.
How should this be recorded on the 
books of the “X ” Corporation?
(b) Enumerate the similarities and 
differences existing between stock divi­
dends and stock rights.
(c) A  close non-stock corporation has 
issued assignment contracts to its mem­
bers specifying definite amounts to be 
paid to each member upon withdrawal 
from the corporation based upon unpaid 
salary accruals of the preceding year 
and individual equipment contributions. 
Interest at the rate of 6 per cent per 
annum is paid on the face of the as­
signment contracts.
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May the corporation deduct this in­
terest as an expense or does it represent 
a taxable distribution of earnings?
Question No. 9 (weight, 5 points).
Design a Stores Requisition together 
with instructions that should accompany 
the form when presented to the printer.
Question No. 10 (weight, 5 points).
The Razor Corporation has issued 
$250,000 of 7 per cent preferred stock 
with the provision for retirement at the 
option of the company at the end of five 
years or any time thereafter upon 60 
days’ notice at 105 plus accrued divi­
dends. Retirement is compulsory at the 
end of ten years.
A  sinking fund is to be established in 
the hands of the Safety Trust Company 
by setting aside semi-annually a pro-rata 
amount sufficient to retire the stock ac­
cording to the above provisions. The 
amount in the hands of the trust com­
pany is to bear interest at the rate of 4 
per cent per annum compounded semi­
annually, which interest is to remain in 
the fund as an offset to required pay­
ments.
Give the itemized ledger accounts for 
the above from date of issue to retire­
ment.
AUDITING
(Time Allowance— 4 Hours.)
Question No. 1 (weight, 18 points).
The A  Corporation, seeking investment 
of its funds, loaned $100,000 to John Doe 
in 1923, taking his note secured by col­
lateral consisting of $200,000 par value 
of first mortgage bonds of the Public 
Utility Company.
When the note came due, the borrower 
was unable to pay. The A  Company ob­
tained judgment on its note and the col­
lateral was sold to satisfy the judgment. 
The A  Company bid in the bonds for 
$50,000 at public sale in 1925. At this 
time interest on the bonds was in de­
fault and the Public Utility Company 
was in the hands of a trustee for the 
creditors. John Doe was discharged in 
bankruptcy in the same year and noth­
ing further was collected on the account. 
Legal expenses in connection with the 
suit and foreclosure amounted to $3,000.
A t December 31, 1925, these transac­
tions were reflected on the A  Corpora­
tion’s books by the following accounts, 
no entries having been made to reflect 
the acquisition of the bonds as an offset 
on the note:
Debits.
N otes  Receivable— John Doe ...........  $100,000
Legal Expenses ......................................  3,000
(a) As the A  Corporation’s auditor, 
your advice is requested as to the proper 
treatment of the above transaction in 
closing the books for the year and in the 
preparation of financial statements and
United States and Wisconsin income tax 
returns. What would you recommend ?
In 1926 a reorganization of the Public 
Utility Company was affected in the form 
of a new corporation, under which its 
stockholders resumed control. The bond­
holders accepted a settlement which re­
sulted in the surrender by the A  Cor­
poration of the bonds acquired in the 
foreclosure. It accepted in exchange 6 
per cent first mortgage bonds of the New 
Public Utility Company, the reorganized 
company, of the par value of $80,000, 
bearing interest from July 1, 1926, and 
cash in the sum of $60,000. Semi-annual 
interest coupons were honored December 
31, 1926. No cash offer could be ob­
tained for the new bonds in 1926.
(b) Assuming that your recommenda­
tions for the previous year had been fol­
lowed, what accounting treatment would 
you advise concerning the above transac­
tions, at the close of 1926, and how would 
United States and Wisconsin income tax 
returns be affected?
In 1927 the A  Corporation exchanged 
the new bonds taken in the settlement 
for high-grade public utility bonds of 
equal par value, which were valued in 
the exchange at 102, their market value, 
the A  Corporation paying $22,000 in 
cash, in addition to the bonds exchanged.
(c) Your recommendations for the two 
previous years having been carried out, 
give your opinion as to the proper treat­
ment on the books and for United States 
and Wisconsin income tax returns, of the 
above transaction.
Question No. 2 (weight, 10 points).
An audit of the Candy Manufacturing 
Company discloses a number of account­
ing practices upon which you are re­
quired to make recommendations as to 
the proper accounting treatment.
(a) It has salesmen all over the United 
States who distribute free samples of 
specialty goods, the aggregate amount­
ing to a considerable sum. As a con­
venience, the salesmen obtain the sample 
goods from customer jobbers in their ter­
ritory at the prices at which the goods 
were sold to the jobbers by the Candy 
Manufacturing Company. The salesmen 
in some cases pay the jobbers and report 
the expenditures on their expense vouch­
ers for which they are reimbursed, the 
company charging the vouchers to 
“ Salesmen’s Expenses.” In other cases, 
the company issues credit memoranda to 
the jobbers at current jobber’s prices, in 
these cases charging “Free Samples,” 
also a sub-account in the selling expense 
group.
(b) To induce jobbers to stimulate 
sales by means of free samples or other­
wise, the company agrees to make an 
allowance of one case on all twelve case 
orders, such allowance becoming effective 
only in the form of a credit memo issued 
when the next succeeding order of more
than one case is billed. All shipments 
are billed by the company at current 
jobbers’ prices and credited to sales. 
When the one case credit is issued, its 
amount is charged to “Free Samples.”
Question No. 3 (weight, 5 points).
Discuss from the viewpoints of both 
the auditor and the accountant the ad­
vantages and disadvantages of the com­
bination in one book of the records o f  
cash receipts, cash disbursements and 
journal entries commonly known as the 
“ Cash-Journal.” Describe briefly sev­
eral types of businesses to illustrate your 
discussion of the suitability or the re­
verse of such a book of record. State 
whether, in your opinion, there are any 
principles which should govern the di­
mensions, and the relation of number of 
columns to number of lines, of Cash- 
Journals.
Question No. 4 (weight, 10 points).
In 1925 A  sells 100 shares of preferred 
stock of the B Corporation (par value 
$50) at $49.75 per share. In determining 
the profit or loss for income tax pur­
poses, the following facts were obtained:
In 1910 A  acquired through inheri­
tance 100 shares of capital stock, par 
value $100, of the B Corporation. The 
market value of this stock on January 1,  
1911, was $65 5/8 per share. The market 
value on March 1, 1913, was $78 3/4 per 
share.
On August 31, 1921, the B Corporation 
announced a split-up of its stock under 
which the holders received in exchange 
for one share of old stock, one share of 
new $50 par 6 per cent cumulative pre­
ferred and one share of new $50 par com­
mon. The market value of the old capital 
stock at the time of the split-up was 
$64 1/4. The market value after the 
split-up was $32 1/2 for the common and 
$31 7/8 for the preferred.
In 1924 a stock dividend of 10 per cent 
on the preferred stock was declared and 
distributed.
A  had made no sales of this stock prior 
to the sale in 1925.
Determine the profit to be reported for 
both Wisconsin and United States income 
tax purposes.
Question No. 5 (weight, 10 points).
A. From the following information 
state the amount of settlement from the 
insurance company for each plant and 
your reason for same.
1. 2. 3.
Value of Buildings.. $10,000 $20,000 $30,000 
Amount of Insurance
(80 per cent co-
insurance clause). 8,000 14,000 20,000 
Loss by Fire ......... .. 6,000 12,000 30,000
B. With the same values as above and 
with $42,000 of blanket insurance carry­
ing an 80 per cent clause, what would the 
insurance settlement be in case of a loss 
of $6,000 on plant No. 1 ?
C. With the same values as in A  and
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with $42,000 of blanket insurance cover­
ing pro rata, with no co-insurance clause, 
what would the insurance settlement be 
in case of a loss of $6,000 on Plant No. 1 ? 
No. 3?
D. Under what circumstances, if any, 
should an auditor consider or investigate 
any possible contingent liability when a 
building is protected with stock company 
insurance? Mutual insurance? Recipro­
cal insurance?
Question No. 6 (weight, 7 points).
The Wisconsin income tax law of Au­
gust, 1927, provides, among other things, 
that taxable income shall be determined 
by averaging the net income or loss of 
the taxpayer for the current year with 
the net incomes or losses for the two 
previous years, except that the taxable 
income assessed in the year 1928 shall be 
the average of the net incomes or losses 
for the years 1926 and 1927. The same 
rates are in effect as under the old law. 
The tax computed on the average of the 
incomes or losses of the years 1926 and 
1927 becomes payable June 1st, 1928, and 
takes the place of the assessment which 
would have been made on the 1926 re­
turn under the old law.
Assume the case of a corporation re­
porting on the calendar year which re­
ported net income of $10,000 on its 1926 
tax return and set up on its books the 
normal tax of $440 and surtax of $60.83 
for which it was liable under the Wiscon­
sin law then in effect. Assume further 
that the corporation’s taxable net income 
(State) will be $10,000 in 1927 and the 
same" in 1928.
Draft the entries which you would con­
sider necessary to correctly reflect 
the liability for Wisconsin income taxes 
at the close of 1927 and 1928.
Question No. 7 (weight, 10 points).
Beginning an audit of the Motor Trans­
port Company, operators of a passenger 
bus line, on January 21st, covering the 
previous year, you count the cash in 
office as of the close of business on that 
date and find that it amounts to $1,926.14. 
The cashier informs you that under the 
system in use in balancing the cash, it 
is necessary to count ride tokens on hand 
as cash, and the count of tokens totals 
$246.80.
The cash book shows total receipts, 
including tokens, from January 1st to 
21st, inclusive, of $12,861.97. You ascer­
tain that during the same period $10,- 
146.72 has been deposited in bank, and 
that $1,657.50 has been disbursed other 
than by check; that the bank statement 
as of December 31st shows a balance in 
bank of $12,647.23; that outstanding 
checks as of that date amount to $1,­
321.78; that the cash balance shown by 
the cash account for that date, which in­
cludes the cash in bank, is $13,964.88. 
You also ascertain that the face value of 
the tokens in circulation is $800, and that
this amount stands debited to cash and 
credited to a liability account.
(a) State the conclusions you would 
reach from the above facts as to the 
status of the cash on December 31st and 
January 21st.
(b) Suggest improvements in office 
and accounting practice with respect to 
the handling of cash and tokens.
Question No. 8 (weight, 10 points).
You are auditing a jobbing concern 
whose active sales season covers the 
months from September to April. Sales 
volume during the other four months is 
negligible. Its fiscal year ends April 
30th. It employs six salesmen under 
formal contracts for one-year periods, 
the contract year extending from Sep­
tember 1st to August 31st. These con­
tracts provide for each salesman’s com­
pensation in the form of a stipulated 
monthly salary and a stipulated monthly 
expense allowance, with the further pro­
vision that each salesman shall be paid a 
bonus at the end of his contract year of 
the amount by which 5 per cent of his 
sales exceeds his salary and expense al­
lowance.
From the following figures which you 
have drawn from the books, prepare any 
entries which you consider necessary to 
adjust the company’s profit and loss ac­
count in accordance with the terms of 
these contracts. Give reasons for your 
answer.
Sales­ Monthly Expense Sales Sept. 1
man. Salary. Allowance. to Apr. 30.
. . $300 $125 $132,000
B . . 300 125 140,000
C . . . 250 125 110,000
D 225 125 78,000
E  . . . . . 200 125 84,000
F . . 175 125 71,000
Question No. 9 (weight, 15 points).
A  company owning considerable cut­
over timberland filed a tirnberland ques­
tionnaire in 1918, claiming various values 
as of March 1, 1913, on its lands still 
owned and which were acquired prior to 
March 1, 1913. The values claimed were 
set up and the increase was credited to 
capital surplus. In 1923, the company 
sold on land contract 65.7 acres of land 
on which it had claimed a March 1, 1913, 
value of $16 an acre. The sale price was 
$20 an acre and the following entries 
were made to record the sale on the ac­
crual basis:
Land Contracts Receiv­
able— Mr. A  ................ $1,314.00
Profit on Sale of Land . $262.80
Timberland ....................... 1,051.20
To record sale of 65.7 acres at $20 per 
acre.
Basis for P. & L. was $16 per acre.
Capital Surplus ..................  $689.85
Surplus ................................ $689.85
To record appreciation realized on the 
above sale.
In 1926 the Company and the Commis­
sioner of Internal Revenue agreed on a 
valuation of $7.50 per acre as of March
1, 1913, on all of its land and the Com­
pany’s records and prior years’ taxes 
were adjusted to that basis. Shortly 
after such adjustment, Mr. A ’s contract 
was cancelled. Mr. A  had paid $150 on 
his contract. The Company had paid 
two years’ taxes amounting to $36, which 
had been charged to the contract and 
Mr. A was paid $10 for a quit claim deed.
You are required to state the amount 
of the taxable profit or loss on the can­
cellation and to prepare the journal en­
try to properly record the cancellation. 
Question No. 10 (weight, 5 points). 
The manager of a business calls you in 
and asks you to determine for him the 
reason or reasons why the operating 
profit for October is less than it was for 
September even though the sales in Octo­
ber increased $10,000, while the operat­
ing expenses remained practically con­
stant.
State briefly how you would proceed 
to find an explanation or explanations 
for this decrease in profit; also state 
what you might find in respect to the 
items which you would look into.
PROBLEMS
Part I— Time Allowance— 4 hours.
Problem No. 1 (weight, 25 points).
The Wrought Iron Manufacturing 
Company, manufactures a commodity for 
which standard specifications and costs 
have been determined. By operating on 
a standard cost system the management 
is enabled to obtain variations from 
standards which disclose price fluctua­
tions or efficiency changes in each of the 
cost elements of material, labor, and 
manufacturing burden. The budget for 
the last year’s operation was based on 
the normal production of 1200 units, 
while actual production was 1080 units.
BUDGET ESTIMATES AND ACTUAL COSTS 
Quantities
Item Standard Actual
Material Purchases ...............................  1,500 units
Material Requisitions ...........................  1,300 units 1,260 units
Productive Labor .................................... 24,000 hours 25,000 hours
Indirect Labor ...........................................................................................................


















Opening Inventories: Quantity Standard Actual
Material .......................................................................................  300 $900.00 $960.00
Finished Goods .......................................................................... 650 17,712.50 17,980.75
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Burden is distributed to production on 
the basis of 50 per cent of productive 
labor wage. At the end of the year the 
standard costs are adjusted to actual by 
the application of correcting percentages 
to material, labor and burden. When­
ever necessary opening inventions are 
considered in arriving at the percentages 
to be used as well as current transac­
tions.
All units were completely manufac­
tured and there was no work in process. 
Sales for the period were 1410 units at 
$40, totaling $56,400. Selling and ad­
ministrative expenses amounted to $9,370.
From the above information prepare 
statements setting forth the operations 
for the year and analyzing the varia­
tions from standard for each of the cost 
elements as to price and efficiency.
Problem No. 2 (weight, 20 points).
Part A
Given: The summarized operating 
statement of the Wisconsin Mercantile 
Company for the year ended February 
28, 1927, and the following departmental 
information in respect to the ten depart­
ments operated by the company; net 
sales, opening and closing inventories, 
net purchases, cartage inward, sales 
salaries, column inches of space used in 
publications, square feet of floor space 
actually occupied, and the square feet 
of floor space adjusted to reflect the rela­
tive values of the spaces occupied.
Required: Distribute all undistributed 
items by departments and prepare in de­
tail (that is, show amounts of each item) 
tabulations to show the operating profit 
or loss for each department. The tabu­
lations should “tie in” with the operating 
statement submitted and should be in 
such form that they could be used in a 
report as supporting schedules. State 
the basis of distribution used for each 
class of expense that you distribute.
Notations: Buying expenses include 
buyers’ expenses to market and a month­
ly payment to a buying agency located 
at the company’s principal purchasing 
point. The expenses of the advertising 
department include salaries, newspaper 
and outdoor advertising, circulars and 
decorating supplies. Delivery expenses 
include depreciation and other operating 
expenses of trucks and the drivers’ sal­
aries. The cost of occupancy of the 
building and equipment includes taxes, 
insurance, depreciation, repairs and 
cleaning; administrative and general 
store expenses include executive and of­
fice salaries, the usual administrative ex­
penses, depreciation of office equipment, 
and sundry store supplies such as wrap­
ping material, etc.
The floor space occupied by the display 
windows has not been given and it will 
not enter into the solution of this prob­
lem.
THE WISCONSIN MERCANTILE COMPANY 
Summarized Operating Statement 
Y ear Ended February 28, 1927
Net Sales ...................................................................................
Cost of Sales:
Inventories March 1, 1926 ......................................  $89,700.00
Net Purchases during the year .............................. 468,500.00
Cartage Inward ............................................................. 5,083.50
Buying Expenses ........................................................  4,216.50
567,500.00
Inventories February 28, 1927 ...............................  101,100.00
Cost of Sales ..........................................................
Gross Profit on Sales ..........................................................
Operating Expenses:
Sales Salaries ................................................................. 51,306.00
Delivery Expenses ........................................................  3,260.00
Advertising Department Expenses ....................... 20,850.00
Occupancy— Building and Equipment ................  35,200.00
OccuDancy— Heat, Light, and Power ................ 5,209.60
Administrative and General Store Expenses.. .  39,120.00
Total Operating Expenses ...............................
Operating Profit ...................................................................
Non-operating— Income ...................................................... 2,608.00
Expense ...................................................  662.40
Net Added ...............................................................
Net Profit— Before income and surtaxes ..................

















Inventory Inventory Net Cartage
Dept. No. Net Sales 3-1-26 2-28-27 Purchases Inward
1 ................ . .  $84,900.00 $9,300.00 $11,100.00 $59,400.00 $565.40
2 ......................... . . 45,000.00 7.900.00 7,000.00 28,500.00 243.50
3 ......................... . . 29,100.00 5.700.00 4,700.00 17,100.00 246.10
A . . 68,300.00 5,400.00 7,300.00 48,800.00 360.80
5 ......................... . . 107,700.00 17,000.00 20,200.00 85,900.00 826.90
6 ......................... . . 49,500.00 7,100.00 6,500.00 34,200.00 292.20
7 . . 77.500.00 3,200.00 7,100.00 61,900.00 642.90
8 ......................... 76,200.00 1,500.00 6,300.00 59,300.00 466.30
9 ......................... . . 73,900.00 17,700.00 18,100.00 49,800.00 1,051.80
10 ......................... 39,900.00 14,900.00 12,800.00 23,600.00 387.60
Total . . . . 652,000.00 89,700.00 101,100.00 468,500.00 5,083.50
Sales Column Inches Actual Adjusted
Dept. No. Salaries In Publication Floor Space Floor Space
inches Square F eet Square F eet
1 $6,700.00 2,363 1,550 1,830
2 4,400.00 973 1,150 840
3 ......................... 4,200.00 417 900 980
4 4.400.00 1,251 1,300 1,840
5 ......................... 6,700.00 1,390 1,210 1,830
6 ......................... 5,706.00 556 1,600 1,270



















1. Would you recommend the use of 
the Retail Method of inventory for the 
Wisconsin Mercantile Company? An­
swer Yes or No, and state two reasons 
for your answer.
2. Compute the closing inventory at 
cost and the cost of sales for a depart­
ment with these facts; the opening in­
ventory was $6,300 at cost and $9,000 at 
retail, purchases were put on sale to re­
tail at $66,000, which included a mark­
up of 32 per cent, sales amounted to 
$67,500, there were total additional mark­
ups of $625 on goods sold, and there were 
mark-downs of $450 on goods sold.
Part C.
From the information given and from 
your work, compute the merchandise 
turn-over by departments on a separate 
tabulation.
PROBLEMS
Part II— Time Allowance— 5 hours.
Problem No. 3 (35 points).
From the following data prepare a 
consolidated balance sheet and a consoli­
dated operating statement clearly setting 
forth minority interests.
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ASSETS
Cash ............................................................




Investments in Subsidiaries ...............













Surplus or Deficit .............................







preferred stock at cost .............
1050 shares of Rigidare Company’s
common stock at cost ................
$20,000 par value of Rigidare
$40,000
61,700
$36,000 $16,800 $8,200 Company’s bonds at cost ......... 20,000
29,000 18,300 19,200 These were all acquired on Janu­
ary 1, 1920, at which time the 
surplus of the Rigidare Com­
pany was $30,000.
300 shares of Kevroley Company’s 





158,000 173,400 114,000 40,000
170,000 120,000 50,000 This was purchased on July 1,
4,000 1,500 2,400 1922, at which time the surplus







Meneral Gotors Company— Credits—  
Sold 150 shares of Kevroley Com­




200,000 100,000 Balance in Investment Account. 151,700
245,300 229,000 137,900 Rigidare Company— Debits—
Bought 1200 shares of Kevroley 





Deficit of Kevroley Company on 












































Net Profit . . .  
Dividends Payable



























Inter-company sales were made as fol­
lows:
Meneral Gotors Company to Kevroley 
Company, $18,000, which cost $12,000. 
Sales made from July 1, to December 31, 
1926.
Meneral Gotors Company to Rigidare 
Company, $14,000, cost $8,000.
Rigidare Company to Kevroley Com­
pany, $2,000, cost $1,000. Sales made in 
June, 1926.
Kevroley Company to Meneral Gotors 
Company, $6,000, cost $4,000. This sale 
was made July 1, 1926, and was classified 
as Equipment on the Meneral Gotors 
Company’s book.
Depreciation at 10 per cent per annum 
on $3,000 for one-half year was taken 
by the Meneral Gotors Company.
Opening inventories contain inter­
company profits as follows:
Meneral Gotors Company on purchases 
from Rigidare Company, $2,000.
Rigidare Company on purchases from 
Meneral Gotors Company, $1,000.
Kevroley Company on purchases from 
Rigidare Company, $600.
Closing inventories contain inter-com­
pany profits as follows:
Rigidare Company on purchases from 
Meneral Gotors Company, $1,200.
Kevroley Company on purchases from 
Meneral Gotors Company, $2,400.
Kevroley Company on purchases in 
January, 1926, from Rigidare Company, 
$200.
Analysis of Investments in Subsidi­
aries:
Preferred stock of all companies is 
non-participating and has no further in­
terest in surplus after dividends have 
been declared. Dividends have been de­
clared as follows:
Meneral Gotors Company, preferred, 7 
per cent; common, 8 per cent.
Rigidare Company, preferred, 7 per 
cent; common, 7 per cent.
Kevroley Company, none.
An analysis of the bond accounts re­
veals the following:
Meneral Gotors Company, 6 per cent, 
May 1, November 1.
Rigidare Company, 4 per cent, April 1, 
October 1.
Kevroley Company, 5 per cent, Janu­
ary 1, July 1.
Problem No. 4 (weight, 20 points).
From the following data prepare the 
summary of the final accounting of the 
executor of the estate of X :
The will of X , who died February 28th, 
1924, provided for the appointment of an 
executor, who was directed to receive and 
realize upon all of the property, includ­
ing real estate, of the deceased.
The following provisions were also 
made:
(1) During her lifetime, the widow to 
receive an allowance from corpus of the 
estate of $800 per month (in lieu of her 
dower rights).
(2) Income of the estate to be divided 
equally between A  and B.
(3) Upon the death of the widow, the 
estate to be distributed equally between 
A, B, and C.
(4) A  Trust Company to serve as 
trustee after the close of the executor­
ship.
The assets of the estate as appraised 
were as follows:
AUDITED FINANCIAL STATEMENTS  
December 31, 1926
Meneral Gotors Company— Debits—  
400 shares of Rigidare Company’s
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Real Estate:
Washington Apartments ...........  $28,000.00
Lincoln Apartments ....................  65,000.00
Unimproved acreage ....................  30,000.00
Personal Property:
Cash balance in b a n k ..................  2,467.80
Preferred stock, X  Manufactur­
ing Company .............................  20,000.00
First Mortgage 6 per cent 
bonds, X  Manufacturing Com­
pany ...............................................  40,000.00
The executor’s receipts were as fol­
lows :
1924.
From January and February
apartment rentals ......................... $650.00
From balance of year apartment
rentals ...............................................  21,655.00
From proceeds of life insurance
policies ...............................................  20,000.00
From X  Manufacturing Company
for dividend declared in January 800.00 
From X  Manufacturing Company
for dividend declared in July. . 800.00 
From X  Manufacturing Company 
for semi-annual bond interest
January 1st to July 1st ...........  1,200.00
From sale of X  Manufacturing
Company stock in full ................  21,000.00
From sale of X  Manufacturing
Company bonds in full .............. 39,500.00
From sale of Washington Apart­
ments .................................................  36,000.00
1925.
From apartment rentals ................  $2,670.00
From sale of Lincoln Apartments. 80,000.00
From sale of acreage in full . . . .  32,000.00 
From interest on certificates of
deposit ...............................................  1,001.70
The executor’s disbursements, before 
payment of his own fees or of income or 
principal to the trustee, were as follows:
1924.
Last sickness and funeral expenses $882.67
Tombstone ........................................... 1,000.00
Debts of decedent .............................  42,643.70
Legacies to religious institutions. . 5,500.00
State inheritance taxes ..................  1,661.21
Federal estate taxes ......................... 894.13
Wages, light, water, fuel, insur­
ance and miscellaneous apart­
ment building operating ex­
penses .................................................  8,265.70
Widow’s allowance ...........................  8,000.00
Loaned on mortgage on Washing­
ton apartments .............................  18,000.00
Certificates of deposit....................... 55,000.00
1925.
Real estate taxes— Lincoln Apart­
ments .................................................  $1,670.00
Real estate taxes— acreage ...........  650.00
Apartment building operating ex­
penses .................................................  1,461.50
Widow’s allowance ...........................  1,600.00
Loaned on mortgage on Lincoln
Apartments ......................................  40,000.00
Certificates of d eposit....................... 65,000.00
Attorney fees and miscellaneous
administrative expenses .............. 2,020.60
On March 1st, 1925, the executor, by 
order of the court, was allowed a fee of 
$4,000, of which $1,500 was designated as 
compensation for collection of rentals and 
management of the apartment buildings. 
He thereupon turned over to the Trust 
Company the assets in his hands repre­
senting the balance of the corpus and 
income of the estate.
COMMERCIAL LAW
(Time Allowance— 2½ hours.)
Question No. 1— Give the essentials of 
a valid contract.
Question No. 2— Define void, voidable, 
and unenforceable contracts.
Question No. 3— In what four ways 
may the reality of consent to a contract 
be effected?
Question No. 4— What is the parol evi­
dence rule ? What is the purpose of said 
rule? Briefly give one illustration and 
one exception to the rule.
Question No. 5— State the rule for 
measuring the damages for breach of 
contract.
Question No. 6—
(a) What is a contract to sell goods?
(b) A  sale of goods ?
(c) May a contract to sell or a sale be
made of goods not now in ex­
istence ?
Question No. 7— When must a contract 
to sell personal property be in writing 
to be enforceable? Under the Uniform 
Sales Act? State two circumstances or 
facts of a contract to sell or a sale of 
personal property which will make un­
necessary a memorandum in writing.
Question No. 8— Enumerate the rights 
and remedies of an unpaid seller under 
the Uniform Sales Act. Enumerate the 
rights and remedies of the buyer under 
the Uniform Sales Act.
Question No. 9— What are the requi­
sites of a negotiable instrument?
Question No. 10—Who is a holder in 
due course under the Uniform Negotiable 
Instrument Act?
Question No. 11— What is the differ­
ence between negotiability and assigna­
bility? Give an illustration of a per­
sonal defense and one of a real defense 
as pertaining to negotiable instruments. 
Define and illustrate five different kinds 
of endorsements used on negotiable in­
struments.
Question No. 12— What test is applied 
in determining whether or not the rela­
tionship of principal and agents exist?
Question No. 13— Give the general rule 
governing the scope of an agent’s au­
thority. Is an agent’s implied authority 
apparent or real?
Question No. 14— State briefly the 
duties of an agent to his principal.
Question No. 15—
(a) What is a bailment?
(b) How do bailments differ from
sales ?
Question No. 16—
(a) What is a partnership ?
(b) May a minor be a partner?
Question No. 17—
(a) State the difference between a
trading and a non-trading part­
nership.
(b) What is the legal importance of
the above distinction?
Question No. 18— State the equitable
rules for distribution of assets of in­
solvent partnership estate under the 
Uniform Partnership Act.
Question No. 19— In settling accounts 
between the partners after dissolution in 
the absence of any specific agreement, 
what is the rank and order of payments 
of liabilities of the partnership?
Question No. 20— What are the duties 
of partners towards each other?
Question No. 21— State four advant­
ages from a business point of view that 
a corporation has over a partnership.
Question No. 22— Is a corporation liable 
on contract made by its promoters or 
for their expenses and services? What 
is meant by the term “limited liability” 
of a stockholder in a corporation? Is 
this so-called limited liability different 
in different kinds of corporation?
Question No. 23— What is the “trust 
fund” doctrine? What is the purpose 
back of this legal fiction?
Question No. 24 —  Enumerate the 
grounds for denying or objecting to the 
discharge of a bankrupt under the 
amendment of 1927 to the bankruptcy 
act.
Question No. 25— What obligations, if 
any, are not discharged or liquidated by 
a discharge in bankruptcy?
ELEMENTS OF POLITICAL 
ECONOMY
(Time Allowance— 2½ hours.)
(Answer any 10 out of the 14 ques­
tions. Emphasis will be placed upon rea­
sons which are given for answers.)
Question No. 1— (a) What were the 
causes of the industrial revolution?
(b) Show that two important conse­
quences of the industrial revolution are 
the dominance of (1) the corporation 
form of business organization, (2) the 
trade union.
Question No. 2— (a) Explain the ad­
vantages of the corporation over the sole 
proprietorship from the standpoint of:
1. The investor.
2. The business entrepreneur.
(b) If common stock is selling consid­
erably above par, one may be fairly sure 
that the corporation is undercapitalized. 
Why?
Question No. 3— (a) What is the im­
portance, if any, of determining the fair 
capital value of corporations?
(b) What methods may be used in se­
curing this value?
(c) Will the results be the same re­
gardless of the method used ?
Question 4— (a) If money should 
change in value, what difference would 
it make to the business community ?
(b) Is there any evidence that money 
has been changing in value since 1913? 
Explain.
(c) Name any plans or programs of 
which you know, which are designed to 
stabilize the value of money.
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Question No. 5— (a) Explain fully 
what you consider to be the most out­
standing single defect of the National 
Banking System. Show in detail how 
this defect was remedied by the Federal 
Reserve Banking System.
(b) Name briefly other defects of the 
National Banking System and the pro­
visions of the Federal Reserve System 
which furnish the solution to the respec­
tive problems.
Question No. 6— (a) Differentiate be­
tween “par” and “rates” of exchange.
(b) Show whether, and how, the fol­
lowing would affect “par” or “rates” of 
sterling exchange in New York:
1. Purchase by American investors of 
an issue of German securities.
2. Payment of interest upon these se­
curities by Germans to United States.
3. Foreign travel by Americans. 
Question No. 7 (a) “If we buy rails
from England we get the rails and they 
get the money, but if we buy rails at 
home we get both the rails and money.” 
Criticise the statement.
(b) A t present there is considerable 
agitation for a lower tariff which will 
facilitate the payment of the European 
debt to us. How would a lower Ameri­
can tariff be an aid in the payment of 
the debts?
Question No. 8— (a) Explain the forces 
which cause the change in business con­
ditions from prosperity to depression.
(b) In view of the causes which you 
have mentioned, what do you consider 
the most promising proposal for the pre­
vention of “business cycles?”
Question No. 9— (a) What connection 
is there between the cost of production 
of goods and their selling price? Ex­
plain carefully.
(b) Do you regard rent as one of the 
costs which enters into the determination 
of the price of wheat? Explain.
Question No. 10— (a) Explain fully the 
difference between capital and other eco­
nomic goods.
(b) Is the capitalist necessarily an 
entrepreneur also?
Question No. 11— (a) Explain the pe­
culiar enconomic characteristics of the 
railroad business which have necessitated 
government control.
(b) What do you understand to be the 
purpose of the Federal Trade Commis­
sion?
Question No. 12— (a) Explain the dif­
ferences between socialism, anarchism, 
and capitalism with special reference to 
their economic policies.
(b) Explain the long and short time 
effects upon real wages of
(1) The introduction of labor-saving 
machinery.
(2) High tariff.
(3) Restriction of output by labor. 
Question No. 13— (a) Mention any
plans of which you are aware, which are 
designed to maintain industrial peace.
(b) Explain the attitude of organized 
labor toward each of these plans.
Question No. 14— (a) “Income is a bet­
ter measure of ability to pay taxes than 
the possession of property.”
Show why this is true. In view of this 
fact would you advocate the abolishment 
of all property taxes? Explain fully.
(b) Explain the 20th century reaction 
against laissez faire.
GOVERNMENT ACCOUNTING
(Time Allowance— 2½ hours.)
Question No. 1— Prof. Seligman in his 
book on “The Income Tax,” in sketching 
the different stages in the development 




(c) Expenditure or Consumption Taxes.
(d) Tax on Product or Produce.
(e) Income Tax.
Briefly discuss the foregoing types of 
taxation, characterizing them and state 
under what time and conditions they rep­
resented proper forms of taxation.
Question No. 2— (a) What is meant by 
“tax exempt securities?”
(b) What is meant by the “tax free” 
covenant clause in a corporation bond?
(c) Is interest received from the fol­
lowing sources taxable:
On Postal Savings Deposits.
On Bonds of a Municipality.
On War Savings Certificates.
On Bonds of Industrial Concerns.
Designate whether subject to normal 
tax rates, surtax rates, or both, if ap­
plicable.
(d) Name three general classes of de­
ductible losses authorized by our Federal 
Income Tax Law, and state the general 
rule covering the deductibility of the 
same.
Question No. 3— In allowing deductions 
to corporations under the Revenue Act, 
what rules have been laid down with re­
spect to the following items:
(1) Compensation for Personal Serv­
ices.
(2) Donations.
(3) Expenses incurred in selling capi­
tal stock.
(4) Premiums paid on group life in­
surance policies.
(5) Capital stock bonuses to employees
for services.
(6) Advertising expenses (national in
scope).
(7) Organization expenses.
(8) Income Taxes paid pursuant to tax
free covenant in bonds.
Question No. 4— Growing out of Fed­







( f ) Board of Tax Appeal Decisions.
State the meaning of each of these
terms, how each arises, and symbols or 
reference marks characterizing the same.
Question No. 5— Outline the essential 
steps of procedure of a budget system 
for a municipality.
Question No. 6— In the case of the fol­
lowing transactions state the accounting 
procedure incident-thereto (state account­
ing record in which the same would be 
recorded and the accounts debited and 
credited):
(1) When bonds are sold either at a
premium or a discount.
(2) When contracts are entered into.
(3) When expenditures are made.
(4) When assessments are made.
(5) When assessments are paid.
(6) When interest is paid on bonds.
(7) When abatements are made.
(8) When Public Benefit Installment is
paid over.
(9) When bonds are paid.
(10) When refunds are made for assess­
ments collected in error.
Question No. 7—Name and briefly dis­
cuss three features wherein accounting 
for a public corporation, such as a mu­
nicipality, differs from accounting for a 
private corporation.
Question No. 8— (a) Name the three 
boards or commissions which, under Fed­
eral laws, have to do with the Federal 
regulation of business.
(b) Briefly describe the functions of 
each.
Questions 9 and 10— You are called 
upon by the Finance Committee of the 
City of A  to supply a statement of re­
ceipts for the year, a statement of the 
revenue for the year, and a statement of 
receipts, disbursements, and balances for 
the year, based upon the following in­
formation :
Cash Balances of Funds, be­
ginning of year:
General ........................................  $796.58
Water ........................................... 4,090.18
Park ............................................. 1,025.97
Library ......................................  6,075.10
Receipts for year:
General Fund—
Taxes current y e a r ...........  253,387.60(1)
Licenses .................................. 3,293.00
Permits .................................. 5,067.12





Accrued interest received 
on tax anticipation war­
rants issued ....................... 553.69





sold ......................................  191,000.00
Water Fund—
Rents ......................................  83,856.16
Warrants s o ld ....................... 2,900.00
Park Fund—
Taxes ......................................  20,485.10(a)
Other revenues ..................  271.91
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Library Fund—
Taxes ...................................... 15,363.81(b)
Other revenues .................... 686.66
Disbursements for year:
General fund ........................... 460,867.92(2)
Water ........................................... 78,306.34(3)
Park fund .................................. 16,782.98
Library fund ............................. 18,100.07
Police fines not turned in be­
ginning of year .................. 6,604.13
Police fines not turned in end
of year .................................... 6,988.03
Taxes of this year outstand­
ing, end of year general 
fund ......................................... 5,269.61
( 1)Include items (a) and (b) which are
later transferred to the proper funds.
( 2 ) Includes $100 tax refund and trans­
fers (a) and (b ).
(3 ) Includes transfer to General Fund.
SOME ASPECTS OF VALUA­
TION AND INCOME DE­
TERMINATION
(Continued from  page 76)
earning power or sales value, so 
that the balance sheet of every 
profit-making business will show a 
capitalization of its earning power. 
And who will say that such a pro-
cedure, if the proper rules for 
accomplishing it could be worked 
out, would not be more desirable 
and more valuable than the pres­
ent practice which so often results 
in showing at a high value non­
existent goodwill (which had prop­
erly been paid for with capital 
stock), or in showing at the mere 
cost of recording them patents 
which could be sold for millions ?” 
We are all fully aware that ac­
counting is not a cut and dried 
science and for that very reason I 
like it. It, like the economic world 
in which we live, is changing. Ac­
counting has many problems yet to 
solve and most of all, as Hatfield 
has said, it needs to develop a 
logical theory based upon tenable 
assumptions. It is at present ex­
periencing some of the growing 
pains which are necessary in the 




The Connecticut Society of Cer­
tified Public Accountants held a 
special meeting on Wednesday, 
January 25, 1928, at the City Club, 
Hartford. Leon Vannais and Louis 
Perlysky presented papers on “Pub­
licity.” There was an informal dis­
cussion on the pending Revenue 
bill.
Massachusetts
At a meeting of the Massachus­
etts Society of Certified Public Ac­
countants held on December 27,
1927, Frank M. Carhart, of the 
firm of Jackson & Moreland, engi­
neers, addressed the Society on the 
subject of “Patent Appraisals.”
Mr. Carhart said that patent ap­
praisals had only been made by his 
firm within the last ten years and 
were made for three purposes: (1) 
Determination of March 1, 1913 
values for the income tax and re­
coupment to a company for the de­
pletion of its assets; (2) to deter­
mine fair- value to set up on the 
company’s books; and (3) for the 
purpose of purchase and sale.
The rights in a patent may be as 
follows: (a) Ownership in fee; (b) 
Shop-right, where the inventor uses 
the shop of a company to develop 
a patent, which gives the company 
the right to use the patent without 
paying a license fee; (c) licensee 
under a patent. The value to the 
licensee is dependent on whether 
or not he has an exclusive right to 
manufacture under the patent; (d) 
application for a patent, which is 
property according to a Supreme 
Court Decision, but which has been 
ruled out by the Department as 
having no definite life.
In valuing a patent, Mr. Carhart 
stated that there were two things 
to look for: (1) What has the com­
pany got in the way of patents? 
This involves an investigation of 
the different patents and ascertain­
ing if any attack has been made on 
them as to infringement of other 
patents, etc. (2) What has the 
company done with them from a 
commercial point of view ? In this 
connection, the engineers ascertain 
what the total output of the com­
pany is as compared with the out­
put of all other companies in this 
country and the world, and the 
number and financial standing of 
competitors.
The actual value of the patents 
is dependent on the prospective 
profits to be derived therefrom. 
The only basis at hand, however, 
is the profits already made. After 
determining what these profits 
have been, and for this purpose ac­
countants are frequently called in, 
Mr. Carhart computes a return on 
the investment, determines what 
he considers to be profits attribut­
able to good will value, and assigns 
the balance of the profits to pat­
ent value.
If the competitors of the com­
pany being studied are large and 
offer real competition, more value 
must be allocated to good will rela­
tively than to patents. The produc­
tion history prior to the date of de­
termining the value is basic, but 
it is also important to substantiate 
it by subsequent results if possible. 
A forecast must also be made as to 
expected future profits, dependent 
on the prospective growth of the 
industries that use the patent as 
well as the company which manu­
factures under it.
Mr. Carhart said that the Treas­
ury Department in Washington was 
still following rather closely A. R. 
M. 34, in determining the value at 
March 1, 1913. He was entirely 
out of sympathy with this basis of 
valuation if the previous trend was 
markedly up or down. The Depart­
ment, Mr. Carhart said, used “Hes- 
kold’s” method to determine the 
present value. This was originally 
used for valuing leaseholds of coal 
mines.
Returning to the value itself, Mr. 
Carhart said that the earnings 
from the patent might be estimat­
ed to the saturation point in the in­
dustry and a proportion of those 
earnings allocated to interest, good 
will and patent value. On the other 
hand, it was advisable, where pos­
sible, to estimate what the royal­
ties to be paid by the licensees 
would be. This he thought on the
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whole to be the best basis, where 
possible. A third alternative was 
to estimate the savings that would 
be effected by the use of the pat­
ents. This information, however, 
was very difficult to obtain.
After Mr. Carhart had finished 
his remarks, a number of questions 
were asked and in reply thereto he 
said that he could only value pat­
ents which had been commercially 
proven, that is, money had been 
made from them. It was impossi­
ble to estimate satisfactorily the 
value of patents which had not been 
demonstrated. He also said that 
he thought there was little good 
will value in the case of monopolies, 
except in unusual cases where the 
service element was stressed. When 
asked if he gave consideration to 
subsequent improvements to a pat­
ent, he said “No,” but he did at­
tach importance to the question of 
obsolescence. Mr. Carhart also 
said that subsequently it was neces­
sary to get a value for a group of 
patents and then to allocate that 
value to the different patents over 
the life thereof.
New York
The Buffalo Chapter of the New 
York State Society of Certified Pub­
lic Accountants has elected the fol­
lowing officers for the current year: 
President, Edward C. Gruen; Vice- 
President, Edgar G. Lucker; Secre­
tary, Edwin E. Leffler; Treasurer, 
Luther K. Watkins.
Pennsylvania
The January meeting of the 
Pittsburgh Chapter of the Penn­
sylvania Institute of Certified Pub­
lic Accountants was held in the Ho­
tel Henry on Thursday evening, 
January 26, 1928, at 6:30 o’clock. 
There were present eighteen mem­
bers, ten non-members and twelve 
of the successful candidates in the 
November, 1927, C. P. A. examina­
tion, who were honor guests of the 
evening. M. D. Bachrach delivered 
the address of welcome and George
F. Herde introduced the speaker 
of the evening, John G. Buchanan,
Esq., attorney-at-law, who ad­
dressed the meeting on the subject 
of the proposed revenue act of
1928. James M. Cumming and 
James Walton also spoke in this 
connection. The Chairman, Frank 
A. Willison, was empowered to ap­
point a formal committee to study 
the proposed act of 1928 with a 
view to transmitting to the proper 
congressional committee the rec­
ommendations of the chapter, sub­
ject to the consent of the Pennsyl­
vania Institute.
The February meeting of the 
Philadelphia Chapter of the Penn­
sylvania Institute of Certified Pub­
lic Accountants was held at the 
Art Club on Tuesday evening, Feb­
ruary 14, 1928, at eight o’clock. 
The meeting was preceded by an 
informal dinner.
Elmer G. Parsley, of the firm 
of Parsley Bros., Investment Bank­
ers, spoke on some of the problems 
which confront an investment 
banker in the financing of an enter­
prise and the relation of an ac­
countant to such problems. He 
brought out the fact that the bank­
er is dependent upon the account­
ant for the following factors in 
reaching a decision: That the 
current assets as stated are truly 
assets; That all the liabilities are 
shown, including contingent liabil­
ities ; That the earnings statements 
are in proper form and reveal the 
real earning power of the corpora­
tion ; That the proper maintenance 
and depreciation charges as recom­
mended by engineers are being set 
aside; That all Federal income tax­
es have been properly taken care 
of.
The Hon. Frank J. Gorman, mem­
ber of the Pennsylvania Securities 
Commission, addressed the mem­
bers on the subject of the relation­
ship of the accountant to the Se­
curities Commission and effect of 
the Blue Sky Laws of Pennsylvania 
upon the accountant in connection 
with making of reports on the float­
ing of new issues of stock. He said 
the securities law has, saved hun­
dreds of millions of dollars to the
people of Pennsylvania. It is a 
licensing or preventative law by 
compelling disclosures of plan of 
business, repute and financial 
standing of the applicants. It is 
probable that many fraudulent 
stocks are being sold in Pennsyl­
vania and other States today 
through the mails and telephone. 
Investors would save additional 
millions if they would confer with 
their bankers and ascertain wheth­
er these dealers are authorized to 
sell and whether the issues are 
sound. The evidences of deceit be­
fore the Commission include such 
items as gross exaggeration of real 
estate values and inclusion of in­
vestment stocks at par value in the 
Balance Sheet when they have no 
actual value. The Securities Com­
mission calls upon Certified Public 
Accountants to prepare data cor­
rectly. More than one withdrawal 
of application has been made when 
the Commission required an audit 
by Certified Public Accountants.
THE TEXAS ACCOUNTANT
The Texas Society of Certified 
Public Accountants has established 
an official Bulletin. The first issue 
has come to our desk and contains 
as its opening article a communica­
tion from the president entitled “A 
Challenge to the Profession in 
Texas.” It is so good that we are 
reproducing it:
“In taking stock of the account­
ancy profession in Texas, the exec­
utive committee is encouraged be­
yond measure with the possibilities 
for the ensuing year. We find a 
growing appreciation on the part of 
the business interests of the State 
for the contribution toward com­
mercial and industrial progress af­
forded by the Certified Public Ac­
countants in their midst. Through 
the accession to our ranks of many 
new and capable practitioners, we 
are more and more in position to 
meet the need created by the ever 
increasing demand for our services.
“It is high time that we arouse 
ourselves, cut loose from the old be­
fogging ideas of individual effort
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and competitive spirit, and band 
our profession together with a 
clearer view of our public duties, 
professional status and the bene­
fits to be gained through definite 
cooperation. The business world 
demands it of us as it has demand­
ed of other professions in the past. 
Of course, if we insist on commer­
cializing our work, the business 
man may shrug his, shoulders, but 
will accept us at our own valuation 
and hold us to the evils of competi­
tive bidding, haggling over prices, 
and all other things which obstruct 
the development of our profession.
“As expressed at the November 
meeting, the major aim of your 
president is the development and 
launching of a complete and thor­
ough public educational program— 
publicity, if you prefer the term. 
Such a program would include not 
only news items and paid space in 
the press, explanatory of the ob­
jects and aims of our profession, 
but as well the appearance of our 
speakers before other bodies, the 
fostering and guidance of acount­
ing study groups and such other 
methods as may be developed.
“The effect of a well developed 
program of this type will be mani­
fold. It will facilitate our legisla­
tive efforts. It will assure us the 
practical benefits of the present 
law. It will develop the sympa­
thetic understanding of our prob­
lems among the business men of 
the State. And in countless other 
ways will the profession be bene­
fited.
“But first, we must lay the foun­
dation of unified purpose. To ac­
complish this we are undertaking 
the issuance of this monthly bulle­
tin. It is not to be confined to the 
utterances of the officers of the 
Society. It is yours—a medium 
through which you, every Certified 
Public Accountant in the State, 
member or non-member of the So­
ciety, may express your ideas of 
the higher things for which we, as 
a profession, must strive. If you 
please, it is an open forum for the 
accountants of Texas.
“Hence this challenge to the pro­
fession in Texas. Appropriate a 
part of your time, cogitate, consid­
er, reflect, meditate, conceive and 
formulate your ideas along con­
structive lines, write them and send 
them in for publication in this, your 
bulletin. And do not stop there. 
Stand up for your ideas. Talk to 
other accountants about them. 
Take exception, if you wish, to 
what your officers say, to what 
other acountants say in this bulle­
tin. And above all, through your 
contributions, make this bulletin a
power for the advancement of our 
profession. So far as space will per­
mit, they will be published, with 
one proviso only: that no individ­
ual may have reasonable cause to 
consider a personal criticism in­
tended.
“Hence we respectfully present 
this first issue of ‘The Texas Ac­
countant,’ and say that its contin­
ued success is up to you.
BOULDIN S. MOTHERSHEAD, 
President."
LEGISLATION
The Legislation Survey Commit­
tee for the New York State Society 
of Certified Public Accountants, ap­
pointed last fall, made its final re­
port on January 14, 1928. At a 
meeting of the Board of Directors 
of the New York State Society held 
January 16, 1928, the following 
resolution was unanimously adopt­
ed:
“Resolved, That the Board accepts with 
sincere thanks the unanimous report of 
the Legislation Survey Committee dated 
January 14, 1928; that the Board records 
its appreciation of the Committee’s 
thorough, exhaustive, scholarly and im­
partial consideration of accountancy 
legislation; that it accedes to the Com­
mittee’s oral request to be discharged; 
and that a copy of the Committee’s re­
port should accompany the call for a 
special meeting of the Society to discuss 
and consider the said report.
“Resolved further, That the Board ap­
proves the findings of the Committee as 
to the present nonexistence of a public 
necessity for restrictive legislation and 
the Committee’s recommendations in re­
gard thereto, and in turn repeats these 
recommendations to the Society.
“And resolved further, That the Board 
recommends to the Society that when, as 
and if the public necessity for regulatory 
legislation should arise, the Society 
should then support two-class legislation 
generally of the so-called Michigan type, 
provided such legislation has the ap­
proval of the Regents of the University 
of the State of New York.”
The report is the most extended 
and carefully considered which we 
believe has been made by any State 
society. The main criticism which 
could be placed upon it is the ease 
with which the two words “restric­
tive” and “regulatory” as applied 
to legislation are interchanged. The 
same tendency is shown in the res­
olution of the Board of Directors 
where, in the second paragraph, one 
word is used and in the third para­
graph the other is used. While the 
effect of regulatory legislation may 
be to restrict, it does not follow 
that restrictive legislation would 
necessarily regulate. The original 
C. P. A. laws were restrictive in 
character, but not regulatory. We 
suggest that all State societies con­
fine themselves to a discussion of 
regulatory legislation for that is 
the only type which can have the 
public need in mind as an argu­
ment in its favor.
On January 25, 1928, there was. 
introduced in the Assembly of New 
York by Mr. Gedney a bill amend­
ing the present C. P. A. law. This 
bill! follows in general the lines of 
legislation introduced each year for 
several years. However, it changes 
in detail some of the provisions, the 
most important of which are that 
it grants permission to issue a 
waiver certificate to an accountant 
in the State of New York who has 
been in public practice for a period 
of ten years prior to the date of 
passage of the Act. Last year this 
was five years, two years ago it was 
three, three years ago it was two 
and originally it was planned to 
make it an open waiver. A second 
change relates to the temporary 
certificate and license. This year
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the bill provides that they may be 
issued to public accountants who 
are in practice at the time of the 
passage of the bill and should be 
valid for a period of ten years. Last 
year the provision covered only 
those who had been in practice for 
two years, and the certificates were 
valid for but five years.
So far, no reports have reached 
us with regard to the probable suc­
cess or failure of the bill in ques­
tion.
At the Spring meeting in 1927, of 
the Virginia Society of Public Ac­
countants, a committee was ap­
pointed to revise the present C. P.
A. law. That committee repre­
sented both certified public account­
ants and public accountants. A 
bill has been prepared and has been 
introduced into the Virginia Legis­
lature where it is awaiting its final 
disposition.
department of any municipality in 
the State for three years. The 
Committee to which the bill has 
been referred has a meeting on 
March 2, 1928.
The office of the American Insti­
tute has no knowledge of the bill 
and it would therefore appear that 
this is an effort of State depart­
ment employees to obtain a C. P. A. 
certificate, using the matter of ex­
amination questions as a camou­
flage to conceal the real purposes.
Arbitration bills have been in­
troduced in the Rhode Island and 
Kentucky Legislatures, being spon­
sored in each case by the State so­
ciety of certified public account­
ants, each society being affiliated 
with the American Arbitration As­
sociation.
VOTE ON REGULATORY LEGIS­
LATION
In Kentucky a bill has been intro­
duced extending to certified public 
accountants the privileged com­
munication clause similar to that 
affecting attorneys. This bill has 
the backing of the State society.
The certified public accountants 
in South Carolina are simply one 
of a group included in an attempt 
by means of a bill which has been 
introduced into the South Carolina 
Legislature to increase the reve­
nues for the State by taxing per­
sons, firms or corporations whose 
sole income is derived from fees 
and commissions.
Assembly Bill No. 343, intro­
duced into the New Jersey Legis­
lature provides that in all exami­
nations the Board shall use only 
those questions prepared by the 
American Institute of Accountants 
and further provides as an alterna­
tive for public accounting expe­
rience that applicants may present 
evidence of having been regularly 
engaged in the practice of account­
ing with any department of the 
State of New Jersey or with the
The last annual convention of 
The American Society of Certified 
Public Accountants instructed the 
officers of the Society to submit the 
resolution, which was printed on 
page 327 of the November CERTI­
FIED PUBLIC ACCOUNTANT, to 
a mail vote of the members.
Sixty days having elapsed since 
the ballots on this resolution were 
sent out, the President feels it 
proper to close the ballot and an­






The amendments to the Consti­
tution and to the By-Laws of The 
American Society of Certified Pub­
lic Accountants, having been rec­
ommended by a majority of the di­
rectors and having been submitted 
to the members for a referendum 
vote by mail, and having been ap­
proved by two-thirds of the mem­
bers so voting within two months 
from the date of the mailing to 
them of the ballot forms, are here­
by declared by the President to be 
effective this twenty-fifth day of 
February, 1928.
The Constitution and By-Laws 





The Baltimore papers for Feb­
ruary 14, 1928, announce the final 
conclusion of the efforts of William
A. Gillespie, C. P. A., and former 
State Auditor of Maryland, to vin­
dicate himself of charges to the ef­
fect that he had conspired with 
Messrs. Newton and Dickey to de­
fraud the creditors of the Union 
Finance Company, a defunct “blind 
pool,” by issuing a fraudulent audit 
report in 1922 in which the com­
pany was shown to be solvent.
In the first cases Newton, the 
President of the Company, was sen­
tenced to five years in the peniten­
tiary, Mr. Gillespie was sentenced 
to one year in the city jail and Mr. 
Dickey was sentenced to four 
months therein.
Following this court decision the 
Maryland Association of Certified 
Public Accountants appointed com­
mittees and later the Association 
appealed to Governor Ritchie to re­
voke Gillespie’s certificate as a 
C. P. A.
Governor Ritchie, having par­
doned both Dickey and Gillespie, 
held a hearing on the revocation 
petition but declined to grant the 
same. Gillespie filed four libel 
suits against groups of certified 
public accountants based upon their 
several attitudes in connection with 
the petition to the Governor asking 
for the revocation of his certificate.
The attorneys for both sides in 
the first case tried reached an 
agreement under which Gillespie 
withdrew his charges that the de­
fendants: in the matter had acted 
from bad motives or with intent to 
injure his business and the defend­
ants in turn asserted that in their 
criticism of Gillespie’s report they 
had not been concerned with the
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motives that Gillespie might have 
had in making the same and that 
they had not intended to charge or 
imply that Gillespie had been guilty 
of a criminal wrong in the audit and 
report.
The jury awarded Mr. Gillespie 
$50.00 and the defendants were 
charged with the court costs. The 
other suits have been dropped as 
Mr. Gillespie maintained that all 
he desired was vindication.
ANNOUNCEMENTS
The Accounting Service and 
Audit Company announce the re­
moval of their offices to 1001-1002 
Court Square Building, Calvert and 
Lexington Streets, Baltimore, Md.
Gilby, Penny & Company an­
nounce the admission to partner­
ship of Roy Hall, C. P. A., and the 
change in the firm name to Gilby, 
Penny, Hall & Co., which will here­
after be located at 105 West Adams 
Street, Bankers Building, Chicago, 
Ill.
Lawrence Scudder & Co., an­
nounce the opening of an office at 
1203 First National Bank Building, 
Detroit, Michigan, with C. M. Laux 
in charge.
Samuel Tarter, C. P. A., an­
nounces the removal of his office 
to the Tribune Building, 154 Nas­
sau Street, New York City.
Y. Watanabe has become a mem­
ber of the firm of Higashi & Wata­
nabe, Public Accountants, Tokio 
Kaijo Building, Tokio, Japan.
Morgan & Company, Certified 
Public Accountants, have removed 
their offices to 1813 Packard Build­
ing, Philadelphia, Pa.
Joseph G. Weiss, C. P. A., is now 
located at 1457 Broadway, New 
York City.
John H. Verkouteren, C. P. A., 
announces the opening of an office 
at 712 Southern Building, Wash­
ington, D. C.
Rothman & Rothman, Certified 
Public Accountants, announce the 
removal of their offices to Suite 
810 Union Bank Building, Eighth 
and Hill Streets, Los Angeles, Cali­
fornia.
Temple, Brissman & Co., Certi­
fied Public Accountants, announce 
the admission to partnership as of 
November 1, 1927, the following 
members of their staff: Ernest W. 
Carlson, C. P. A., Arthur E. Has­
lund, C. P. A., and Harry S. Tem­
ple, C. P. A.
Messrs. Millar, Macdonald & 
Co., Chartered Accountants, Win­
nipeg, announce the opening of an 
office at 409 Bartlet Building, 
Windsor, where Harnish Ross Mac­
donald, C. P. A., will act as resident 
partner.
Frank S. Glendening, C. P. A., 
announces the removal of his office 
to the Widener Building, Chestnut 
and Juniper Streets, Philadelphia, 
Pa.
Samuel E. Friedman, C. P. A., 
announces the removal of his of­
fices to 416 McDowall Building, 
Seattle, Washington.
Touche, Niven & Co., announce 
the opening of an office for the 
practice of public accounting at 
1509 Book Building, Detroit, Mich­
igan, under the joint management 
of Robert L. Turner, C. P. A., and 
William F. Merrill. Robert S. 
Waugh, who has been affiliated 
with Mr. Turner for many years, 
will also be associated with the 
firm.
W. M. Madden & Company, Cer­
tified Public Accountants, Indian­
apolis, Indiana, announce the re­
moval of their branch office at 
Terre Haute, Indiana, from the 
Opera House Block to 404 Citizens. 
Trust Building, and the removal of 
their branch office at Hammond, 
Indiana, from 800 Lloyd Building 
to 708 Lloyd Building.
Benjamin Blattner, C. P. A., an­
nounces the removal of his office 
to 11 West 42nd Street, New York 
City.
Geo. B. Simpson, L. R. Chenault 
and M. S. Carneiro, Certified Public 
Accountants, announce that they 
are now associated in the practice 
of accounting, succeeding Simpson- 
Chenault Company, and will oper­
ate under the firm name of Simp­
son - Chenault - Carneiro & Co., 
Texas Theater Building, San An­
tonio, and State National Bank 
Building, Brownsville, Texas.
Bolte & Low, Certified Public Ac­
countants, 1028 Metropolitan Bank 
Building, Minneapolis, Minnesota, 
announce the inauguration of a 
Management and Industrial Engi­
neering Service under the direction 
of Mr. Neil H. Griebenow.
Jay E. Bigham & Company, Cer­
tified Public Accountants, Citizens 
Bank Building, Tampa, Florida, 
announce that Elliott G. Austin,
C. P. A., has been admitted to part­
nership in the firm.
STATE BOARD NEWS
South Carolina
L. L. Wilkinson, Jr., and George
E. Olson have been reappointed as 
members of the South Carolina 
Board of Examiners of Public Ac­
countants.
Wyoming
Governor Frank C. Emerson has 
appointed E. D. Hiskey, of Lara­
mie, to fill the unexpired term of 
Byron S. Huie, resigned, and A. H. 
MacDougall, of Rawlins, to fill the 
unexpired term of F. S. Burrage, 
resigned. At a meeting held in De­
cember the Board organized with 
C. H. Reimerth, of Casper, Presi­
dent; E. D. Hiskey, of Laramie, 
Treasurer, and A. H. MacDougall, 
of Rawlins, Secretary.
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NOTES
During the past month the De­
partment of Commerce has sent to 
e ach member of The American So­
ciety a copy of Trade Information 
Bulletin No. 523 relating to “Dou­
ble Taxation Relief.”
They have a three-page reprint 
on Tax and Corporation Law in 
European Sales Organization, pre­
pared by Mitchell B. Carroll, of the 
Division of Commercial Laws, 
which may be obtained upon re­
quest as long as the supply holds 
out. Requests should be addressed 
to the Division of Commercial 
Laws, Bureau of Foreign and Do­
mestic Commerce, Department of 
Commerce, Washington, D. C.
Wilfred C. Sigerson, C. P. A., 
Chief Accounting Engineer for the 
Elliott-Fisher Company of New 
York, sometime since prepared a 
“ Digest of Accounting Organiza­
tion and Practice,” a monograph of 
72 pages in which is outlined by 
chapters the scope of accounting, 
the accounting organization, the ac­
counting process, forms for ac­
counting, books of original entry, 
the account, accounting summaries 
and reports, accounting for financ­
ing, accounting for purchasing, ac­
counting for production, cost ac­
counting and accounting for sales. 
Accounting offices desiring to ac­
quaint themselves more thoroughly 
with machine accounting system 
data should request a copy.
The Prentice-Hall, Inc., and Com­
merce Clearing House tax service 
organizations have had a bout in 
the United States District Court 
for the Southern District of New 
York, as a result of which Hon. 
Thomas D. Thacher, District Judge 
presiding, issued a decree on De­
cember 30, 1927, in favor of the 
Prentice-Hall organization.
The decree contained nineteen 
findings, the sum and substance of 
which was that the Commerce 
Clearing House organization had 
infringed on some of the copyright 
privileges owned by the Prentice- 
Hall organization and they were di­
rected to make certain specific 
changes and render certain finan­
cial statements which could be used 
as a basis for determining what 
damages should be assessed against 
the Commerce Clearing House and 
in favor of Prentice-Hall.
In the meantime, it appears that 
subscribers to both services have 
been receiving due notice of the 
many and varying ways in which 
decisions concerning tax matters 
have been rendered.
Classified Advertisements
ACCOUNTANT— An opportunity is o f­
fered to an ambitious young man to 
join  an old established accountant in 
New Y ork ; ultimate view acquiring 
business. Small capital required. 
Christian. Address Box 185, THE 
CERTIFIED PUBLIC ACCOUNTANT.
ACCOUNTANT’ S TY PIST —  Young 
woman 28, experienced wide-carriage 
tabulator machine operator, well ac­
quainted all accountant’s work, short­
hand, all office detail; wants permanent 
connection with progressive certified 
public accountants.— Box No. 186, TH E 
CERTIFIED  PUBLIC ACCOUNTANT.
W A S H I N G T O N  D A I L Y  
T A X  S E R V I C E
The daily newspaper of taxes. It is on your desk every morning, containing all rulings, Board, 
Court and Treasury Decisions promulgated the previous day.
THE ONLY T A X  SERVICE YOU HAVE TIME TO READ
A report covering everything in the Treasury Department, Board of Tax Appeals, all courts, 
opinions, discussions, tax news, procedure and practice, information on the new Act is mailed DAILY 
whether there is one decision or ten. SPECIAL PRICE
The Finder-Super Index
is the only method of locating current decisions.
You will find it in one place and up to date 
each day.
A free copy on request




Please enter our subscription to the W ashington 
Daily Tax Service for one year, at $20.00 per year. 
(Less 10 per cent to members o f The American So­
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A  Reference Book It Will Pay 




The whole field of operating Finance between two covers. Few 
if any questions of financial policy, principle, or method can 
arise in any organization, large or small, which the accountant 
will not find answered here by concise, authoritative statements.
ONE of the greatest works of Robert H. Montgomery, well known to you as a Certified Public Accountant, 
Counsellor-at-Law, member of the firm of Lybrand, Ross 
Bros. & Montgomery, author of Auditing, etc.—an ac­
knowledged authority on financial management. In pre­
paring this volume, he has been assisted by 33 able con­
tributors, including financial executives, bank officers, 
lawyers, and professional accountants.
There is no other book like it for quick, reliable ref­
erence. Its 1,757 pages give you—right at your elbow— 
a wealth of vital information on the practical operating 
side of handling finances as you need to know it to work 
on common ground with the financial officers of a com­
pany. Material equivalent to 10 large volumes.
The 37 Sections Include:
Control of current financial operations; capital structure and 
policies; concise summary of budget procedure; methods of con­
trolling sales and sales expense; insurance protection; features 
of business statistics; purchasing procedure; 
fixed capital expenditures; determining prof­
its legally available for dividends.
Duties and responsibilities of financial offi­
cers; investing surplus funds; no par stock, 
financial and accounting aspects; real estate 
transactions; export and import financing; 
controlling inventory investment; traffic man­
agement and transportation; use of financial 
statements and reports.
H O W  A C C O U N T A N T S R E G A R D  T H E  
B O O K :
“Policy and practice applicable to almost 
every conceivable subject connected with 
financial affairs;”
“Has saved me many a weary hunt for 
needed inform ation;”
“I know no other book which contains 
so much authoritative information and 
reference matter in so handy a form ;”
“Its working value is augmented by its 
adequate index and its comprehensive 
brevity;”
“Just the information accountants need 
most frequently;”
these are just a few of the scores of en­
thusiastic comments we have received 
from men high in the accounting profes­
sion. (Names of those making comments 
quoted given on request.)
Sent You For Examination
No accountant or accounting depart­
ment should be without this 1,757-page 
manual. We want to place in your 
hands a copy in its handsome and dura­
ble flexible binding so that you may see 
for yourself its great usefulness. Fill 
out and mail the order form below and 
we will send the book postpaid. Use it 
in your work for a full five days, if you 
wish. Within that time after its receipt, 
you can send us the price or return the 
book as you decide.
The Ronald Press Company
Publishers 
15 East 26th St., New York, N. Y.
W H E N  A N S W E R IN G  A D V E R T IS E M E N T S  M E N T IO N  T H E  C E R T IF IE D  P U B L IC  A C C O U N T A N T
----------------------------USE THIS ORDER F O R M ---------------------------
THE RONALD PRESS COMPANY 
15 East 26th St., New York, N. Y.
Send me postpaid a copy of Montgomery's F in a n cia l 
H an db ook . W ithin five days after its receipt, I will either 
send you $7.50 in full payment or return the book to you.
Name





Signature ............... ........................................... ..................................................
Orders from  outside continental 17. S. and Canada m ust be 
accompanied by cash plus 25 cents (per book) to cover shipping.
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C u m u l a t iv e  feature of
T h e  P r e n t ic e -H a l l
Fe d e r a l  T a x  Se r v ic e
SAVES YOUR TIME!
W HEN you have a problem on the 1918 law (or on the 1921 or 1924 laws), do 
you first look in a source of information pub­
lished eight years ago, then follow through the 
changes in another source published seven years 
ago, then one published six years ago, then one 
published five years ago, then another published 
four years ago, then one published three years 
ago, then one issued last year and finally to one 
published this year?
Or would you prefer to find it all in one 
source of information — in one place?
The Cumulative feature o f the Prentice-Hall 
Federal Tax Service makes it unnecessary for 
subscribers to refer to any past years' Services. 
The Cumulative Service is complete in itself. 
The Federal Income Tax Laws of the past ten 
years with their corresponding regulations are 
reprinted in full in the 1928 Cumulative Service. 
All Rulings, Court and Board of Tax Appeals 
decisions affecting each law are also shown.
The Prentice-Hall 1928 Federal Tax Service is 
complete— concise— cumulative. It saves time.
P r e n tic e -H a l l , In c .
70 Fifth Avenue, New York, N. Y.
PRENTICE-HALL, In c .
70  F if t h  A v e n u e , N e w  Y o r k , N. Y .
You may send me, without cost or obligation on my part, a copy of the new booklet "Reducing Federal Taxes” 
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“A  sensible man is he who finds what is to his 
advantage in all that happens to him.”
— G o e t h e .
THE PRESIDENT’S COLUMN
THERE is an old saying about the shoes worn by shoemakers’ children. How far can it be applied 
to public accountants in their efforts to further the 
cause of the natural business year? In other words, 
how many public accountants arbitrarily close their 
own books at the end of the calendar year?
Of course the natural year and the calendar year 
may in some instances coincide, and at first glance it 
might seem that they do in the case of the public 
accountant. It will be said that most annual contracts 
for public accountants’ services are made on the basis 
of the calendar year, therefore . . .
The reasoning is fallacious. While such contracts 
are made mostly on the basis of the calendar year, 
the period in which such services are rendered does 
not end with the calendar year. The audit of Decem­
ber transactions is made in January; the audit of the 
fourth quarter is performed in the first quarter. The 
preparation of the annual report and of the income 
tax return— the closing events of the year’s work—  
occur after the end of the calendar year in which 
is performed most of the work under an annual con­
tract.
It is thus evident that the public accountant’s nat­
ural year ends sometime after December 31. At just 
what date, however, is difficult to determine. March 
15 will not do because the federal income tax laws 
require that the fiscal year end on the last day of a 
month. And besides that there are usually engage­
ments on which extensions of time for filing returns 
have been obtained.
March 31 is probably the most logical date from the 
standpoint of the number of pending annual contracts 
on which some service has already been performed, 
yet at this date (as at any other except January 31, 
which is an utterly impracticable date) work has been 
under way on contracts requiring monthly service.
March 31 has, however, certain disadvantages. 
The receivables are generally high and their value less 
determinable than later. The work of closing the 
books—which can be heavy if the public accountant 
desires in his report for himself the same degree of 
analysis and helpful interpretation of history that he 
recommends for his clients— conflicts with his first 
quarterly work for those whom he serves. Agree­
ments for the new year have generally already been 
entered into, and this historical analysis should really 
be available en masse when such agreements are being 
considered.
Some organizations favor a fall closing, coming at 
the end of September, October or November. They 
feel that at such a date they can have the latest mass 
analytical information which it is practical to obtain 
before entering into new annual contracts for serv­
ices, but more especially they feel that the final check­
up of the value of different staff-members should be 
made just before the busy season, so that salary ad­
justments, etc., may be suggested at the psychological 
time.
The question of the proper date is an open one, but 
it seems perfectly evident and not worth discussing 
that the proper date is by no means December 31, 
following which date all the energies of the public 
accountant should be available for his clients, and by 
which date he should have the previous year’s history 
and its lessons already thoroughly in mind.
PAUL W. PINKERTON.
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COMMENTS ON SOME OF THE OBJECTIONABLE 
FEATURES OF THE PROPOSED 
“REVENUE ACT OF 1928”
AS PASSED BY THE HOUSE OF REPRESENTATIVES ON 
DECEMBER 15, 1927
Submitted by The American Society of Certified Public Accountants 
National Press Building, Washington, D. C.
The American Society of Certified Public Accountants, in presenting this statement 
and comments on the proposed Revenue Act, as passed by the House of Representatives 
on December 15, 1927, which is now being considered by the Senate, desires to preface 
its specific comments by a general statement as to its position on this subject.
As an organization, The American Society is not interested in the question of tax 
rates. The tax rate is a matter in which the clients of members of the organization are 
interested, but the organization as such does not propose to express an opinion on this 
phase of the general subject. On matters of phraseology in the proposed Act and 
administrative procedure provided therein, certified public accountants are interested 
because they, as well as attorneys, represent the taxpaying public in controversies that 
arise with the United States Treasury Department in the administration of the tax law 
and in cases before the United States Board of Tax Appeals.
It was generally reported to be the intention of Congress to enact at this time a 
simplified internal revenue law. But it is respectfully submitted that such intention has 
not been carried out in the proposed Act now under consideration. It is true that many 
admirable changes have been made in form and arrangement, but the work has not yet 
been completed, as is evidenced by the proposal to continue the Joint Congressional 
Committee, which had the matter of simplification in charge, with the expectation that 
its work may be finished by the time it will be necessary to enact another internal 
revenue law.
The effect of this plan will be to disturb administrative procedure twice instead of 
once. A  complete renumbering and rearranging of the law is offered, which, however, 
is not in its final form. This will make necessary a double study of all the provisions 
instead of a single study. IT IS RESPECTFULLY SUGGESTED, THEREFORE, IN 
THE INTEREST OF THE PUBLIC, THAT IT WOULD BE MUCH BETTER WERE  
THE SENATE TO AMEND THE REVENUE ACT OF 1926 BY INSERTING SUCH 
CHANGED RATES AS M AY BE AGREED UPON AND LET THE OTHER MATTERS 
REST UNTIL THEY CAN BE PRESENTED IN COMPLETE FORM.
An added difficulty is found in the fact that, different from any other internal 
revenue revision, it is proposed to not repeal the Act of 1926, but to retain it in force 
except for minor repeals and also pass the Act of 1928. This will make necessary the 
checking of one Act against another, in addition to the checking of one section in an 
Act against another section in the same Act in order to find the applicable law and its 
exceptions.
Real simplification of the tax law must be substantive and not merely formal. 
The proposed Act has all the disadvantages attached to any rearranging and rewording 
of the law, but does not have the advantage o f the substantive improvements which the
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public has been led to expect would be the result of the study of the Joint Congressional Committee. To attack the 
matter twice is both confusing and an invitation to make a third attack. If this method be continued, business 
interests of the country will be subjected to a much more complex situation from now on than they have had to 
face in the past. This complexity applies equally to the Treasury Department's staff called upon to administer the 
law.
If, in the future, the same practice is followed of retaining the prior laws when enacting a new tax law, it will 
be possible to have four laws on the statute books governing procedure before the time arrives when a claim or 
deficiency as to a particular year becomes outlawed. This overlapping of laws will be extremely injurious to the 
taxpaying public because it will open the door for a diversity of administrative regulations and decisions.
The provision of the proposed Act that makes it optional with the Board of Tax Appeals to present a statement 
of fact with its opinions opens the way for one-man decisions, except insofar as the business of the board slows 
down. As an administrative matter, a compulsory statement of fact facilitates consideration of the case by mem­
bers of a division of the board.
The Act now pending contains many provisions which will invite and encourage litigation in the courts of the 
United States and appeals to the Supreme Court of the United States for the purpose of determining the meaning 
of its several provisions. Retroactive legislation is one of the most fruitful sources of controversy. The proposed 
Act is replete with retroactive provisions. To attempt by retroactive legislation to vitiate a Supreme Court decision 
is furnishing an argument against our present systems of government. The taxpaying public will have just com­
plaint of Congress if it gives, instead of simplification, an Act that will cause more litigation than all prior income 
tax laws combined.
As illustrating the failings of the proposed Act under consideration, several comments on specific provisions 
follow.
Committee on Federal Legislation—







A. On Installment Sales.
B. On Disposition of Installment Obligations.
C. On Reserve for Bad Debts.
2. Taxation of Capital:
A. On Distribution by Corporation of Surplus Accumulated Prior to March 1, 1913.
3. Consolidated Returns:
A. On Elimination of Consolidation of Corporations for the Year 1929 and Thereafter.
4. Taxation of Undistributed Surplus:
A. On Accumulated Corporate Surplus.
5. Denial of Equal Rights and Remedies:
A. On Increase of Jurisdiction and Powers of United States District Courts.
6. Retroactivity:
A. On Basis for Determining Gain and Loss in Certain Reorganizations.
B. On Basis for Determining Gain and Loss in Sale of Property of Estate in Certain Cases.
C. On Collection of Tax Stayed by Claim in Abatement.
D. On Waiver After Expiration of Limitation.
E. On Repeal of Section 1106 of Act of 1926.
7. Denial of Right to Carry Forward “Net Loss” in a Corporate Reorganization:
A. On No Provisions for Successor Corporation to Absorb “Net Loss” of Predecessor.
8. Broad Powers in Declaring that a “Jeopardy” Exists:
A. On Commissioner Making “Jeopardy Assessment” to Protect the United States Govern­
ment from the Effect of his Delay.
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1. DOUBL E TAXATION
A. On Installment Sales. Section 44 (c) of the pro­
posed revenue act continues in positive terms the unfair 
interpretation that has been placed on Section 212 (d) 
of the Revenue Act of  1926. This treatment of install­
ment sales is the most flagrant instance of double taxation 
of income to be found in the revenue laws. The injustice 
results when a taxpayer changes to the installment meth­
od of reporting profit on installment sales. Under the ex­
isting interpretation by the Board of Tax Appeals and the 
Treasury Department and under the proposed revenue 
provisions, a taxpayer who had paid all taxes on income 
on sales up to the end of a period and then proposed to 
change to the installment method of accounting for such 
sales would find himself taxed in the succeeding years on 
all payments received on account of sales made prior to 
the change in method.
The Ways and Means Committee went on record, as 
did the Joint Congressional Committee, that it would be 
improper to afford relief where there is such a change 
in basis. The claim is made that for several years after 
the time of change in method income would not be fairly 
reflected. This contention is not well founded inasmuch 
as no income from such business finally escapes taxation. 
All income actually realized, whether in regular course 
of business or at taxpayer’s liquidation of business, will 
be subject to tax at the time of realization. The failure 
to recognize this very evident fact prompts the present 
proposal which automatically results in double taxation. 
Double taxation of a taxpayer’s income, while in his 
hands, is basically unsound.
The further claim is sometimes made that taxpayers 
changing from the straight method of reporting to the 
installment basis in high tax years of the war period 
realized an undue benefit when the tax rates were re­
duced. The answer to this contention, particularly from 
a practical standpoint is that (a) a s to future changes, 
this is immaterial since Federal income tax rates are now 
relatively stabilized, and (b) as to past changes, at least 
90 per cent of the taxpayers who changed to the install­
ment basis during the war years have already had their 
tax liability finally determined and settled under the 
Treasury regulations then in force (which at that time 
eliminated the injustice of double taxation), and it now 
seems highly inequitable to apply a different method of 
computing income in the settlement of the relatively few 
cases still remaining in the hands of the Commissioner 
for consideration.
It is passingly strange, when it is observed that this 
proposed act is saturated with retroactive provisions, 
many of which are calculated to circumvent court decis­
ions, that the Ways and Means Committee in its report 
on the measure should have been so considerate of 
judicial determination when it advances the following 
excuse for continuing a rank injustice; “ the Committee 
does not deem it desirable retroactively to validate or in­
validate such construction but leaves the matter to 
judicial determination.”
It is submitted that under these circumstances the 
ends of justice would best be served if a provision were 
written into the proposed bill to the effect that income 
from installment sales would be held to have been com­
puted correctly for the years 1916 to 1924, if computed 
in accordance with the Treasury regulations in force at 
the time the return of such income was made, and that, 
in the change to the installment method after this period, 
the receipts on account of sales made prior to the change 
shall be excluded in the computation of the taxable profit 
for years after the change has been made. No net in­
come would finally escape taxation under this procedure, 
and what is more in point, all installment dealers would
have received the same equitable treatment regardless of 
when their tax matters happened to be finally settled by 
the Treasury Department.
B. On Disposition of Installment Obligation: Section 
44 (d) of the proposed bill provides that “ if an install­
ment obligation is satisfied at other than its face value or 
distributed, transmitted, sold or otherwise disposed of,
___gain or loss shall result. . ." The evident intention of
this provision is to prevent a taxpayer from disposing of 
an installment obligation without reporting the deferred 
and unrealized profit thereon.
There is no objection to this provision in its relation 
to the disposal of installment obligations by sale, (except 
its retroactivity) but there is considerable doubt as to 
the validity of imputing a gain or loss to other means of 
disposition, where actually none has occurred. Take the 
case of a corporation reporting on the installment basis 
which proceeds to liquidate by distributing its assets in 
kind to its stockholders. This provision would require 
the corporation to report as income the unrealized profit 
in its installment accounts so distributed. There is no 
reason why this unrealized profit should be taxed to the 
corporation any more than the unrealized appreciation 
which may be present in any other assets distributed. 
Certainly a corporation realizes no income on the dis­
tribution of of its assets to its stockholders. Even if 
this provision does not violate the Sixteenth Amendment 
it is certain to be fruitful of litigation.
Another objection to this provision would be its 
peculiar effect in a case where a taxpayer made a gift of 
installment obligations. In the first place the 
part of the gift representing unrealized installment 
profit would be called “ income” for the sake of 
subjecting it to an income tax. In the second place the 
donee would also have to report the installment profits 
when realized, because under Section 113, he would be 
required to take the donor’s basis, which under Section 
44 (d) is defined as clearly excluding the unrealized 
profits at the time of the gift. Thus we have not only 
double taxation, but also the taxation of a gift as income.
It is probable that the provision would apply similarly 
in the case of the transmittal of installment obligations 
upon the death of a taxpayer, except that there would 
be no double tax because the beneficiary would not be 
required to take the decedent’s basis. Here again a gift 
would be taxed as “ income,” unless it could be held that 
the act of dying is such an act as is capable of realizing 
income to the decedent.
C. On Reserve for Bad Debts. Section 23 (j) of the 
proposed Revenue Act makes no change in Sections 214
(a) (7) and 234 (a) (5) of the Act of 1926. These pro­
visions cover the subject of deductions on account of bad 
debts and deductions from income for the purpose of 
creating a reserve for bad debts. The practical effect of 
this Section is to double tax income in case of a change 
in the method of accounting, that is, a change from the 
method of charging off bad accounts when they actually 
become bad to the method of creating a reserve for bad 
debts. The section of the present law is innocent enough 
but the double taxation results from the Commissioner’s 
adherence to the decision of the Board of Tax Appeals in 
the Trans-Atlantic Clock and Watch Company case, 3 
BTA 1064. As the Treasury Regulation now stands the 
taxpayer loses the benefit of a deduction on account of 
amount of back debts originating prior to the change in 
method of accounting. The situation that has arisen in 
the administration of this section is particularly hard 
upon taxpayers who acted in good faith upon the Regula­
tions made and promulgated by the Commissioner of In­
ternal Revenue pursuant to the Revenue Act of 1921, 
and which original provisions are still believed to be 
equitable to both taxpayer and government.
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2. TAXATION OF CAPITAL
A. On Distribution by Corporation of Surplus Accum­
ulated Prior to March 1, 1913. Section 201 (2) of the 
Revenue Act of 1926, and similar provisions in prior 
Acts provided that a corporate distribution to its share­
holders whether in money or other property out of its 
earnings or profits, accumulated prior to March 1, 1913, 
would be non-taxable as income to the shareholder. Sec­
tion 115 (2) of the proposed Revenue Act proposes to 
tax such distribution as income. This change is retroac­
tive to January 1, 1927, which makes the change objec­
tionable on account of being retroactive if for no other 
reason. That such distributions are distributions of cap­
ital under the revenue law is a principle laid down by 
the Supreme Court of the United States and followed by 
both Congress and the Treasury Department for many 
years.
There are no sound reasons for departing from the 
principle that what was earned prior to March 1, 1913, 
was capital at that date and is not to be treated as tax­
able income thereafter. The fact that distributions of 
corporate profits earned prior to March 1, 1913, are not 
now as frequent as formerly is no reason for the taxation 
of such distributions as are made in the future when all 
such prior distributions have been non-taxable. The rea­
sons advanced by the Ways and Means Committee in its 
report on the proposed revenue bill are: (a) the exemp­
tion should not be continued indefinitely; (b) the exemp­
tion has been on the statute books fourteen years; (c) 
most corporations have distributed the surplus accumu­
lated by them prior to March 1, 1913; and (d) the elimi­
nation would result in simplification.
There is a principle involved here which is just as 
sound as it was fourteen years ago. The Ways and 
Means Committee is evidently laboring under a miscon­
ception of the facts because there still remain a great 
many corporations with large surpluses accumulated prior 
to March 1, 1913. By law corporations must distribute 
their latest earnings and it is fallacious to assume that 
those prior to 1913 have been distributed. The elimina­
tion not only will not result in simplification but will 
bring about complications arising where dividends are 
paid out of the depletion reserves of Natural Resource 
companies in cases where such reserves are based on 
March 1, 1913 values and represent the difference be­
tween the cost and March 1, 1913 fair market valuation 
(see Sections 115 and 111 of the proposed Revenue Act). 
It involves a serious question of equity in the case of Nat­
ural Resource concerns.
A nice complication will be involved where dividends 
are paid out of the depletion reserves of mining com­
panies. Where such reserves are based on March 1, 
1913 values that part of the distribution which* repre­
sents the difference between cost and 1913 value will 
be taxable. (See Sections 115 and 111). The injustice 
of this proposed change is such as to demand that it be 
not made if there be left one corporation with an undis­
tributed surplus accumulated prior to March 1, 1913, 
that would have such surplus taxed by this proposal.
B. On Taxpayers’ Change to Accrual Basis of Account­
ing. No change is proposed in respect of Section 202 and 
212 (b) of the Revenue Act of 1926, (see Section 22 (c) 
and 41 of proposed Revenue Act). Under the present 
law, and prior laws, as they relate to change of method 
of accounting for taxable income, Treasury Regulations 
have been promulgated to justify taxation of capital 
under the guise of calling it “ income.” The practice of 
the Commissioner, under his own regulations, has been 
to require in many cases that inventories be taken in 
order to more clearly reflect income of the taxpayer, and
in such cases at the same time refuse to adjust the 
income of the year in which the inventory was first em­
ployed by the amount of the inventory at the beginning 
of the year. This is of vital interest to ranchers, farm­
ers, and all live stock, cattle and sheep raisers who, 
according to custom, prior to the war tax years did not 
use in the accepted sense an inventory in computing their 
annual net income. Many injustices have been done tax­
payers by taxation of capital (in many cases owned for 
many years prior to the advent of income taxes) as 
“ income” under arbitrary regulations made under 
authority of these provisions of law.
3. CONSOLIDATED RETURNS
A. On Elimination of Consolidated Returns of Affi­
liated Corporations for the Year 1929 and Thereafter.
Section 141 of the proposed Revenue Bill continues the 
option which affiliated corporations have of filing con­
solidated returns under Section 240 of the Revenue Act 
of 1926. This privilege is continued only for the years 
1927 and 1928 and specifically denied for subsequent 
years. The proposed Revenue Bill as introduced made 
provisions in old Section 118 for continuing to extend to 
affiliated corporations the privilege of filing consolidated 
returns for year subsequent to 1928, but this Section was 
eliminated in the House.
The consolidated return provision of the revenue laws 
was born out of experience and without its application 
great hardship and injustice would have been effected 
during the high tax years. The corporation rates are 
still so high that unless the consolidated return is re­
tained, hardships will fall on some units of a group. 
For the years 1917 to 1921, inclusive, the Revenue Acts 
made it mandatory upon affiliated corporations to file 
consolidated returns, and following the year 1921, Treas­
ury Department officials encouraged the continuation of 
the filing of consolidated returns. During the time that 
the returns were required to be filed and up to the pres­
ent time the whole structure of large corporate activities 
has been built around the idea of consolidation. It has 
come to be recognized as a sound principle that separate 
corporate entities should be disregarded in ascertaining 
true net income where there is a single ownership, a sub­
stantial common ownership, or the separate legal entities 
are virtually departments of an economic unit. It is 
generally recognized that measures of taxation should 
just as far as possible be adapted to existing practices 
and conditions.
The consolidation of corporations for tax purposes 
follows this principle. Separate corporations are fre­
quently needed to permit of doing business in a num­
ber of different States, to protect the interests of bond­
holders in specific assets, or for other considerations 
equally as cogent. The elimination of consolidated 
returns would force numerous business units to modify 
their present corporate structure and corporate relation­
ships. This would entail unnecessary inconvenience and 
expense without resulting in any ultimate benefit to the 
Government.
Consolidations have been effected on two entirely dif­
ferent bases and consolidated returns have naturally fol­
lowed the consolidations. One theory, generally spoken 
of as the “community of interests” theory, is based on 
the question of legal ownership by the same group of 
the stock of several corporations, regardless of the char­
acter of the businesses in which they were engaged. The 
other basis for consolidation is dependent on whether the 
several corporations are operated as an economic unit. 
Historically, the economic unit idea was the more im­
portant in the early days of consolidations and the com­
munity of interests idea has become the more import­
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ant basis in later years. Each theory can be defended 
and criticised but the Government, having not only con­
sented thereto but made it a specific requirement through 
many years, ought not to change its policy in a matter 
which would require readjustment on the part of the cit­
izens affected when it is not demonstrable that by this 
change the Government would be benefitted to as great 
an extent as it can be demonstrated that the citizen mem­
bers thereof would be inconvenienced and, in many cases, 
injured. Section 240 of the existing Act should be retained 
as it now stands.
4. TAXATION OF UNDISTRIBUTED SURPLUS
A. On Accumulated Corporate Surplus. Sections 104 
and 105 of the proposed Revenue Act in substance are 
intended to take the place of Section 220 of the Revenue 
Act of 1926. It is claimed by the Government that there 
is a class of corporations which are formed and operated 
for the purpose of avoiding the surtaxes on the income of 
the individual stockholders and that the United States 
Government is losing a considerable amount of tax by 
reason of this practice. The attempt in Section 220 of the 
Revenue Act of 1926 to remedy this situation could have 
been effected through its enforcement by the Treasury 
Department, had the penalties imposed by that Section 
been reasonable.
The provisions of the proposed Revenue Act which are 
designed to reach this class of corporation are much too 
drastic, and in the so-called personal holding company 
cases, too inflexible. The provisions which attempt in 
the proposed revenue bill to reach the personal holding 
company class of corporations are so broad that they 
would seemingly include any operating corporations 
which should be so unfortunate as to have less than 
ten stockholders. The stock of a very large number of 
the smaller corporations in this country is very closely 
held.
American businesses have been built up by the reinvest­
ment of the corporate surplus in the business. The his­
tory of industry in this country shows a very large num­
ber of successful enterprises which in their early history 
were organized and the stock held by a very few men. 
In the more or less experimental days of such businesses 
no wide market could be found for their stock. No out­
side money could be procured to carry on the enterprise 
and its growth was insured by retaining and reinvest­
ing its earnings in the business.
There are a great many corporations today which would 
be severely injured by a compulsory distribution of sur­
plus, or by the imposition of a heavy penalty for failing 
to distribute, or by the requirement to disclose the de­
tails of present plans for future developments to gov­
ernmental representatives who might at an early date 
leave the government employ and carry the information 
to competitors.
It will be observed from the provisions of the proposed 
revenue bill that in this class of personal holding cor­
poration no discretion is given to the Commissioner as 
to what is a reasonable accumulation of surplus, but on 
the other hand, it is arbitrarily set down in the Act what 
amount of surplus may be accumulated free of tax.
To illustrate: A corporation puts out a bond issue and 
by the terms thereof is required to redeem a certain 
amount of the bonds each year. If it should be a “ per­
sonal holding corporation,” that is, a corporation with 
income arising from rents, royalties, interest, etc., and 
with not more than ten stockholders, it must distribute 
70 per cent of its net income to avoid the additional 25 
per cent tax. This leaves 30 per cent of the income with 
which to redeem the bonds, and if in any year this 30 
per cent should be insufficient for the purpose the 25 per
cent tax would apply on the insufficiency. If there should 
happen to be eleven stockholders then of course “ unrea­
sonable accumulation” would be a matter for the discre­
tion of the Commissioner. Hardships from the applica­
tion of this Section are evidently anticipated because 
“banking” and “ insurance” corporations are specifically 
excluded.
5. DENIAL OF EQUAL RIGHTS AND REMEDIES
A. On Increase of Jurisdiction and Powers of United 
States District Courts. The pending Revenue Act in 
Section 617 (b) grants in addition to the existing pow­
ers of District Courts and remedies of the United States 
in such Courts at the instance of the United States very 
broad jurisdiction and powers to such Courts. This Sec­
tion would re-enact Section 1122 (b) of the Revenue Act 
of 192 6. If there be justification for granting such addi­
tional and extraordinary jurisdiction and powers to 
United States District Courts in matters of internal rev­
enue taxes, the grant of enlarged jurisdiction and powers 
should also extend, at the instance of the taxpayer, the 
same rights and remedies to the taxpayer as is proposed 
for the United States at its own instance.
6. RETROACTIVITY
A.. On Basis for Determining Gain and Loss in Certain 
Reorganizations. Section 113 (a) (7) and (8) of the 
proposed Revenue Act of 1926, requires that securities 
of a party to reorganization shall take the transferer’s 
basis for valuation. The provisions of the 1926 Revenue 
Act specifically exempt such securities from the general 
rule as to profit realized in an exchange. The main ob­
jection to the provisions of the proposed Revenue Act 
is found in its retroactive feature as it will affect all 
sales of such securities made after January 1, 1927, pro­
vided they were acquired after December 31, 1917, in 
some cases, and in others after December 31, 1920. This 
retroactive feature of the provision is of doubtful con­
stitutionality. That the Ways and Means Committee had 
a similar doubt is evidenced in their report when they 
describe the change as merely a clarifying one. Since 
the prior laws on this point are not ambiguous, it is not 
likely that the courts will be impressed with such a dec­
laration of retroactive intention, merely for “clarity.”
Whatever view the courts may take of the matter it is 
certain that a very large number of reorganizations have 
been effected since 1920, which will be adversely affected 
by the proposed law. The proposed provision will result 
in great hardship upon reorganizations already effected 
because if the provisions of the proposed law had been in 
the law at the time of the reorganization, undoubtedly 
the reorganization would have been accomplished in a 
different manner.
Still greater hardship will be experienced by those tax­
payers who sold such reorganization securities since Jan­
uary 1, 1927, because they would now have no opportun­
ity of retroactively rearranging the form of the trans­
action in the light of the retroactive effect of the law. 
This retroactive feature will in effect impose an unfair 
penalty on past transactions which could and would have 
been consummated in a manner not subject to the pen­
alty, if the proposed provisions had been in effect at the 
time the transaction was consummated.
B. On Basis for Determining Gain and Loss in Sale 
of Property of Estates and Beneficiaries in Certain Cases. 
Section 704 of the proposed Revenue Bill recognizes and 
adopts the principle laid down in the McKinney decision 
(2 BTA 1340), and in the W . L. Mattheissen, Jr., de­
cision, (2 BTA 921), which requires an estate to take as 
a basis of valuation of the decedent’s property the value 
at the date of death. It is provided, however, that claim
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for refund or credit for the benefits of this provision be 
filed prior to the enactment of this Revenue Act.
In Section 113 (a) (5) of the proposed Revenue Act 
a similar situation arises in cases affected by the Mat­
theissen decision, which requires beneficiaries to take the 
value of the property received at the time the property 
vests rather than at the date of the decedent’s death.
This retroactive discrimination should be eliminated 
because there would appear to be no sound reason for 
deeming a principle such as that involved in these cases 
to fluctuate according to the accident of whether or 
not a claim happened to be filed prior to or subsequent 
to the more or less accidental passage date of a pending 
taxing measure.
C. On Collection Stayed by Claim in Abatement. Sec­
tion 611 of the proposed Revenue Bill will give the 
United States one year after the passage of the Act in 
which to collect taxes on rejected claims in abatement 
whether or not the statute of limitations, as provided in 
prior Acts, has already run against such collection. This 
provision would nullify the effect of the United States 
Supreme Court decision in the case of Bowers vs. New 
York and Albany Lighterage Company. Any attempt 
upon the part of Congress to nullify a decision of the 
Supreme Court by retroactive legislation cannot be too 
strongly condemned.
It is a very unfair situation whereby the Government, 
through an act of Congress, can revive a statute of limi­
tation or nullify a decision of the Supreme Court, in the 
event the decision is detrimental to the Government’s in­
terests, where at the same time a taxpayer of that Gov 
ernment has no recourse when the statute has run 
against him or a case before the Supreme Court has been 
decided against him. That a statute of limitation may be 
amended at will prior to its expiration is well settled. 
This proposal is intended to cure the negligence of the 
Commissioner of Internal Revenue. It seems that the 
Government ought to abide by the consequences of its 
negligence just as a taxpayer is compelled to do in like 
cases, or all statutes of limitation and periods within 
which claims for refund may be filed and made should be 
repealed.
D. On Waivers After Expiration of Period of Limita­
tion. Section 506 of the proposed Revenue Act proposes 
to validate waivers which were filed under prior Revenue 
Acts waiving the statute of limitation after it had run. 
It is not believed that Congress has the authority to 
validate or invalidate these waivers in view of the statute 
in force because rights have vested and the Courts should 
be allowed to decide this matter.
E. On Repeal Retroactively of Sec. 1106 (a) of Act 
of 1926. Section 612 of the proposed Revenue Act pro­
poses to repeal Section 1106 (a) of the Revenue Act of 
1926, and to make the repeal effective as of the date 
the Act of 1926 became effective, viz., February 26, 1926.
Since February 26, 1926, rights have vested both in 
the Government and the taxpayer and this proposed Act 
attempts to disturb such rights. If its repeal should be 
deemed by Congress to be wise, it should not be retro­
actively, for such action can only produce litigation over 
vested rights.
7. DENIAL OF RIGHT TO CARRY FORWARD “ NET 
LOSS” IN A CORPORATE REORGANIZATION
A. On No Provisions for Successor Corporation to Ab­
sorb “Net Loss” of Predecessor. There is no provision 
made in the pending Revenue Act which would permit 
the “net loss” of one company to be carried forward and 
applied against the profits of its successor in the suc­
ceeding year. Where one taxpayer has to take the 
“ basis” of its predecessor it would seem to be self-evident 
that the successor should also have the privilege of 
bringing forward the “ net loss” of its predecessor. This 
is a vital question in many reorganizations and justice 
would demand that where the successor takes the same 
“basis,” of valuation of assets taken over of the predeces­
sor, the benefit of the “ net loss” of the predecessor should 
also be granted to the successor.
8. BROAD POWERS IN DECLARING THAT A “JEO­
PARDY” EXISTS
A. On Commissioner Making “Jeopardy Assessment” 
to protect the United States Government From the Effect 
of His Delay. Section 273 (a) of the proposed Revenue 
Act makes no change in Section 279 of the Revenue Act 
of 1926, which grants broad discretionary powers to the 
Commisisoner in determining when the collection of a 
deficiency in taxes is in jeopardy. The practice of the 
Commissioner under the 1926 and prior Acts has been 
to hold the collection of tax to be in jeopardy if the 
expiration of the statutory period for collection should 
be about to expire through his delay. It clearly never 
was the intention of Congress to place in the Commis­
sioner’s hands this strong weapon for defeating the effect 
of his delay, but rather it was the intention of Congress 
that a jeopardy could only exist where circumstances were 
arising or about to arise that affect the ability of the tax­
payer to meet and discharge his liability for taxes de­
manded in due course by the Collector of Internal 
Revenue.
The proposed Revenue Act, if one is passed, should 
make the intention of Congress plain by including in 
this section a definition of what shall constitute jeopardy 
of collection such as that contained in Section 146 (a) 
of the proposed Act. It should state that the Commis­
sioner should make a prima facie showing that delay 
will jeopardize the collectibility of his claim and that 
the imminence of the bar of the statute of limitation 
shall be deemed to have no effect on the jeopardy of the 
Government’s claim for taxes.
A further point is that the Commissioner was in no 
sense surprised by the New York and Albany Lighterage 
Company decision. In Article 1032 of Regulations 45 
and 62, it is distinctly stated that “ the filing of a claim 
for abatement does not necessarily operate as a suspen­
sion of the collection of the tax or make it any less the 
duty of the collector to exercise due diligence to prevent 
the collection of the tax being jeopardized. He should, 
if he considers it necessary, collect the tax and leave the 
taxpayer to his remedy by a claim for refund.” More­
over as early as 1923, a number of cases were pending 
in which the Government’s construction of the collection 
period was in question.
The injustice of the provision in question will be most 
marked in cases where taxpayers have already obtained 
a decision from the Board or the courts that collection 
is barred, and have made their financial arrangements 
accordingly. They would now be compelled to pay the 
tax without even the solace of having their costs of liti­
gation reimbursed. And it must be remembered that 
these taxes were barred at the time of the passage of 
the 1924 Act, viz., June 2, 1924. Hence they have 
already been barred for more than three and one-half 
years. Uncertainty as to tax liability, which is the most 
disturbing element in business, cannot be removed except 
as it is possible to know for a certainty that Congress 
will not reopen closed cases. If statutes of limitation 
are meaningless, they should all be abolished.
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The New Virginia Law-Regulatory
Signed by the Governor, March 26, 1928.
A BILL To amend and re-enact Sections 
566, 567, 568, 569, 570, 571, and 572 of 
the Code of Virginia, relating to the 
State Board of Accountancy, and to add 
a new section relating thereto, desig­
nated as Section 572-a.
Be it enacted by the General Assembly 
of Virginia, that sections five hundred 
and sixty-six, five hundred and sixty- 
seven, five hundred and sixty-eight, five 
hundred and sixty-nine, five hundred and 
seventy, five hundred and seventy-one, 
and five hundred and seventy-two of the 
Code of Virginia, be amended and re­
enacted, and that a new section be added 
thereto, designated as section five hun­
dred and seventy-two (a), which sections 
so amended and re-enacted, and the said 
new section shall read as follows:
Section 566. State Board of Account­
ancy, number and qualification of mem­
bers, vacancies.— The State Board of Ac­
countancy, as created by chapter one 
hundred and fifty-eight of the Acts of 
Assembly of nineteen hundred and ten, 
is continued, and shall continue to consist 
of five members to be appointed by the 
Governor, one member shall be a practic­
ing attorney in good standing in any of 
the courts of this State; one member 
shall be an educator, and the other three 
members shall be practicing certified pub­
lic accountants who shall have been 
actively engaged in such practice, for at 
least three years next preceding their 
appointment, and who hold certified pub­
lic accountant’s certificates issued by the 
said State Board of Accountancy.
The persons who constitute said board 
when this amendatory act takes effect, 
shall continue in office until the first day 
of July, nineteen hundred and twenty- 
eight;  and at least thirty days prior 
thereto, and every three years thereafter, 
the Governor shall appoint their succes­
sors for terms of three years, respectively.
Vacancies occurring for any cause shall 
be filled by appointment by the Governor 
for the unexpired term.
Section 567. Who may become certified 
public accountants, and public account­
ants.— The certificate of “certified public 
accountant” shall be granted by the State 
Board of Accountancy to any person who 
is (a) a citizen of the United States or 
who has duly declared his or her inten­
tion of becoming such citizen, and who is 
domiciled in the State of Virginia, or 
has a place of business therein at the 
time of making application, and (b) who 
is over the age of twenty-one years, and
(c) Who is of good moral character, and
(d) who is a graduate of a high school 
with a four-years course or who, in the
opinion of the Board, has had equivalent 
education through commercial experience, 
or otherwise, and (e) who shall have con­
tinuously for at least two years immedi­
ately preceding the date of his or her 
application been engaged in practice as a 
public accountant or shall have been in 
the employ of a practicing certified pub­
lic accountant, or public accountant as a 
staff accountant, or shall have been part 
of such time in such practice and part 
of such time in such employ or who in 
the opinion of the board shall have had 
experience equivalent to that required 
in the foregoing or shall have had suffici­
ent experience to entitle him to practice 
accountancy in the event he or she passes 
the examination herein provided, and (f) 
who shall have passed examinations in 
theory of accounts, in practical account­
ing, in auditing, in commercial law as 
effecting accountancy and in such other 
related subjects as the Board may deem 
advisable. No applicant shall be ex­
amined in these subjects stated in (f) 
above until the Board shall have been 
satisfied in respect to the other require­
ments, stated in (a) to (e) above, in­
clusive, except, however, that any person 
possessing the necessary qualifications, 
except the practical experience, who may 
have completed an accountancy course in 
a university or college of recognized 
standing, or graduated from an account­
ancy school acceptable to the Board, may 
be examined in the subjects specified in
(f) above, even though lacking in respect 
to the required practical experience, and 
upon receiving a satisfactory grade may 
be granted the certificate of certified 
public accountant, but not until the said 
practical experience shall have been ob­
tained, and any person receiving such 
certificate shall be known and styled as a 
“Certified Public Accountant.”
Any person or member of a partnership 
having an office in this State who, for at 
least eight months next preceding his ap­
plication for registration hereunder, has 
held himself out to the public generally 
as a practicing public accountant for com­
pensation, and who has maintained in 
this State an office for the transaction of 
such practice and whose time during the 
regular business hours of the day was 
devoted to the practice of public account­
ancy, may, within three months after 
July first, nineteen hundred and twenty - 
eight, apply in writing to said Board for 
registration as a “Public Accountant,” 
and the said Board, upon the production 
of satisfactory evidence that such appli­
cant was engaged in the public practice 
of accountancy and maintained an office 
for that purpose, as provided above, shall
register such person, provided he or she, 
at the time of the application possesses 
the requisites of citizenship, age, moral 
character, and education herein set forth. 
Such registration shall be conclusive evi­
dence of the right of such person to en­
gage in the practice of public accounting 
in this State, but such registration shall 
not be construed in any way as indicat­
ing that the State Board of Accountancy 
has assumed any responsibility for the 
professional experience and qualifications 
of the registrant;  and any person so reg­
istered, shall be known and styled as a 
“Public Accountant."
Any partnership practicing accountancy 
in this State may use the designation or 
practice as certified public accountants 
under a firm name only if all the mem­
bers thereof are holders of Certified Pub­
lic Accountant's Certificates granted un­
der the laws of this State, and any part­
nership practicing accountancy in this 
State may use the designation or practice 
as public accountants under a firm name 
only if all the members thereof are duly 
registered and qualified as public ac­
countants under the provisions hereof or 
are registered with the board under the 
provisions of section 572 (a). Each of 
the members of any partnership which 
shall use the designation “Certified Pub­
lic Accountants” or “Public Accountants” 
except upon compliance with the require­
ments hereinbefore made shall be subject 
to the penalties prescribed in section 572 
of this Act.
Section 568. Examination of appli­
cants.— All examinations provided for in 
this chapter shall be conducted by the 
State Board of Accountancy, or by a ma­
jority thereof. The examinations shall be 
held in Richmond at least once in each 
year, or oftener, in the discretion of the 
Board. The time and place of holding 
examinations shall be duly advertised 
for not less than three consecutive days 
in at least one daily newspaper published 
in Richmond, one published in Norfolk, 
one published in Lynchburg, and one pub­
lished in Roanoke, not less than thirty 
days prior to the date of each examina­
tion. The Board may make all needful 
rules and regulations regarding the con­
duct and scope of the examination, the 
method and time of filing applications for 
examination and all other rules and reg­
ulations necessary to carry into effect the 
purpose of this Act.
Section 569. When Board may waive 
examination— The Board may in its dis­
cretion, waive the examination provided 
in this chapter, and may issue a certifi­
cate of certified public accountant to any 
(Continued on page 122.)
1928 T H E  C E R T I F I E D  P U B L I C  A C C O U N T A N T 105
Educational Defects in the Training of Staff 
Accountants
A PROPOS of the new movement that is gaining headway in the accounting profession for im­
proved methods of education and for re­
fined classification of accounting services 
and functions, I should like to enter a 
plea for more thorough training in the 
elementary duties and requirements and 
processes of practical accounting. I 
think all staff managers will agree with 
me that one of the greatest improvements 
that could be made in training account­
ants, would be to drill them thoroughly 
in form of presentation and in the mean­
ing and significance of financial state­
ments.
This paper is intended to be very prac­
tical, because it is meant for the practic­
ing accountant in the active world— what 
my old shipmate, Berton Braley, calls the 
workaday world. But it must perforce 
deal a little bit with theory, because prac­
tice unfounded on sound theory almost 
always displays ugly malformations. We 
sometimes encounter very beautiful prac­
tice where the practitioner is unconscious 
of—ignorant of— the underlying theory, 
and couldn’t state the theory if he tried 
and he never tried. But the theory is 
there, nevertheless, and the trained 
analyst readily perceives it. The “practi­
cal” man, so-called, uses it unconsciously. 
But when called upon to answer unusual 
questions, he blunders.
Of course it is not necessary to state 
theory every time we perform an audit. 
In fact, it is better usually to avoid stat­
ing it. Clients are generally not inter­
ested in it, any more than they are inter­
ested in the accountant’s pet variety of 
pencils or stationery.
But inasmuch as it is a most important 
tool of the trade, the professionally edu­
cated accountant should know the theory 
underlying every part of his work.
The chief fault that I have to find with 
accountancy schools is that after ground­
ing their pupils with more or less thor­
oughness in the general principles of ac­
counting theory, they let them lapse into 
a habit of relying upon whatever single 
line of tactics has taken the best hold of 
their minds as a general mode of solu­
tion of all problems presented to them.
To enlarge further upon this, there are 
various types of method of approach to 
accountancy problems of common prac­
tice, based upon sound underlying prin­
ciples with all of which the finished ac­
countant would be familiar.
Such an accountant’s mind automati­
cally busies itself at once with the selec­
tion of the most suitable of such meth­
ods for the problem immediately before 
him, or with the discovery of a new
By OTHO G. CARTWRIGHT, C. P. A. 
New York.
method, if needed. But there are those, 
in too large numbers, who, having 
learned one method, are satisfied to ap­
ply that to all cases, to save too much 
thinking—-the latter being accomplished 
by many such only through the exercise 
of great labor. The one method is used 
as a familiar machine. Its product is 
uniform except for the varying nature of 
the materials which are fed into the ma­
chine. The operator seldom bothers with 
any other type of machine. One is 
enough.
In illustration of matters that I am 
stressing particularly, I might cite num­
erous features of even the most elemen­
tary procedure in auditing and account­
ing. Perhaps the best illustration I can 
give will be the most elementary and 
most nearly universal paper prepared in 
practically all audits, namely the “Bank 
Reconcilement.” This will clarify the 
need that is prevalent for the type of in­
struction of which there seems to be such 
a serious lack. One might fairly expect 
that at least seniors applying for staff 
positions with an accounting firm, and 
well-recommended by previous employ­
ers, should turn in the ordinary types of 
work papers in an acceptable form, dis­
playing both the results of their examina­
tions and the methods by which such re­
sults were reached. It would also seem 
well within the bounds of what one might 
reasonably look for even from juniors, 
recently graduated from the modern 
schools of accountancy, that they would 
understand form of presentation and re­
sults to be shown. Nevertheless, I do not 
find among the many staff accountants 
that I have engaged during the last ten 
years more than a very small percent­
age who are able, before we have our­
selves trained them, to state properly 
even such a minor matter as the recon­
cilement of a bank statement with the 
depositor’s ledger balance or with his 
cash book balance or with his check stub 
balance (according to the manner in 
which he keeps his cash records).
Elementary as may be this subject—  
chosen to illustrate my educational 
plea, it is nevertheless so important that 
it is generally given the earliest and most 
careful consideration in the performance 
of an audit. And although it is perhaps 
the most common feature of audit work, 
and ought to be one of the best known 
of such features, yet I do not believe that 
any part of an audit is more often erron­
eously or inadequately done than this 
particular type of statement.
The title, “Bank Reconcilement” means, 
of course, the process of finding an agree­
ment between a depositor’s account with 
his bank and the bank’s account with that 
depositor, and connotes a statement of 
the details of such reconcilement. Al­
though I find some writers on account­
ancy asserting that the objects of such a 
reconcilement are variable under differ­
ing circumstances and with different 
clients, it seems clear that there are al­
ways two basic necessities to every such 
statement, and that both of them should 
always be shown whatever other results 
may be demanded of the reconcilement. 
They are:
(1) An agreement between the bank’s 
and the depositor’s records.
(2) Disclosure of the correct net balance 
subject to the depositor’s check.
The matter is important to both the 
client and the bank. From the client’s 
point of view, cash being usually the most 
liquid and the most useful asset that he 
possesses, the need is peremptory that 
he should know the full and exact amount 
of such asset that he can use. It is also 
important for him, in case of borrowing 
need, that he be able to state correctly 
to his bank his full net balance, along 
with the other assets and the liabilities 
that make up his balance sheet.
From the bank’s standpoint, it is an 
important bit of evidence in judging the 
depositor’s habits of handling cash—  
helping the bank to know, for instance, 
whether the depositor’s balance is main­
tained just ahead of his checks by kiting, 
or something akin to it, and there is in 
reality an overdraft most of the time (ex­
cept that the depositor manages to beat 
his checks to the bank with deposits 
enough to cover them as they come in) 
or whether the depositor’s balance is gen­
uine, and soundly maintained. Of course 
the bank cannot afford to loan its de­
positors’ funds to support hazardous busi­
ness methods.
A third consideration, which may or 
may not weigh heavily with readers of 
this article, is that employers of staff 
accountants will look with smiling coun­
tenance upon the future of an employee 
who presents lucid and complete state­
ments of such matters in his work pa­
pers.
And anyway, whether any of the above 
reasons are recognized or not, the truth 
alone calls for a correct statement of 
balance as a basis of certification by a 
public practitioner.
The subject is therefore of sufficient 
importance to illustrate my thesis. I
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think also that my two “basic necessi­
ties” will be generally admitted by prac­
ticing accountants. So I shall proceed 
upon that theory, and in the effort to 
clarify my conception of what a bank re­
concilement should show, I am going to 
set forth two things in this discussion.
First: I shall reproduce here some of 
the types of incorrect or inadequate 
forms that are frequently turned in by 
staff seniors; and,
Second: I shall submit a sample of a 
correct form that can be used in practi­
cally all audits.
For illustrative material, let us assume 
a situation as follows, using the same 
set of figures for all the different forms 
presented:
Client A received at the close of Sep­
tember, 1927, a bank statement showing 
his balance at September 30th, as $28,­
651.22. On the statement is an interest 
credit of $167.95, of which the client’s 
first notice is the receipt of the state­
ment. There are also shown thereon sun­
dry collection charges, including cable 
charges on a foreign remittance, aggre­
gating $30.88. A deposit of $800 is 
shown as of September 28th, which a 
slip accompanying the statement explains 
as “Deposited by attorney.” The client’s 
counsel on being questioned explains, over 
the telephone, that this item is a refund 
of federal taxes paid to him as the 
client’s attorney, which he deposited ac­
cording to agreement and on which he is 
making a report not yet completed. None 
of these items appears on the client’s 
books. The latter, however, show a de­
posit on September 30th, of $1,410.50, 
which the bank statement does not show, 
but which the bank cashier confirms as 
received on October 1st. The client’s 
ledger shows his balance with this bank 
as $16,840.05, at the close of September.
I think it is the one-machine type of 
mind that produces the first of the in­
adequate forms that follow. Perhaps a 
recent president’s expression “one-track 
mind” would be better. The operator 
has absorbed the principle that when two 
presentations of the same item differ, one 
should first find the difference and then 
try to compile this difference out of the 
adjustment data in hand— not a bad meth­
od in many cases, as far as it goes. A  
senior who uses this principle as his ma­
chine, being sent on the quarterly audit 
of Client A’s accounts, turns in the fol­
lowing bank reconcilement. I will call 
it Form A, and label it “Inadequate.”
BAN K RECONCILEMENT FORM A  
(Inadequate)
Balance as per bank statement
Sept. 30, 1927 .................................. $28,651.22
Balance as per ledger Sept 30,
1927 .................... ............................... 16,840.05
Difference ................................ 11,811.17
This difference is made up as 
follows:
Outstanding checks:
No. 2241 ................  $38.40
No. 2875 ................ 165.00
No. 3417 ................ 1,000.00
No. 3445 ................  7,000.00
No. 3446 ................  .70
No. 3449 ................ 6.00
No. 3450 ................ 1.44
No. 3451 ................  4,073.06
------------------  $12,284.60
Deduct deposit not shown by bank 1,410.50
10,874.10
Add: Interest credited by b an k .. .  167.95 
Deposited by attorney (taxes 
recovered) ...............................  800.00
11,842.05
Deduct collection charges .............. 30.88
Difference, as above .........  11,811.17
The bank statement and the depositor’s 
ledger are reconciled. Point No. 1 of the 
basic necessities is covered. But what is 
the depositor’s balance? To my mind it 
is very doubtful if the ordinary garden 
variety of client could readily take pen­
cil and paper and puzzle out from the 
above statement that his actual bank bal­
ance is $17,777.12, as shown by a proper 
reconcilement of the statement under the 
conditions given. Yet that is the cor­
rect amount. No one would guess it, how­
ever, from form A just presented. More­
over, the client, after paying a sizeable 
retainer for expert service is apt to con­
sider himself ill-served if he is given a 
puzzle instead of a solution.
Another type of operator, whose mind 
has become prepossessed of the beauty of 
balanced statements, lives a life of bal­
anced statements. The trial balance form 
of work paper is his machine. Deprive 
him of it and you render him helpless. 
The above problem reconciled by an ac­
countant of this type comes to the report 
reviewer in the following form, which I 
will call Form B.




Balance Sept. 30, 1927. $16,840.05 $28,651.22 
Deposit, Sept. 28th,
by attorney ................  800.00 —
Deposit, Sept 30th,
by mail ......................  —  1,410.50
Interest allowed by the
bank .............................  167.95 —
Outstanding c h e c k s
(listed) ....................... 12,284.60 —
Collection charges . . . .  —  30.88
Totals ................ 30,092.60 30,092.60
Except for the fact that the above is a 
balanced statement, I rather think there 
is little choice between it and its pre­
decessor. The correct bank balance is 
not shown, although agreement is demon­
strated.
Five years of experience with an ac­
counting firm of international proportions 
failed to train one senior out of using the 
following method, which I will call Form
C. Strange to say, however, this ac­
countant would always show the correct 
balance when he came to make up a 
client’s balance sheet, although one would 
never discover it from his reconcilement, 
which was erroneous in principle.
B AN K  RECONCILEMENT FORM C 
(Erroneous)
Balance as per ledger, Sept. 30,
1927 .................................................... $16,840.05
Less: Deposit mailed Sept. 30. . .  . 1,410.50
Net B a la n ce .............................  15,429.55
Balance as per bank statement . .  $28,651.22 
A dd: Collection charges not on de­




listed ......................  $12,284.60
Interest credit .........  167.95
Deposit by attorney. 800.00
------------------  13,252.55
Net Balance as A b o v e .... 15,429.55
The dominant idea in the mind of the 
accountant who produced the above form 
of statement seemed to be to prune down 
each set of records by taking out of it 
every item not on the other set of records. 
That is, of course, erroneous in principle. 
The only thing shown by Form C is that 
bank and ledger are in agreement.
On page 23 of the little manual, “Duties 
of the Junior Accountant,” copyrighted 
by the American Institute of Account­
ants, there is set up a form of bank rec­
oncilement as a specimen of how a junior 
should do it. I am reproducing that 
form here, by permission, except that I 
am fitting into it the figures used in the 
above illustrations instead of those in 
the book. Of this form, I may say in 
passing that its general set-up seems to 
be the one most frequently used by both 
bookkeepers and accountants. One is 
forced to take exception to it, however, 
on the same ground as to most of the 
other forms, in that nowhere does it tell 
the depositor what his correct balance is.
BAN K  RECONCILEMENT FORM D 
(Inadequate)
(Form taken from “Duties of the Junior Ac­
countant" by permission)
BAN K  SEPTEMBER 30, 1927
Balance as per cash book and
ledger, September 1 ....................  $18,240.69
Receipts, September 1 to Septem­
ber 30, 1926 ....... ............................... 122,000.48
140,241.17
Payments, September 1 to Sep­
tember 30, 1926 .............................  123,401.12
Balance September 30, 1926.. 16,840.05
Checks outstand’g Sept.
30, 1926, listed .........  $12,284.60
Cash book balance . . .  16,840.05
29,124.65
Interest to Sept. 30, not
credited on books . .  167.95 
( * ) Deposit by attorney, 
not credited on books 800.00
30,092.60
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Bank charges not yet
taken up ....................  30.88
30,061.72
(*)Deposit, Sept. 30, 
not shown by bank.. 1,410.50
Bank Certificate Sept.
30, 1927 ....................... 28,651.22
(*)The items so designated are not pro­
vided for in the book form, but I  assume, 
from the character of that statement, that I 
have given them their logical place in such 
a form.
From the above statement it is quite 
as hard to find a hank balance of $17,­
777.12 as it is from any of the other 
forms that I have shown. Hence, like the 
rest, it is inadequate.
It will be observed that all the fore­
going forms meet the first of the two re­
quirements laid down as basic necessi­
ties. That is, they show agreement be­
tween depositor and bank. But none of 
them tells the true bank balance. In 
other words the operators seem to have 
comprehended only one-half the theory 
of the operation in question. The last 
form above carried the additional infor­
mation of the total cash receipts depos­
ited during the month and the total 
amount withdrawn. These, tied in with 
the opening balance, if the latter figure 
is correct, connect the ebb and flow of 
the cash with the previous period. But 
if that is done in checking the cash book, 
it need not be repeated in the bank re­
concilement. There is an explainable 
psychological basis for the production of 
each of the types of statement shown in 
this article.
Now let us consider a form that seems 
to me to fill the bill all around, except 
that the tying-in with the former period, 
as shown on Form D is omitted. The 
auditor can readily supply such tying- 
in if he thinks it worth while.
B AN K  RECONCILEMENT FORM E  
( Correct and Adequate)
Balance as per bank certificate,
September 30, 1927 ....................... $28,651.22
A dd : Deposit mailed September 
30, not shown on bank state­
ment, but acknowledged by 
cashier ...............................................  1,410.50
Total ............. .......... .................  30,061.72
Deduct: Outstand’g  checks (listed) 12,284.60
Correct Net B a la n ce ......... .. 17,777.12
Balance as per cash book, Septem­
ber 30, 1927 ......................................  $16,840.05
A dd : Interest credited by bank,
but not yet entered on books . .  167.95 
Deposit by attorney, federal tax 
recovered, not yet entered on 
books .................. ..........................  800.00
Total ............................................. 17,808.00
Deduct: Collection items charged 
by the bank but not yet entered 
on the books .................................. 30.88
Correct Net Balance, as above 17,777.12
This statement has complied fully with 
accounting theory. It shows the required 
agreement, and it shows the client his 
correct available balance on deposit with
this bank. The claim is not advanced 
that Form E above is the only correct 
set-up for a bank reconcilement. It is 
given merely as a specimen of one way, 
both to show clearly the agreement of 
bank and depositor, and to set out in a 
prominent position the amount of the 
cash balance actually available for the 
use of the depositor.
Many bookkeepers and many account­
ants seems to feel that one must begin 
a reconcilement with the cash book or 
the ledger balance, add back the outstand­
ing checks, and wrench the amount 
around by sundry other adjustments un­
til it reaches the figure shown by the 
bank statement. Others think it neces­
sary to go in the opposite direction mak­
ing the bank’s certified balance reduce it­
self to the ledger balance. The truth is 
that neither one of these processes may 
be necessary, and both may be wrong. 
There is no theory that the bank is al­
ways right and the depositor’s books must 
always agree with it, nor is the converse 
true. Since the bank does not know the 
depositor’s outstanding checks, it cannot 
give the net balance till such checks are 
presented for payment. It can only state 
the balance that its ledger shows, for the 
depositor to adjust in the light of his 
additional information concerning his 
own account. Likewise, the depositor 
needs the bank’s information to adjust 
his own account with charges and credits 
that he learns only through such state­
ment.
One must first determine what the 
correct balance is, and then bring both 
accounts into agreement with that figure, 
as done in Form E above. Rules are 
something of a burden, but if one is 
thought necessary, I would make it very 
simple, as follows:
Rule: After errors have been elimi­
nated, each set of records must be ad­
justed by the items not recorded therein, 
but shown by the other set.
The proper application of this rule will 
bring both sets of records to agreement 
at the proper figure.
One more form is suggested, viz., a 
summary of reconcilements in the case 
where a client has several bank accounts. 
In such cases, the correct net balances 
should be so shown as to be extended in 
a column which may be footed to show 
the total available cash. I will illustrate 
with the bank accounts of a municipality.
TOW N OF BELVIDERE  
B AN K  RECONCILEMENTS AS AT SEP­
TEMBER 30, 1927
Belvidere National Bank
Tax Receiver’s Account :
Balance as per bank
certificate ..............$151,200.20
A dd : Deposits not 
shown by certificate 
but acknowledged 
by cashier .............. 3,841.22
Total ....................  155,041.42
L ess: O u ts ta n d in g
checks (listed) __  5,500.00
Net balance agreeing with
ledger ....................................$149,541.42
Coupon Account:
Balance as per bank statement
agreeing with led g er................ 16,251.10
Belvidere Trust Company
General Fund Account:
Balance as per bank
statement ................  $90,222.38
L ess: O u ts ta n d in g
checks (listed) . . .  11,116.41
Net bank balance 79,105.97
Balance as per ledg’r $79,922.15
A dd : Interest cred­
ited by bank, not
on books ................ 183.82
Correct net balance as above 79,105.97 
Highway Fund Account:
Balance as per bank
statement ................ 14,684.20
L ess: O u tsta n d in g
checks (listed) . . .  621.19
Net balance agreeing with
ledger .................................... 14,063.01
Total net balance of the town of
Belvidere as at Sept. 30, 1927.. 258,961.50
Mr. Bell’s book on “Working Papers” 
shows on page 62, plate 13, a very 
good form for listing in columnar meth­
od the reconcilements of bank balances 
in cases where the client’s bank ac­
counts are numerous. But even Mr. 
Bell is guilty of a slight lapse from 
sound theory, in that his form does not 
show the correct net balances. In cases 
where the bank has credited the client’s 
account with interest, Mr. Bell has de­
ducted that interest, although it is in 
the bank to the credit of the client, and 
belongs in his stated balance. But this 
appears to be a very common practice 
in such statements.
Mr. J. Hugh Jackson, however, in his 
book on “ Audit Working Papers,” 
shows on forms H 1 and H 2 bank re­
concilements treating such interest 
items correctly and arriving at the de­
positor’s correct balance. It is to be. 
presumed that Mr. Jackson would have 
treated correctly also the additional 
items that I have scheduled in my illus­
trative forms given above.
One might go on through the lists of 
workpapers— a trial balance of a cus­
tomer’s ledger, a schedule of notes pay­
able, a computation of unexpired insur­
ance premiums prepaid, an analysis of 
a general expense account, not to men­
tion the dozens of other statements that 
have to be made up in many if not in 
most audits— finding the chief defects 
in all of them to be due to either ignor­
ance of or neglect of the theory on 
which they are supposed to be con­
structed.
Discussions of these matters with 
staff managers of the largest accounting 
organizations bring emphatic confirma­
tion of an almost universal realization
(Continued on page 120)
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“Custom-Tailored” Reports
T HE ready-made suit has for many years been a fixture in the men’s garment trade. Strictly 
custom-tailored suits are becoming in­
creasingly scarce. Yet the day when 
custom tailoring was an absolute neces­
sity for anything approaching a good 
fit is not so far distant but that adver­
tising of “that custom tailored look” 
has a strong appeal. The best of the 
big clothing stores feature their range 
of size variations such as “ regular,” 
“ long-stouts,” “ short-stouts,” “ extra 
thins,” etc. For the truth of the mat­
ter is that no two men are alike, either 
in mind or body, and that certain al­
terations are necessary to attain the 
proper fit without which comfort, let 
alone correct appearance, is impossible.
And yet the cry for “ uniform ac­
counting” systems, and the advertising 
blah of the stationery manufacturers of 
what purport to be such, waxes ever 
louder. When, as a matter of fact it is 
no more possible to fit all business with 
one system, or even all concerns in one 
line, with a uniform system, than it is 
to clothe all men from the same pile of 
garments. Some modification is neces­
sary. Without it, the results are the 
same as those of the Greek myth about 
Procrustes.
On the other hand no one wants to 
go back to the days of all made-to-meas­
ure suits; and no one wants to have to 
have specially printed books for each 
individual business enterprise. What is 
desired is a standard which can be 
modified or altered, taken in here, ex­
panded there, to fit the individual, and 
obtain comparable results. Note that 
“ comparable.”
When I select a suit at my clothier’s, 
and the pattern, design and basic size is 
correct, much tailoring must be done to 
the trousers. My neighbor, selecting his 
suit from the same lot lets the trousers 
“ as is,” and has the coat altered. But 
in the end each of us has a well fitted 
suit, equally becoming, comfortable and 
serviceable.
Similarly any “ uniform” accounting 
system must make allowances for the 
needs of the business. This done, “ com­
parable” figures that mean something 
can be obtained. A case in point:
In the metropolitan district of New 
York were six auto dealers, each hand­
ling the product of the same factory, 
each selling the same cars on the same 
terms (dictated by their uniform con­
tracts) and each (under the contract) 
making periodic reports. But out in 
Detroit the management could not get 
a proper comparison of the results 
shown . A Detroit stationer featured a 
“dealers uniform accounting system.”
By L . GLUICK, C. P. A. 
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Its installation with two of the dealers 
only increased the confusion. Then 
the firm by which I was then employed 
was engaged to put in a “uniform” 
system.
Of the preliminary audits, and their 
attendant difficulties, this article will 
not treat. They were interesting, to 
put it mildly. In the end a standard 
system of accounts was installed in all 
six offices. But not a uniform system. 
Basically all the systems were alike. 
But the details varied in each as was 
proper. For the audits had disclosed 
the following:
One dealer owned his own plant; the 
others paid rent. One dealer had ar­
rangements with his bank to discount 
his own paper, with customers’ notes as 
collateral; the others sold their cus­
tomers’ notes to finance companies. One 
dealer had a tremendously advantageous 
location on a main highway and made 
almost as much in his service station 
selling to passing cars of all makes 
such accessories or fuel as they re­
quired, as he did in the sale of cars 
and parts. One dealer had his show 
room in one street, his service station 
a mile away, the others had both to­
gether. One dealer traded as a sole 
proprietor, one was a partnership, the 
others incorporated.
Now how in the name of common 
sense could an absolutely uniform sys­
tem fit them all? Yet the well devised 
systems finally installed gave each 
what he needed, and above all, gave 
the manufacturer out in Detroit the 
kind of reports that he could readily 
compare, and see just where and how 
Dealer A excelled in one respect and 
Dealer B failed in another.
So we see that in their cases a strictly 
“ made-to-measure” system was inadvis­
able, yet a strictly uniform system im­
possible. What they needed, and finally 
got, was a basically similar system, al­
tered to suit their figurative high 
shoulders, bow-legs, and over-expanded 
belt lines.
And the same holds true for reports. 
Every elementary accounting student 
knows that the report for a mercantile 
corporation is not in the same form as 
that for a school or hospital. But in 
any one major group, reports naturally 
tend to uniformity, sometimes too much 
so. The causes are many. Mercantile 
agencies, bankers, the Internal Revenue 
Department, even accountancy text 
books present almost rigid forms for
reports. The advantages are equally 
numerous. It is easier for the credit 
man to classify similar reports; easier 
for an accountant’s staff to prepare 
them; etc. But the results are not al­
ways what are aimed at.
In every large group of men there 
are always some who just can not 
be fitted with ready made clothes, no 
matter how skillfully altered. Some 
physical point requires special, individ­
ual tailoring out of whole cloth. And 
in every group of business men there 
are some whose mentality requires re­
ports a way off of standard. The bal­
ance of this article will be given up to 
examples arising in my own experience 
or under my immediate observation.
Number one was a practical, success­
ful and intelligent business man, whose 
head for figures as ordinarily presented 
by an accountant, was not good. For 
him a report modeled on that made 
famous by the Corn Exchange Bank of 
New York was devised. It started off:
“ At the beginning of the year your
net worth was $-------- . During the year
your transactions were as follows:” and 
then narrative recital of a profit and 
loss statement, with figures grouped in 
two appropriate columns, and conclud­
ing with the net profit. Then “At the 
end of the year your financial position
was: you had $-------- in the bank; you
owned merchandise of $----------so much
value,” and so on, giving him all the 
items of a balance sheet, and by just a 
little ingenuity grouping them for 
ready addition. Liabilities were treated 
in the same manner, deducted from the 
assets, and the result tied up with the 
operating statement. As the client put 
it, “ That’s the first statement I could 
ever take home to my wife.” For bank 
purposes a balance sheet in orthodox 
form was given him.
Case number two was still another 
successful business man who found the 
marshalled rows and columns of figures 
on the auditor’s report difficult to com­
prehend. For him a “ picture” of his 
business was drawn; in other words, a 
large scale graph, with many colors and 
rulings, with the dollar values placed 
alongside of the portions which repre­
sented them. This device was a good­
will begetter of unexpected value. Until 
its initiation the client had merely 
puzzled over the report and then dis­
gustedly handed it over to his banker. 
Afterwards he loudly sang the praises 
of his accountant to the enhancement 
of the latter’s practice. On the other 
hand I saw one man indignantly reject 
a graph, which had been inserted in the 
hopes that thereby he might visualize 
(Continued on page 120)
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The New Leadership in Business
I N the future, most of the profits will be made by those business men who substitute facts for opinions as a 
basis for their policies and their decis­
ions. “Profitless prosperity”—a phase 
often used to describe the condition of 
American business during the past few 
years—is not strictly accurate. There 
have been plenty of profits, but the large 
profits have been made by the few. Forty 
per cent of all manufacturing concerns 
have lost money or barely broken even. 
Most of the others have made but little.
In 1925, the last year for which com­
plete figures are available, one-fifth of 1 
per cent of our corporations made 52 per 
cent of the total profit. For each dollar 
made by these large and successful com­
panies, some less well managed concern 
lost 22 cents.
Even more striking is the fact that 95 
manufacturing corporations—only one- 
fiftieth of 1 per cent of the whole—made 
45.5 per cent of all the profits in their 
particular branches of industry.
More recent figures, while incomplete, 
indicate that the lion’s share of the 
profits is still going to the large scien­
tifically organized businesses.
It is generally agreed by thoughtful 
business men that this trend will become 
more pronounced and that the most 
profitable concerns will be those which 
adopt  scientific methods of mass produc­
tion and mass distribution. Of necessity 
such concerns will be large.
The business leaders of today who will 
survive as the leaders of tomorrow will, 
of necessity, be open-minded, adaptable 
men.
The mere increase in the size of busi­
ness organizations will be enough to dis­
qualify many of the old-time leaders. 
Many times I have seen a man guide an 
enterprise successfully through its strug­
gling stages and build it up to the point 
where it was doing a business of, say, 
half a million dollars a year, and then 
fail miserably when its sales again 
doubled or quadrupled.
The man who is nursing a small busi­
ness must give close attention to every 
detail. He can seldom afford to hire ex­
pert specialists to help him, therefore he 
must, quite properly, make shift to decide 
all questions himself, from the psychology 
of employees, to matters of finance, and 
the buying, selling and packing of his 
commodities.
Just as the virtues of youth may be­
come the vices of old age, so the qualities 
of leadership which are virtues when a 
business is small may well become vices 
when the business grows large. The 
owner finds that he no longer has time
By EDWARD A. FILENE 
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to attend to all of the details himself, yet 
too often he mentally is unable to dele­
gate those details. They continue to take 
the time and attention which should be 
given to matters of more importance. 
The very existence of the business de­
pends upon correct diagnosis of the fu­
ture. What will the trend of prices be? 
Shall we buy ahead? How are we to 
finance our increased business? What 
effect will European affairs have on our 
business? These and many similar ones 
are questions which the man buried in 
detail should, but often can not, answer. 
Many a man has failed because, lacking 
facts on which to base his judgments, he 
did not correctly answer such questions 
as these.
Before the days of the Federal Reserve 
Banks thousands of men lost their busi­
nesses because they failed to foresee the 
inevitable crisis and scarcity of money 
which they should have seen approaching 
had they given to the study of coming 
conditions as much time and effort as 
they gave to the study of existing condi­
tions.
The Federal Reserve Bank has largely 
done away with those dangers, but there 
are others equally serious in these days 
of astonishingly rapid changes in busi­
ness—changes which are fatal to those 
who allow themselves to remain sub­
merged in details—and who rely on opin­
ions instead of facts. These changes are 
so radical that in my book, “The Way 
Out,” I called them The Second Industrial 
Revolution, a description that is being 
generally adopted to describe the present 
state of business.
To my mind more harm than good has 
come from reading biographies of suc­
cessful business men. The reader seldom 
realizes that the qualities which fit a man 
preeminently for one stage of business 
may utterly disqualify him for the next 
stage. The ambitious youngster believes 
that if he can only do exactly as the suc­
cessful man of yesterday did, he too will 
succeed. He fails to recognize that those 
men succeeded because they used methods 
which were well fitted to the needs of 
business as it was, and that the methods 
they adopted were then new and ad­
vanced. The advanced methods of yester­
day are apt to be the antiquated ones of 
today.
The business men whom the present 
generation is inclined to emulate were, 
mostly, active during the pioneering stage 
of business. The characteristics of the 
successful pioneer are courage, fearless 
initiative, resourcefulness and quickness 
of decision and action.
Snap judgments were characteristic of 
the pioneer. He had little time and few 
facilities for searching out and weighing 
facts on which a better and surer de­
cision could be based.
If his guesses were more often right 
than wrong he survived, and even pros­
pered up to a certain point. If he occa­
sionally guessed wrong he often was able 
to save himself. After all, his competitors 
also were guessing.
Business has passed through and out 
of the pioneer stage. A new kind of lead­
ership is required by the new kind of 
business. Some of the pioneers will pass, 
having served their constructive purpose. 
Others will see what is needed and change 
their methods.
Typical of the pioneers who have passed 
are most of the men who built up the com­
paratively small operating steel mills 
which now make up the United States 
Steel Corporation. Carnegie, to mention 
by name only one of them, withdrew from 
leadership when the Steel Corporation 
was formed. Judge Gary, who led it for 
a quarter of a century, was a lawyer. He 
was not one of the pioneer steel makers. 
His fitness was due to his well-trained 
mind and to his insistence on basing his 
decisions on facts rather than on emo­
tions. His successor, J. P. Morgan, is 
another who is typical of the new leader­
ship. He, too, bases his decisions on facts 
rather than on emotions and opinions. 
He sees what business of the future will 
be like and will guide any enterprises 
with which he is associated in harmony 
with the new trends in business.
On the other hand, J. C. Penney is an 
example of the man who, successful as a 
pioneer, has grasped the fundamentals of 
the new business and is still successful as 
a leader. He made a success of one store, 
and has guided the growth of the J. C. 
Penney Company for twenty-five years 
until today it operates more than 885 
stores. His career shows that it is pos­
sible for the successful man of yesterday 
to become the leader of tomorrow.
In order to determine the character­
istics which the leaders of the future 
must have it is necessary to see clearly 
what the business of the future will be 
like. We have some examples already 
well developed. There are, among others, 
the United States Steel Corporation, Ford, 
General Motors, and others in most of
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the branches of industry. In distribution 
there are chains of small stores, like 
Woolworth and the J. C. Penney Com­
pany, large department stores like Macy’s, 
and a few somewhat embryonic chains of 
department stores.
These examples are fairly typical of 
the business of the future, primarily be­
cause they employ mass production and 
mass distribution. These are themselves 
merely the expression of a still deeper 
and more fundamental concept, which is 
true regardless of the jibes of the sophis­
ticated—namely, that sound business 
must be service. It is not necessary to 
explain to you that by “service” I do not 
mean a willingness to repair free of 
charge a thing that should have been 
made properly in the first place. I mean 
by service that goods shall be made ef­
ficiently under modern methods of mass 
production and sold at the lowest possible 
price, quality considered.
Such service is not merely theoretical 
and based on ethical considerations—it is 
practical, enlightened self-interest.
It has been said that the only theoreti­
cal limit to cost reduction is the point at 
which manufactured products will become 
as cheap as water. That was doubtless 
an intentional exaggeration. But it 
shows that enlightened manufacturers 
who have seen in their own factories the 
extent to which costs can be lowered by 
mass production are not willing to say 
definitely just where the ultimate limit 
will be.
Mass production calls for mass distri­
bution, which, too, implies more than 
mere quantity. It means that the large 
quantities of goods turned out by the 
factories shall be put into the hands of 
the consumer at the lowest possible price. 
That involves the elimination of every 
possible waste in handling and selling.
Mass distribution and mass production 
depend upon wide-spread, in fact, upon 
practically universal, power on the part 
of the consumer to buy. One way in 
which they differ from old-fashioned pro­
duction and distribution is this: Needing 
a vastly increased buying power, mass 
production and mass distribution by their 
very nature proceed to supply consumers 
with purchasing power by increasing 
wages and salaries and by reducing the 
prices which the consumers are asked to 
pay.
That idea was ridiculed by the old lead­
ers when it was first suggested. It was 
considered to be a contradiction in 
itself—an utter impossibility. It is ac­
cepted by the new leaders as confidently 
as it was rejected by the leaders of yes­
terday.
To the old way of thinking, high wages 
inevitably meant high costs. Therefore, 
the obvious way to reduce costs was to 
cut wages. Management apparently as­
sumed that it was perfect—that no basic 
betterments in methods were possible.
Thus when prices got so high that the 
masses could not buy, and a slump im­
pended, the approved curative step was 
to reduce wages and to lay workers off, 
thus still further curtailing buying power 
and turning a slight slump into serious 
depression. It was as though one were 
to prescribe fasting to a patient suffering 
from starvation.
Although many business men are now 
practicing the new philosophy of mass 
production and mass distribution, others 
alongside them are still holding fast to 
the old ways. Just lately the papers told, 
as a matter of course, that certain cotton 
mills had met the slump in their industry 
by making a flat 10 per cent cut in wages.
A few days later, another news note 
said that another group of cotton mills 
would start up at the old wage scale. 
They had worked out plans for reducing 
costs by rearranging machinery, and by 
adopting better manufacturing methods 
of many sorts. Their costs were as low 
as those of their wage cutting competi­
tors. The buying power of their workers 
was unimpaired. What is more, their re­
ductions in cost are permanent, while the 
reductions secured by their competitors 
will continue only until the workers can 
successfully demand that the old scale 
be reinstated.
All economists who have studied the 
subject agree that during the past ten or 
fifteen years the purchasing power of 
the American people has risen consider­
ably. Using different methods of calcu­
lation, different figures are arrived at. 
The lowest estimate I have seen puts the 
increase in real wages for the country as 
a whole at 9 per cent during the past 
six years. In some industries the in­
crease has undoubtedly been far more.
This has been accomplished by the econ­
omies of mass production combined with 
the high wages which mass production 
makes possible. According to one au­
thority the production of manufactured 
goods has increased 91 per cent per capita 
of total population since the beginning 
of this century. A large part of this in­
crease has been bought and consumed by 
the American people—which would have 
been impossible if our individual pur­
chasing power had not been increased 
through higher wages and lower costs. 
And with all of this increased buying our 
margin left over for savings has increased 
tremendously.
There is every reason to believe that 
this increased per capita production will 
be maintained. Once mass production 
gets fairly started in a branch of in­
dustry, all others in that industry except 
those making specialties must adopt mass 
methods if they are to continue to com­
pete.
It must continue to run—and that 
means that the processes of distribution 
must be developed to dispose of this out­
put, most of it in domestic markets: The
surplus must be disposed of abroad—a 
matter which I shall discuss later.
Distribution, however, is nowhere 
nearly so scientifically organized as is 
production. While production costs are 
constantly being reduced, the spread be­
tween the cost of production and the 
price the consumer pays is wider today, 
on the average, than it was forty years 
ago. That does not mean that retailers 
are making undue profits, for they are 
not. Many small storekeepers make only 
very moderate wages. The average de­
partment store realizes only a very mod­
est percentage of net profit on its sales.
The trouble is that there is far too 
much waste in distribution. Frankly, the 
waste is disgraceful. It is due chiefly to 
the fact that most of those engaged in 
getting the products of the factories into 
the hands of the consumer have not yet 
learned the methods of mass distribution.
The chain stores have learned how to 
secure some of the economies of mass dis­
tribution. They have tremendous pur­
chasing power, which enables them to buy 
even more advantageously than the larg­
est department stores. And that is not 
due to their ability to hammer prices 
down to the point where the manufacturer 
sells to them at a loss. That was the old 
idea. There was, however, always a point 
beyond which the manufacturer would 
not go in price cutting.
The new leaders of business realize 
that no trade is a good trade unless it is 
mutually profitable.
So although the chain store wants and 
gets a very low price, the manufacturer 
does not suffer. It has been discovered 
that the large purchasing power of the 
chain store enables the manufacturer to 
achieve the economies that go with mass 
production. He passes a fair share of his 
savings to the chain, which in turn passes 
part of it on to the consumer. Thus the 
consumer is able to buy more and the 
cycle proceeds to ever lower costs and 
prices and ever greater buying power.
Even the largest department store has 
less purchasing power than a medium­
sized chain. That is one reason why, dur­
ing the past eight years, the sales of chain 
stores have doubled while the volume of 
business done by department stores has 
increased only 31 per cent.
Chain stores have another advantage 
over even a large individual store, in 
their ability to employ high-priced ex­
perts of many sorts. The buying is cen­
tralized in a corps of skilled buyers, with 
a low buying cost per store. There are 
experts who study out and standardize 
the best methods of accounting, of adver­
tising, of displaying goods, of handling 
employees—of doing everything, in fact, 
that a store has to do. Standardizing 
the best methods greatly reduces costs, 
improves unit efficiency and helps to con­
quer competition.
The more stores there are in a chain,
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the greater are the profits. Figures just 
published show that the ratio of net profit 
to gross sales is 5 per cent or 6 per cent 
for small chains, while for the large ones 
the ratio is as high as 11 per cent. That 
is due to the fact that the expense o f the 
central organization does not increase in 
proportion to the increase in the number 
o f stores, while the buying power and 
the volume of sales does. That typifies 
the advantages possessed by large organi­
zations. There is every evidence that the 
successful business o f the future—  
whether producer or distributor— will be 
very much larger than at present.
The manifold advantages of the chains 
are forcing the small store of every sort 
to give way. It has been repeatedly 
proved that people trade where they get 
the lowest prices, quality considered, and 
that loyalty to the home-town merchant 
will not keep trade away from the 
cheaper chain stores.
But it is nevertheless true that the in­
dividually owned store has certain ad­
vantages over the chain store. The prin­
cipal one is the close personal contact 
between the small store owner and his 
customers which makes it possible for 
him:
1. To keep closely in touch with the de­
mands of his customers.
2. To make adjustments and to satisfy 
complaints instantly without referring 
the matter to a distant headquarters, 
where it may become entangled in red 
tape.
Great as the advantages are, they are 
nevertheless overshadowed by the ad­
vantages o f mass production and mass 
distribution which the chains have and 
which the independent small store has 
not.
But there is a way whereby the small 
individually owned store can keep its in­
dependence and at the same time achieve 
the manifest advantages inherent in the 
chain.
The advantages of the chains come 
from centralized buying and control and 
not solely from centralized ownership.
If a dozen, or a hundred, or a thousand 
individually owned stores were to join 
together in an association as strong and 
as well organized as centrally owned 
chain stores, they could secure all of the 
advantages of the chain and still retain 
the great advantage of local manager- 
ownership. The storekeeper would keep 
all of his stake in the business and with 
it that personal interest which but rarely 
can be obtained from a hired manager. 
He would retain all that he needed of his 
initiative, and would be more free to use 
his own judgment in dealing with local 
problems than his centrally owned chain 
store competitors.
The wholesaler who, even in these early 
stages of mass distribution, is gradually 
being eliminated, may well be the nucleus 
about which such organizations of inde­
pendent retailers will form. He has a 
central location and has developed much 
of the buying machinery which is needed. 
As the center of such a group he will 
have an assured and controlled market. 
His selling expense will became neg­
ligible.
It may occur to you that difficulties will 
arise in getting individualistic retailers 
to combine strongly for the common good. 
Perhaps it w ill be difficult at first. But 
when they once experience the advantages 
that are bound to come, they will stay 
together as have the fruit farmers of 
California, who sell, handle and adver­
tise their products in a scientific way. 
The members of the Fruit Growers Asso­
ciation even provide funds with which 
they as individuals may be sued if  they 
violate their agreements.
So much for the small stores, which 
must combine in some such way as I have 
indicated if they are to survive. Unless 
they get in harmony with the trend to­
ward mass distribution they will be 
superseded by the chains to which mass 
methods are gospel.
What of the department stores? They 
too must get in line. For them, I feel 
certain, the outcome will be that they 
will get together and form chains. Some 
of them are already menaced by the ex­
isting chains. It is entirely feasible to 
gather a group of fifty or a hundred large 
stores under centralized ownership and 
control. Such a chain might be expected 
to do an annual business of more than a 
billion dollars. It would compare in sales 
with the General Motors Corporation 
whose sales in 1926 were $1,058,153,338, 
or with the United States Steel Corpora­
tion sales of $1,508,076,090 in the same 
year.
Each department in such a chain of de­
partment stores would itself be a unit in 
a chain o f similar departments. Thus 
there would be great chains within the 
chain. Of such department chains some 
might well have sales of $50,000,000 or 
more a year. Think what tremendous 
buying power that would give to the 
buyer for, say, the chain of shoe depart­
ments. And consider the tremendous 
economies that would be made possible 
to the manufacturer who secured his 
share of that business, provided he made 
the most o f his opportunities to achieve 
full-fledged mass production.
I shall not describe in detail all of the 
characteristics of such chains of depart­
ment stores, but shall be content to list 
six o f the outstanidng ones.
1. They w ill cater to customers of all 
degrees of buying power and all tastes.
2. They will concentrate for their bulk 
business on three full-line price levels—  
that is, on standardized prices. It has 
been found that for each kind of goods 
85 per cent of all sales are made at three- 
price ranges. It pays to carry full lines 
at each of these ranges. Above and below
these prices it pays to carry some items, 
but not full lines. By this plan the maxi­
mum of sales volume is achieved with 
minimum investment in stock, thus in­
creasing turnover and profits. Eventu­
ally also such stores will do most of the 
business in high-priced commodities.
3. Departments will be highly speci­
alized. There w ill be many more divisions 
of departments in these chains than are 
the rule in department stores at present. 
This w ill greatly increase the effective­
ness of centralized group buying by mak­
ing it possible to place orders that the 
manufacturer can more easily and effec­
tively produce by mass methods.
4. Buying will, to a large degree, be 
centralized.
5. A  delicate balance will be main­
tained between centralization and de­
centralization.
6. Policies w ill be based on facts— not 
on opinions. Research departments un­
der skilled experts will be maintained to 
determine any facts o f any sort that may 
be needed for the management. Many 
department stores are even now using 
research to an extent that astounds the 
outsider when he first learns of it.
Chains of department stores are so in­
evitable a development of the near future 
that I do not hesitate to say that unless 
existing department stores form them­
selves into chains, the present chains w ill 
get together and, adding to themselves 
other chains, so develop into chains of 
department stores and occupy department 
store buildings.
I have thus briefly sketched the present 
status and the future developments o f 
mass production and mass distribution in 
order to give some idea o f the problems 
which the leaders of the future w ill have 
to solve, and the characteristics which 
they, as the new leaders, will have to 
possess.
Right now I want to touch on some o f 
the international implications of mass 
production and mass distribution so that 
it w ill be apparent why the leader of the 
future must be internationally minded 
and not insular minded.
1. Mass production is turning out a sur­
plus of goods beyond our present power 
to consume. Our power to consume will 
increase with ever increasing wages, but 
increasing use o f mass production will 
probably for a long time ahead provide 
us with a surplus. To maintain our pros­
perity we shall have to export this sur­
plus, else our producers will be driven to 
compete so strongly with each other that 
our prosperity w ill be destroyed.
2. But in the end other countries can 
pay for our surplus only by exporting to 
us their surpluses. Therefore we can not 
continue indefinitely to be prosperous un­
less the rest of the world adopts our 
methods o f mass production and mass 
distribution, so that they w ill have sur-
(Continued on pag e 121)
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Prevailing Tendencies of Accounting Organiza­
tion and Practice
WHILE actual and potential de­
mand are important factors in 
the development of new sets 
of conditions, the application of force in 
the form of external occurrences is 
usually responsible for the speed, quan­
tity and quality of that development. 
Take, for example, the case of the aero­
plane. Prior to the Great War, progress 
was slow. Except in the minds of those 
with extensive vision along this particu­
lar line, the aeroplane was not considered 
as an important factor in the administra­
tion of either war or commerce. The 
demand existed, and even those of limited 
vision as to the future trend of affairs 
agreed that if perfection could be reached 
the aeroplane would be a distinct contri­
bution to progress. But when the war 
came along, the demand for information 
regarding locations and movements pro­
vided the necessary initial external stim­
ulus, as a result of which there has de­
veloped, In the course of a few years, an 
enormous industry, which commands the 
interest of governments, scientists and 
commerce.
Likewise, there was, prior to the Great 
War, some demand for improved account­
ing organization and practice. But ef­
forts to actually effect progress were re­
stricted, generally speaking, to a few 
ambitious accounting practitioners and to 
a relatively small number of progressive 
business organizations. The corporation 
executive very commonly referred to ac­
counting as a “necessary evil” and as 
“overhead.” This negative attitude neces­
sarily restricted effort along the line of 
improvement to reduction of its cost and 
not the improvement of its service to 
business. But with the war came the 
pressure of outside influences, which 
forced progress. The Government wanted 
income and excess profits taxes, which 
practically necessitated correct practice, 
and banks and creditors wanted more and 
better basic information. Also the dif­
ficulties which led up to the use of cost- 
plus contracts, and the misunderstand­
ings resulting therefrom, emphasized the 
necessity of more accurate cost and ac­
counting records. So, these factors, to­
gether with others of less importance, 
but nevertheless of contributory effect, 
started a movement toward scientific ac­
counting organization and practice, which 
every business executive now considers 
not only a necessary phase but also a 
vital and productive phase of the busi­
ness, and which occupies the entire time
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and attention of thousands of practicing 
accountants
If accounting organization and practice 
are passing through a stage of improve­
ment and development, it is important to 
note the prevailing tendencies or trends. 
Since it takes not several years but sev­
eral decades for the majority of businesses 
to adopt new plans of administration, the 
tendencies which will be briefly indicated 
are still minority practice. However, it 
will be assumed that present majority 
practice is generally known, and the same 
will not, therefore, be described. Also, 
in a treatise of this kind and length, only 
the barest skeleton can be exhibited; de­
tailed descriptions must be omitted. 
Finally, because it provides the broadest 
basis of discussion of the subject, the 
manufacturing class of enterprise is 
chosen; variations in cases of financial, 
public service, governmental, wholesale, 
retail and special enterprises must be 
dealt with at some future time.
Organization
Aside from the two major executives in 
charge of the Accounting Organization, 
personnel will not be discussed, but only 
the functions involved. The general ac­
counting functions are as follows:
First, assembling data from vouchers 
and forms into records.
Second, analyzing records.
Third, preparing accounting summaries 
and reports.
Fourth, interpreting accounting sum­
maries and reports.
Fifth, presenting accounting summaries 
and reports with recommendations, if any 
are necessary.
The two major executives involved are 
Comptroller and General Auditor. Gen­
erally speaking, the Comptroller directs 
and the General Auditor performs. The 
Comptroller is assisted by a small staff 
of assistants, and the General Auditor 
performs through the following divisions:
1. General Accounting Division.
2. Cost Accounting Division.
3. Timekeeping and Payroll Division.
4. Accounts Payable Division.
5. Accounts Receivable Division.
6. Billing Division.
The Comptroller
The Comptroller is one of the principal 
officers of the company, being elected by
the Board of Directors. He has the same 
comparative standing in connection with 
accounting methods, procedure and ad­
ministration as do the other officers in 
charge of finance, purchase, production 
and sales. The Comptroller usually has 
assistants who may be in charge of special 
sections of his work, which will be briefly 
considered.
Of the five accounting functions re­
ferred to above, the last two must be per­
formed by the Comptroller. While the 
function of interpreting may in some 
cases be delegated to the General Auditor, 
this is primarily a duty of the Comp­
troller and a very important one. He is 
in a position to see the trend of the busi­
ness in all its phases and his interpreta­
tion of conditions as reflected by reports 
is of great value in the formulation and 
execution of policies. All reports, except 
daily reports, which have become a rou­
tine matter, are submitted to other of­
ficers through the Comptroller’s depart­
ment, so that he may have a chance to 
make comments or recommendations.
The Comptroller approves all vouchers 
for expenditures, vouchers having been 
previously approved by the General 
Auditor or Auditor of Disbursements. If 
the company is operating on a budget 
basis the Comptroller is responsible for 
the administration of the budget. He is 
also the final authority on the contents 
of reports to the outside, containing 
figures or other statistical data, including 
income and state franchise tax reports, 
et cetera.
There is a noteworthy tendency, grad­
ually becoming more pronounced. This 
is the placing under the supervision of 
this officer the following duties:
First, study of organization and meth­
ods and recommendation of changes.
Second, statistical studies, including—
(1) Research on, and analysis of, inter­
nal data such as sales, costs, profits, 
prices, inventory stocks and turnovers.
(2) Research on, and analysis of, rela­
tive external data:
(a) Those relating to competitors, com­
petitive conditions and affecting the par­
ticular industry and business.
(b) Those considered as business barom­
eters, such as, for example, bank clear­
ings, U. S. Steel Corporation unfilled or­
ders, business failures, et cetera.
(3) Correlation of internal and exter­
nal data, i. e., decision as to the effect of 
the latter on the former.
The officials must know how the com­
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pany is progressing, not only individually, 
but relatively, and this requires correla­
tion of internal and external factors. The 
division which does this work may be 
known as the Research Division with 
Organization and Methods Section and 
Statistical Section, or each section may 
be a division, the head of which reports 
direct to the Comptroller. The former 
section is gaining more headway in the 
plant or in connection with manufactur­
ing organization and methods than in the 
general office. The latter section is found 
in some form in most companies, but it is 
only recently that there has been any 
decided tendency to form a separate or­
ganization under the Comptroller and 
give considerable time to the study of 
external conditions. Graphics or charts 
are being used extensively in the Statisti­
cal Section. There must be the closest 
cooperation between it and the depart­
ments (accounting, finance, purchasing, 
producing and selling) from which it ob­
tains its internal data with which to 
work. However, the Statistical Section 
should be entirely independent of these 
departments so far as organization is 
concerned; the manager must be free to 
make adverse criticisms on conditions 
found to exist.
The General Auditor
The General Auditor is vested with 
direct executive control of the Account­
ing Organization. He may be elected by 
the Board of Directors or appointed by 
the President. Due to the necessity of 
close contact and cooperation with the 
Comptroller, his appointment will gener­
ally be made upon the advice and ap­
proval of the latter. Of these five general 
accounting functions previously referred 
to, the General Auditor is responsible for 
performing the first four.
More specifically, the first function in­
cludes the maintaining of a continuous 
accounting process, involving the fol­
lowing duties:
1. Prepare and keep up-to-date a 
classification of accounts in sufficient 
detail to reflect ail desired conditions 
of the business.
2. Establish and maintain modern, 
standard accounting procedure, so that 
comparative data for different periods 
shall be truly comparable.
3. Prepare and assemble vouchers 
and forms which will serve as posting 
mediums for the hooks of original en­
try.
4. Keep books of original entry— in­
termediary between vouchers or forms 
and accounts.
5. Keep accounts.
The analyzing of records is for the 
purpose of preparing accounting sum­
maries and reports; these reports must 
be useful, accurate, and timely. It is 
within the scope of the Comptroller’s 
duties to decide whether or not a report
is useful enough to be produced. But 
accuracy and promptness of reporting 
are controllable by the General Auditor, 
and his success or failure—in fact, the 
success or failure of the entire account­
ing organization, hinges very largely up­
on the degree of control over these two 
factors. 
General Accounting Division
In this division the major part of the 
accounting process is completed. All 
changes in Classification of Accounts and 
Standard Procedure must be approved by 
it. In it are maintained the books of 
original entry for Cash and any other 
such books not kept by the other divis­
ions; also, the general ledger which is the 
ledger of control, by totals, of details 
kept in subsidiary ledgers in the other 
divisions.
Cost Accounting Division
This division maintains the detail rec­
ords in relation to cost of articles pro­
duced. The organization is planned to 
obtain the requisite detail as to labor, 
material and overhead cost, by manu­
facturing operation, department and 
product, and, if desirable, by individual 
job. The functions of this division are 
as follows:
First, assembling data from vouchers 
and forms covering:
(1) Labor—time spent and its cost.
(2) Material—quantity and value of 
materials received, used in production 
and on hand.
(3) Overhead or expense—amount and 
distribution to be made, based on a fixed 
plan.
Second, recording data, or assembling 
it onto cost and stock ledgers.
Third, preparation of accounting sum­
maries and reports, based on actual costs:
(1) Totals to be used by General Ac­
counting Division, to bring control into 
agreement with detail cost records.
(2) Cost summaries showing labor, ma­
terial and overhead in desired detail.
Fourth, preparation of accounting sum­
maries and reports showing estimated 
costs of proposed new products, for use 
in arriving at selling prices, determin­
ing the advisability of extension of lines, 
et cetera.
The principal test, after accuracy, is 
the promptness with which cost schedules 
follow the closing each month of the gen­
eral ledger control accounts.
Timekeeping and Payroll Division
There is one organization for timekeep­
ing and recording, and another for prepa­
ration of payroll and “paying off” ; the 
former being the Timekeeping Division 
and the latter the Payroll Division. The 
former is under the supervision of the 
chief accounting officer, since its func­
tions are of an accounting and auditing 
nature; the latter is under the direction 
of the Plant Superintendent. In other
words, the Timekeeping Division certifies, 
to the Treasurer, the correct time and 
pay for each man, and the Payroll Divis­
ion receives the necessary funds from the 
Treasurer and “pays off.”
All records, under this plan, in connec­
tion with individual earnings, piece rate, 
schedules, et cetera, are kept in the Time­
keeping Division, which also transmits 
to the Cost Division labor tickets and any 
other data necessary for the obtaining of 
costs in desired detail.
Accounts Payable Division
This division is organized to perform 
the following functions:




(3) Preparing checks in payment of 
vouchers.
(4) Maintaining audited, unaudited and 
paid files.
Second, recording data in books of 
original entry.
(1) Posting and balancing vendors’ 
ledgers.
(2) Preparing record of cash disburse­
ments.
(3) Maintaining record showing vouch­
ers distribution or charges to accounts.
Third, preparing reports to Treasurer 
showing amounts to be paid on each ma­
turity or discount date.
Fourth, preparing periodical journal 
vouchers summarizing the voucher dis­
tribution for the use of the General Ac­
counting Division in posting to general 
ledger control accounts.
Accounts Receivable and Billing Di­
visions
The Accounts Receivable Division func­
tions includes posting of ledger records, 
and maintaining monthly statements for 
customers, branches, warehouses, sales­
men a nd agents. Copies of statements 
are sometimes prepared for the Credit 
Department. A cash receipts record af­
fecting ledger accounts is also prepared.
The Billing Division functions may be 
classified as follows:
First, checking amounts shipped with 
amounts ordered and extending amounts 
to be billed on the order copy.
Second, writing bills and credit memos.
Third, writing bills of lading, drafts, 
trade acceptances, et cetera.
Fourth, maintaining file for copies of 
invoices, memos, et cetera.
Fifth, reporting to Accounts Receivable 
and General Accounting Divisions total 
sales billed, and credit memos written; 
the former uses these totals as prede­
termined totals of postings to customers; 
accounts, and the latter uses them for 
daily reports and for entries in General 
Ledger control accounts.
Sixth, maintaining an analysis of sales 
and credits by product.
The organization is planned with the
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intention of mailing bills not later than 
the day following shipments, and monthly 
statements on the first day of the month.
Classification of Accounts, Standard 
Procedure and Accounting Office 
Manual
A scientific classification of accounts 
assists the organization in functioning 
efficiently. Each account is supported by 
detailed explanation of what it shall 
cover. The classification is drawn up, 
first, for accounts which appear in the 
general ledger, and in order in which 
figures are taken off for statement pur­
poses. The next group in the classifica­
tion deals with the individual accounts 
in subsidiary ledgers other than those 
dealing with persons.
Standard procedure for all activities of 
the accounting organization is established 
and adhered to until officially changed. 
This practice not only makes for more 
efficient work, and thus, earlier reports, 
but is of great use in the training of new 
men or substitutes in event of sickness 
or other contingencies causing the loss of 
services of vital importance in the ac­
counting process.
The classification of accounts, standard 
procedure and other data such as organi­
zation, function and procedure charts are 
brought together in an Accounting Office 
Manual, in loose-leaf form, and a copy 
placed in the hands of each clerk. Such 
a manual—a distinct contrast to the old 
word-of-mouth instructions—effects the 
welding together of the divisions of the 
organization and makes perfect correla­
tion of activities possible.
Practice
The introduction of mechanical office 
equipment is primarily responsible for 
the great progress which has been made 
in accounting practice during the last ten 
to fifteen years. In fact, in many in­
stances, principles, as well as methods, 
have been completely revolutionized. 
While many instances of this radical 
change might be given, an example at 
this point will serve to define the scope 
of the effect of the entrance of machines 
into the field of business.
In former days journals were quite 
commonly considered as “books of origi­
nal entry” which were positively essen­
tial. Entries were made in these bound 
journals, from vouchers or forms, and 
ledger postings were then made from 
them. Under this plan the journal was, 
therefore, a very vital part of the ac­
counting process. But, today the journal 
is a result of posting to ledger records. 
It bears the cabonized impression of every 
letter and figure written on the individual 
ledger records, as well as totals and bal­
ances which were automatically and me­
chanically obtained.
The various tools used in accounting 
practice are:
First, forms and books of original en­
try or journals.
Second, accounts.
Third, accounting summaries and re­
ports.
These mediums through which the ac­
counting result is obtained may provide 
a satisfactory basis upon which to dis­
cuss prevailing tendencies of practice.
Forms and Books of Original Entry or 
Journals
Sizes of forms used in similar classes 
of work are standardized. Information 
is so arranged that mechanical equipment 
may be used with greater possible speed 
and accuracy; the business machinery 
age has arrived and nothing is done by 
hand which can be better done by me­
chanical means.
In the Timekeeping Division, forms are 
maintained for recording total time spent 
and also time spent on individual jobs, 
processes, products or operations; time 
clocks, which compute elapsed time, are 
used. In the Payroll Division, envelopes, 
pay statements, or checks are written, in­
dividual earnings records posted, and 
payroll summary or journal is written, all 
in one machine operation, with positive 
proof of accuracy.
Customers’ orders, production orders, 
invoices, et cetera, are written in multi­
ple copy, without the handling of carbon 
paper, on latest continuous form equip­
ment. All forms of lost motion and oper­
ation are completely eliminated, and all 
of the operator’s efforts are productive.
In the Account Payable Division, a 
check remittance advice, or check-voucher 
is used as the medium for paying ven­
dors. The remittance advice section is 
written, vendors ledger record (or copy 
of voucher in case voucher system is 
used) is posted, and the Purchase Journal 
are all written and totaled or balanced in 
one operation. Furthermore, either col­
umnar or unit distribution, whichever is 
most effective, is obtained at the same 
time. Also, the check section of the form 
and check register, with distribution by 
banks, et cetera, are written in one oper­
ation.
In like manner, the modern method of 
combined machine writing of forms and 
journals effects combinations in other di­
visions, e. g., the cost ledger and cost 
journal, and customer’s monthly state­
ment, ledger, and sales journal.
Accounts
General ledger controlling accounts are 
used wherever they result in relieving 
the general ledger from a mass of detail, 
and when their value as checks on ac­
curacy is evident. The controlling ac­
counts commonly maintained are: 1. Ac­
counts Payable; 2. Accounts Receivable;
3. Notes Receivable; 4. Raw Materials; 5. 
Work in Process; 6. Finished Product; 7.
Sales; 8. Cost of Goods Sold; 9. Operat­
ing Expenses.
When monthly closing takes place, 
totals affecting the controlling accounts 
are obtained from the various journals, 
and posted. The general ledger is then 
balanced, and subsidiary ledgers are bal­
anced later. Formerly, to wait for the 
balancing of subsidiary ledgers before 
closing the general ledger meant that 
from several days to a week more elapsed 
before the officers received their figures 
covering the preceding month’s opera­
tions. Now, the possibility of failure to 
obtain trial balances of subsidiary ledgers 
is exceedingly remote, since they are con­
tinuously in balance, through the use of 
modern accounting machines.
Accounting Summaries and Reports
Summaries and reports issuing from 
the Accounting Department today are 
more timely and more valuable. There 
are quite a large number of large indus­
trial corporations, with branches and sub­
sidiaries, throughout the country, and the 
annual sales of which total many millions 
of dollars, in which the officers find on  
their desks on the fourth to sixth work­
ing day after the close of the month 
profit and loss statements and balance 
sheet. Such timeliness, an invaluable 
factor in large business administration is 
made possible, fundamentally, from:
First, appreciation of timely data, and 
desire for it.
Second, willingness to spend sufficient 
money to obtain desired result.
Third, concrete thought, crystalizing 
into efficient organization and practice.
In order to reach this objective, full 
advantage is taken of every modern fa­
cility and method. Telautograph, tele­
phone, telegraph, cable and aeroplane are 
used to transmit necessary data. Con­
trolling accounts are used to the advis­
able limit. When necessary, estimates 
based upon past experience and upon ac­
curately obtained basic data, are used; 
no one can find valid objection to this, 
when it is realized that both balance sheet 
and profit and loss statement are purely 
estimates, in the case of assets except 
cash. Schedules are employed and each 
phase of routine is precisely harmonized 
with every other phase which it affects. 
Accounting, billing and adding machines 
are used at every point at which time 
can be saved.
Great progress has been made in the 
method of presenting or exhibiting ac­
counting and statistical data. The bal­
ance sheet is not a mere statement of as­
sets and liabilities, for a particular date 
or for two comparable dates, but is sup­
ported by percentages and ratios, which 
describe the true situation from a man­
agerial viewpoint. For example, the ratio 
of sales to customers accounts receivable, 
over a period, advises the executive of 
(Continued on page 121)
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Accounting For a Modern Hotel
FRONT OFFICE
THE first step in the accounting of the revenue in a hotel is when the guest signs his name on the 
hotel register and is assigned to a room. 
Immediately the room clerk or, in the 
larger hotels, one of the front office clerks, 
makes out a slip in triplicate or quad­
ruplicate, on which is written the guest’s 
name, room number, rate, and date of 
arrival. This slip is about three inches 
long and three-quarters of an inch wide. 
One slip is placed in the room rack, which 
is arranged numerically by floors, indi­
cating that the room has been sold; one 
copy is sent to the mail clerk who places 
it in his rack in alphabetical order; and 
the other copies are sent to the telephone 
operators and to “information,” and in 
both places are racked alphabetically. 
Frequently these slips have the day of ar­
rival printed in a different color for each 
day of the week. This is to attract at­
tention of the night auditor, one of 
whose duties it is to see that all bills are 
rendered weekly.
The register sheets, which should be 
loose-leaf, are taken by the front office 
bookkeeper, as soon as the guest is as­
signed to a room, and he opens an ac­
count for the guest in the guest’s ledger. 
This ledger is sometimes of the loose-leaf 
variety; but more often it is a card 
ledger or what is known as a “room 
book.” The room book requires some ex­
planation, as it is to be found only in 
hotels. It is like a salesbook such as is 
used by salespeople in a department store. 
It is ordinarily about nine inches by six 
inches in size and contains fifty pages,
i. e., fifty original sheets, and has two 
carbons to each original sheet. On the 
front cover it has spaces for the room 
number, when opened and when closed. 
Where these books are used, a rack is 
provided, arranged according to room 
numbers, and under or over each room 
number there is a space large enough 
to hold one room book. When a guest is 
assigned to a room, the bookkeeper takes 
the book for that room and enters the 
name, address, rate and date of arrival. 
The sheets are provided with columns for 
charges from the cafe and sundries. Then 
the guest pays the, or his, bill the first 
copy is given him as a receipt; the sec­
ond copy goes to the auditor to support 
the collections and accruals; and the 
original is left in the book for the per­
manent record. Under this system, the 
rack is the ledger and the room books 
represent the pages.
The front office bookkeeper enters in 
the guest’s ledger the charges from the 
restaurant, laundry or any other service 
or expenditures on behalf of the guest,
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which are obtained from the cash book, 
restaurant checks, laundry, tailor sheets, 
etc. The cash credits to the guest’s 
ledger, where the room book is in use, are 
the care of the cashier, who, when the 
guest asks for his bill, makes the calcu­
lation of the number of days since ar­
rival, totals the bill and enters the pay­
ment on his cash receipts sheet. These 
receipts are checked nightly when the 
auditor compares the cash receipts with 
the room books. Where the loose-leaf 
or card ledgers are used the bookkeeper 
makes the bill and credits the guest’s ac­
count from the cash receipt book. The 
charges and credits to the general books 
from the front office are made from the 
summary sheet prepared by the night 
auditor.
RESTAURANT AND CAFE 
Most modern hotels conduct one or 
more dining rooms, and the same system 
is applicable to all, whether they are 
termed dining rooms or restaurants. 
Each dining room has its own cashier, 
who ordinarily is supplied with an im­
prest working fund in order to make 
change. As a check, on which is written 
the guest’s order, is necessary for the 
waiter to procure food from the kitchen 
and as the food represents money, the 
control over these restaurant checks must 
be strictly maintained. Ordinarily the 
cashier is supplied with the checks from 
the auditor’s office. These checks are 
numbered serially and the cashier has a 
sheet provided with columns, one of 
which is for the number of waiters. 
Before each meal the waiters secure a 
supply of checks from the cashier, who 
enters the numbers of the cheeks supplied 
in the column for the number, and as 
these checks are paid or come through 
from charging a guest, the cashier checks 
the number. When the waiter goes off 
duty he must turn in to the cashier any 
checks not used. It is usual to charge 
the waiter for any checks lost. It some­
times happens that when a waiter serves 
a party he will pocket the money and 
gladly pay the small fine for losing the 
check, but as all food is checked out of 
the kitchen, i. e., the waiter must pass 
in front of the employee known as the 
“food checker,” who sees what is on the 
tray and takes the guest’s check and 
prints the price on it by running it 
through a register, which also registers 
the amount of the check, thus recording 
all food taken out of the kitchen by each 
waiter, it is possible to prevent such ac­
tions. Should the total of the checks
turned in to the cashier by a waiter be 
less than the amount registered against 
him by the food checker, the difference 
would represent the theft. The checks 
that are to be charged to the guest’s 
ledger, when the guest instead of paying 
cash signs his name and room number 
on the check, should be handled with ex­
treme promptness within a very few min­
utes, and be sent to the front office book­
keeper as soon as received by the dining 
room cashier; otherwise a guest may 
finish his dinner and immediately “ check 
out,” thus leaving unpaid the amount of 
his dinner check. The cashier’s check is 
provided with columns for check number, 
cash checks, charge checks and waiters’ 
numbers. Before commencing duty all 
blank checks in a cashier’s possession are 
listed numerically and then entered in 
the column for waiters’ numbers as they 
are handed to the waiters. As each check 
is used and handed back to the cashier 
with the cash or for charge, the amount 
of the check is entered in the amount col­
umn opposite the respective check num­
ber, and then entered into the cash col­
umn, if the check is to be charged to a 
guest. The cash is reported on the cash­
ier’s daily report, which is the cashier’s 
sheet previously described. It is turned 
into the general cashier with the total 
daily receipts, which, of course, must 
agree with the total of the cash checks 
column.
NIGHT AUDITOR
The night auditor is peculiar to the 
hotel business. He audits all the transac­
tions of the front office. This work is 
performed each night from about eleven 
o’clock to seven. During that time he 
audits all the transactions of the day, 
ending when he commences work as af­
fecting the front office. One night auditor 
can attend to from three hundred to four 
hundred rooms. Thus in the larger ho­
tels several night auditors are required. 
The hotel business being one in which 
everything is transient, it is imperative 
that any error be found immediately, for 
the disclosing tomorrow of an omitted 
charge to a guest may serve no monetary 
use, as by that time the departed guest 
may be five hundred miles away. The 
night auditor is provided with a sum­
mary sheet, which may be termed “front 
office accounts receivable,” “room earn­
ings,” or any such descriptive title, but 
the principle of accruals is the same, 
regardless of designation. These sum­
mary sheets are printed and arranged by 
floors, with a line for every guest room 
in the house, and arranged numerically. 
On the left side is a column for the room 
number, and, if the system is cumulative,
i. e., carrying forward the balance for
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each room from day to day there will be 
a column for balance, columns for room, 
tailor, laundry, cafe or dining room, tele­
phone, transfer, cash and sundries. The 
sum of these items, excluding the balance 
in the second column, is placed in the 
total column, which represents the total 
charges for the room to the front office 
accounts receivable. Following the total 
column of the charges is a section for 
credits, containing columns for cash, al­
lowances, delinquent ledger, transfer and 
total. The sum of the credit columns is 
inserted in the total column and repre­
sents the credit to the front office ac­
counts receivable. When the cumulative 
method is in use the debit total column 
is added to the balance column, from 
which is deducted the credit total column, 
thus giving the new balance, which is 
inserted in the last column headed “bal­
ance,” which forms the new balance to be 
inserted in the second column headed 
balance on the summary sheet for the 
next day. As before mentioned, these 
summary sheets are arranged by floors, 
so that valuable statistics can be prepared 
therefrom as to room earnings, floor 
earnings, house count, etc.
The chief peculiarity of the night au­
ditor’s duties is that he verifies each 
transaction independently of the guest’s 
ledgers and finally reconciles with them. 
The usual procedure is to take the reports 
from tailor, laundry and telephone, and 
the cash receipts and disbursements 
sheet, enter all charges and credits on 
the summary and then prove the result 
against the original records. He ab­
stracts the charges for dining room from 
the dining room cashier’s report previ­
ously described, and posts the charges to 
the respective rooms. The point here is 
that the front office bookkeeper charges 
the guest’s ledger from the dining room 
checks, which are sent to him during the 
day from the dining room cashier, where­
as the night auditor posts his summary 
sheet from the dining room cashier’s re­
port. Here the night auditor commences 
to verify the work of the front office force. 
He checks the guest’s ledger by. room 
numbers and on his summary enters the 
room revenue for the day, which he ob­
tains from the room book or account, as 
the case may be, the rate being entered on 
the room book or guest’s account. While 
performing this operation he checks each 
charge credit on the guest’s account with 
the charges and credits for that room on 
his summary, and in this manner verifies 
all the charges to the individual guest at 
one time, thus handling the ledger sheet 
or room book once. This method, where­
by he assembles all the charges and 
credits immediately, reduces the likeli­
hood of passing over an error in posting 
on the part of the bookkeeper. The num­
ber of rooms producing revenue on  the 
summary may be confirmed by check­
ing the summary with the room rack,
which contains slips for all rooms oc­
cupied. It is also advisable to check 
the rate shown by the slip in the room 
rack. As a further provision against 
failure to account for all revenue, the 
register sheets may be compared with 
the room rack, which will disclose the 
presence of a guest registered for whom 
an account has not been opened. The 
accuracy of the room rack may further 
be verified by the housekeeper’s daily 
report, which is a list of all room num­
bers, on which are notes of all rooms 
actually occupied each night. The col­
umn for delinquent is for transferring 
to the ledger unpaid charges, which are 
part of the front office accounts receiv­
able, and is used for keeping charges 
for departed guests. When a delin­
quent guest comes to the hotel, these 
charges are transferred to the guest’s 
ledger.
When the night auditor completes ac­
cruing the room earnings and checking 
all charges and credits he carries the 
totals of such sheet to a recapitulation 
sheet, which is arranged in the same 
form as the summary sheets, and this 
recapitulation is the basis of the entry 
placing the revenues on the general 
books. This sheet is usually provided 
with a control for the front office ac­
counts receivable, arranged to show 
balance yesterday plus charges for to­
day according to the recapitulation 
sheet, less the credits for today, accord­
ing to the recapitulation sheet. The 
result is today’s balance, and a trial 
balance, if taken, should be in agree­
ment therewith. In hotels in which 
the cumulative system is used, it 
is possible to have a trial balance each 
day, as the night auditor’s summary 
sheet will reflect the balance opposite 
each room, and if the amount as shown 
by the room book or guest’s account is 
in agreement, there is automatically a 
trial balance each day, as the summary 
sheet is in reality the guest’s ledger in 
another form. This method entails 
more work and requires additional audi­
tors for a given number of rooms, but 
the added expense is repaid by the satis­
faction of knowing that the front office 
accounts are correct. A journal entry 
is prepared from these daily summaries 
compiled by the night auditor, charg­
ing front office accounts receivable and 
crediting room revenue, dining room, 
tailor, laundry and telephone revenues.
OTHER DEPARTMENTS
Many hotels operate coffee rooms or 
lunch counters, and these are conducted 
in some ways like the dining room. 
Each room has its cashier and the cus­
tomers’ checks are in serial numbers 
for which there must be an account; but 
as these places are conducted to give 
quick service, the food is not checked 
out of the kitchen as it is when sent to 
the dining room. The greater part of
the food is kept behind the counter and 
served by the waiters or waitresses. 
Unduly large portions or items omitted 
from the customer’s check are left to 
the superintendents to detect. Pay­
ments for all service is usually made in 
cash. The cashier rings up the sales 
on a cash register, which is proved by 
running an adding machine list of the 
checks and seeing that all checks are 
turned in. As each customer pays his 
own check, as a rule, there are, of neces­
sity, some “ walk outs” ; but as long 
as the missing checks are within reason 
it would seem that the receipts are 
properly accounted when the checks 
turned in agree with the cash register 
readings. The cashiers make daily re­
ports from the checks turned in, and 
the amounts are verified by the night 
auditor who makes a reading of all regis­
ters nightly. The daily reports as made 
by the cashiers are turned in with the 
cash receipts to the general cashier, who 
charges his cash and credits lunch room 
revenue on his cash receipts book.
The barber shop, cigar stands, beauty 
parlor and soda stands are on a cash 
basis, with a cashier for each stand, 
and as all sales are rung up on a cash 
register, these departments present no 
unusual features. The several cashiers 
make daily reports which are turned 
in with the receipts to the general cash­
ier, who credits the respective revenue 
accounts through the cashier receipts 
books.
STOREROOM
The storeroom does not present any 
accounting pecularities although it 
contains many features unlike a gen­
eral storeroom that make the reconcil­
ing of the inventory on hand very diffi­
cult. It is charged through the voucher 
register with all purchases and is cred­
ited through the issue Journal with all 
withdrawals. The supporting bill for 
the vouchers go through the regular 
course and must be approved by the 
proper persons. All goods and ma­
terials are withdrawn on requisition prop­
erly authorized. These requisitions go 
to the auditor’s office, are checked as 
to price and extensions and are entered 
in an issue journal, crediting the store­
room and charging the department re­
ceiving the goods. It would*seem that 
the reconciling of the storeroom account 
on the general ledger would be simple, 
as all withdrawals are on requisition, 
but on account of the perishable nature 
of much of the stores and the amount of 
breakage which is not covered by 
requisitions, the physical inventories are 
usually of great variance with the book 
figures, and it is always difficult to over­
come these discrepancies.
The general accounting offices in a 
hotel are usually referred to as the 
auditor’s office. Here all transactions are 
verified before entry on the general 
(Continued on page 121)
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C. P. A. EXAMINATION QUESTIONS, 
OHIO, OCTOBER, 1927
THEORY OF ACCOUNTS
Tuesday, October 18, 1927, 9 a. m. to 
12 m.
Do not repeat questions, but desig­
nate them, by number. In addition to 
technical accuracy the intelligence in­
dicated by your answers will be taken 
into consideration in grading the papers.
1. (a) What is the primary purpose 
of a Balance Sheet?
(b) What secondary purpose may it 
subserve?
(c) What several causes contribute 
to unclearness of Balance Sheets and 
the consequent misunderstanding aris­
ing therefrom?
2. (a) What is the customary rule 
for the arrangement of the several 
classes of Assets and Liabilities on a 
Balance Sheet?
(b) On what argument is this cus­
tom based?
(c) Mention some cases in which the 
customary rule is commonly deviated 
from.
3. (a) What is meant by Capital As­
sets and Capital Liabilities?
(b) By Current Assets and Current 
Liabilities?
(c) By Deferred Assets and De­
ferred Liabilities?
4. (a) Define Depreciation and state 
how caused.
(b) Distinguish between physical 
and functional Depreciation.
(c) Explain the usual methods of 
providing for Depreciation.
5. (a) Distinguish between Valu­
ation Accounts and Reserve Accounts.
(b) For what purposes are Reserves, 
strictly so called, usually created?
(c) How are they created?
6. (a) State reasons for and against 
treatment of Cash Discounts on pur­
chases of materials as a reduction of 
manufacturing cost.
(b) How would you treat Cash Dis­
counts on Sales?
7. (a) A has a lease on premises for 
20 years and makes improvements 
thereon at a cost of $25,000, which be­
come the property of the lessor at the 
expiration of the lease. How should 
these expenditures be treated in the ac­
counts of A?
8. (a) Distinguish between Capital 
Expenditures and Revenue Expendi­
tures.
(b) Is such distinction governed by 
a hard-and-fast rule? Explain.
(c) How would you treat interest on 
bonds sold for construction of new 
plant? 
9. (a) Name the three general items 
of Manufacturing Cost.
(b) What elements usually enter into 
Over-head or Burden?
(c) Explain the methods commonly 
used to distribute the latter.
10. (a) A company purchased ma­
chinery at a cost of $20,000 to be paid 
for in ten equal annual installments, in­
cluding principal and interest. The rate 
of interest is 5 per cent annually. Given 
that the compound discount on one dol­
lar for ten years at 5 per cent annually 
amounts to .386087, what would be the 
amount of the yearly payment? Show 
how you arrive at the answer.
AUDITING
October 18, 1927, 1.00 to 5.00 p. m.
It is better for the C. P. A. if his 
work, instead of coming largely at the 
end of the calendar year, is fairly evenly 
distributed throughout the year, but are 
there any other reasons why you as an 
auditor would recommend that some of 
your clients adopt a fiscal year ending 
on the last day of a month other than 
December? If so give and explain your 
reasons and state any legal require­
ments of the step proposed.
2. Describe briefly an audit program. 
Of what value is the audit program at 
the beginning of the audit, during the 
audit, and after the audit has been 
completed?
3. Suppose that when you commenced 
an audit, the books had already been 
formally closed, but that you wished 
to take off a before closing trial bal­
ance. State a practical way to proceed 
with assurance that your trial balance 
Would balance the first time, and that 
you would therefore not spend time 
looking for differences.
4. If you were a junior auditor on 
an audit and were told by your senior 
to “ completely check the vouchers for 
the months of November and Decem­
ber,” outline your procedure from be­
ginning to end, assuming that the com­
pany had adopted the voucher system. 
Give reason for each step taken.
5. Name six different items of ex­
pense which, under certain circum­
stances, may be capitalized, and state 
the circumstances.
6. State a good reason (or reasons) 
why it is sometimes desirable to in­
crease the book value of property ac­
counts when the increase does not rep­
resent additional expenditures but rath­
er increased valuation as the result of 
economic changes. State what account 
or accounts should be credited with 
the increase.
7. In analyzing Organization Expense 
account, an auditor found the following 
charges and credits. Which were prop­
er and which improper? Give reasons 
for your opinion in respect to each item.
Charges
1— Legal fees in preparing charter 
and by-laws.
2— Cost of blank Stock certificates 
and of Stock records.
3— Cost of General Ledger, Journals, 
and other books of Original entry.
4— Commissions paid to stock sales­
men.
5— Traveling expenses paid to stock 
salesmen.
6— Cost of obtaining subscriptions to 
capital stock.
7— Office expenses incurred prior to 
incorporation.
8— Loss for the first month after 
business started, as the business did not 
begin to make a profit until the second 
month.
Credit
9— Amortization over a period of two 
years (Charged to Profit and Loss).
What expense has been omitted from 
the above which may properly be 
chargeable to Organization Expense?
8. Name three accrued liabilities 
which an auditor might reasonably ex­
pect to find in connection with almost 
any audit engagement, and explain how 
he would ordinarily verify the amount 
of each.
9. Two of four wards, having become 
of age, demanded of their guardian not 
only the assets in her hands, but also 
about $100,000.00 apiece, in addition, 
claiming that their guardian, during the 
seven years of her guardianship had 
paid out for their support that much 
more than their income, thereby im­
pairing the corpus of the estate by that 
amount. Each of the wards not yet of 
age, through a duly appointed Ad Litum 
made a demand for similar amount. 
The guardian being unable to respond, 
notified the surety on her official bond 
of the demand, who in turn employed 
you to audit the books. An inspection 
of the books revealed the fact that the 
estate at all times consisted of articles 
of the following nature and none other: 
real estate, household furniture, st 
bonds, cash, also a blacksmith’s shop 
which had been operated during the 
period. The only book kept by the 
guardian was a cash book, containing a 
correct record so far as you could see; 
in any event, an undisputed record of 
the cash received and paid out. The 
balance of cash on hand also corre­
sponded with the book. What would 
you do and how would you present your 
report for submission to the Courts?
10. On a balance sheet prepared by 
you from the books of a client, state 
which items are matters of fact and 
which are matters of opinion. Are you, 
as auditor, establishing a fact or giving 
expression to an opinion in presenting 
this balance sheet?
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PRACTICAL ACCOUNTING
W ednesday, October 19, 1927, 9 a. m. 
to 12 m.
PROBLEM  1 
Companies A  and B decided to merge 
their interests and in furtherance o f 
this ob ject Company C was organized 
with a capital o f  $1,500,000 in com m on 
stock o f a par value o f $100 per share. 
It was agreed that Company C is to take 
over the assets and assume the liabili­
ties o f  Companies A  and B as shown by 
the Balance Sheets o f  these companies 
at Decem ber 31, 1924, exclusive o f the 
investments, and to give in exchange 
therefor the entire am ount o f its auth­
orized Capital Stock.
The Trial Balances o f  the several 
com panies at Decem ber 31, 1924, were 
as fo llow s:
Assets. Co. A. Co. B.
Factory building and land $125,000 $85,000
Machinery and equipment 95,000 75,000
Office building and land. . 10,000 8,000
Factory tools .................... 5,000 3,000
Furniture and fixtures—
factory ............................. 1,000 800
Furniture and fixtures—
office .................................. 1,500 900
Cash ...................................... 86,000 61,700
Bills receivable.................. 22,500 12,000
Accounts receivable . . . . 110,000 75,000
Investments— stock ......... 250,000 150,000
Raw materials, purchases
and inventory Jan. 1 . . 500,000 380,000
Finished goods —  inven­
tory Jan. 1 .................... 16,000 21,000
Goods in process— inven­
tory Jan. 1 .................... 38,000 30,000
Labor and factory ex­
pense .................................. 344,000 210,000
General expense . .............. 75,000 60,000
Taxes— local ....................... 2,500 1,500
1,681,500 1,173,900
Liabilities and Capital.
Capital stock— common.. $500,000 $350,000
Bills payable .................... 2,500 2,000
Accounts p ay ab le .............. 63,105 42,030
Depreciation reserve . . . . 30,600 18,600
Sales— net ........................... 984,545 710,970
Bad accounts— reserve . . 497 300
Surplus January 1 ......... 100,253 50,000
1,681,500 1,173,900
The Investment account o f  A  shows 
the cost o f  1,750 shares o f Company B ’s 
capital stock having a par value o f $100 
per share and the Investment account 
o f  Company B shows the cost o f  1,000 
shares o f  Company A ’s capital stock 
having a par value o f $100.00 per share.
Com pany A  has an agreement with its 
M anager to allow  him  10 per cent o f 
the net profits after providing fo r  Fed­
eral Incom e Taxes. This allow ance is 
to be considered as a General Expense.
In arriving at the profits you are to 
take into consideration the fo llow ing  
charges that have not been entered on 
the books:
Depreciation: Co. A. Co. B. 
Buildings and machin­
ery— factory .............. $9,175 $6,200
General office building. 120 100
Furniture and fix­
tures— factory ......... 100 80
Furniture and fix­
tures— general office. 150 90
Accrued labor— factory. . 6,000 5,000
Accrued taxes— local . . . 2,500 1,500
The local Taxes o f Company A  are to 
be divided between M anufacturing and 
General Expenses— 70 per cent to the 
form er and 30 per cent to the latter; 
and in the case o f Company B the al­
location is to be two-thirds to Manu­
facturing and one-third to General Ex­
pense.
Set up an am ount equal to 2 per cent 
o f Accounts Receivable for  Bad Debts.
The fo llow ing  were the Inventories 
at Decem ber 31, 1924:
Co. A. Co. B.
Raw materials ........... $50,000 $40,000
Finished goods ........... 20,700 19,500
Goods in process . . . . 41,500 25,000
Factory tools .............. 4,000 2,500
Each Company declared a dividend o f
10 per cent on its Capital Stock, pay­
able on January 5, 1925.
The entire am ount o f the authorized 
Capital Stock o f Company C is to be 
given to the stockholders o f  Companies 
A  and B in proportion  to their respec­
tive equities.
You are required to subm it the fo l­
low ing exhibits:
Balance Sheet and Profit and Loss 
Statement o f Companies A and B.
Statement showing the am ount o f 
bonus given to the Manager o f Company 
A  and the am ount o f Federal Incom e 
Tax, and how  these amounts were deter­
mined.
Statement showing the respective 
equities o f  Companies A and B and how 
determ ined; and the am ount o f Capital 
Stock o f Com pany C to be given to the 
several stockholders o f  Companies A 
and B in exchange fo r  each share 
($1 00 ) o f old  Stock. .
N ote: Use two colum n journal paper 
for  these statements. In the case o f  
the first mentioned statement, one co l­
umn should be used for  Company A and 
the other for  Company B. This w ill 
save time and labor. Use one sheet for  
the Balance Sheet and another for  the 
Profit and Loss Statement.
PRACTICAL ACCOUNTING
W ednesday, October 19, 1927, 1.30 to
5.30 p. m.
PROBLEM  2
The Valley Machine Company of 
Columbus, Ohio, was incorporated on 
January 1, 1915, with an authorized 
capital o f  $400,000.00, to build Spec­
ial Machinery. It found a ready market 
for  its products during the years 1916- 
1917-1918-1919 and 1920. During 
1921, it w orked at only 30 per cent o f 
its norm al capacity. Early in 1922 a 
contract was secured from  a foreign  
Governm ent for  certain machines which
it was estimated would require two 
years, w orking at fu ll capacity, to com ­
plete. No other w ork was perform ed in 
1922 except w ork upon the contract 
above mentioned.
Y ou have been retained by the com ­
pany’s bankers to audit the books of the 
com pany for  the years 1921 and 1922 
and furnish certified statements o f 
Profit and Loss fo r  each o f the two 
years, such Balance Sheets as you think 
advisable, and an exhibit o f  Surplus ac­
counts from  January 1, 1921 to Decem­
ber 31, 1922 inclusive, together with 
such comments, am plifying your certi­
ficate as you think proper and pertin­
ent. Attach all w orking papers. Y our 
Audit gives you the fo llow ing  inform a­
tion :
(1 )  During 1921 the com pany had 
considered it necessary to defer the fac­
tory overhead expense in excess o f  the 
actual production rate with the inten­
tion, according to the minutes, o f  ab­
sorbing the deferred overhead account 
“ in the next two years, if norm al pro­
duction is attained.”
(2 )  The Foreign  Contract above re­
ferred to, when received, was entered 
on the books as fo llow s:
Debit. Credit. 
Accounts receivable . . .  $2,500,000
Profit and loss .............. $2,500,000
Contract No. 186 per
file ............................... ..
Profit and loss .............. 2,000,000
Contract No. 186 un­
completed ..................  2,000,000
Estimated cost of con­
tract No. 186 ...........
Contract No. 186 stated that settle­
ment was to be made by sight draft do­
mestic Bill o f Lading attached on New 
Y ork  City, at the rate of $2,500.00 per 
machine shipped.
(3) All parts required for the con­
tract had been sub-contracted, shipped 
and billed to The Valley Machine Com­
pany at Decem ber 31, 1922, although 
under the contracts, they were only to 
be paid fo r  as used. These parts re­
ferred to were valued at $725,000.00, 
and the am ount in inventory Decem ber 
31, 1922 aggregated $435,000.00, upon 
w hich no insurance was carried. No 
entry o f these items had been recorded 
on the books, although payments were 
made during 1922 for  those parts used, 
and changed to Contract No. 186 un­
com pleted.
(4 )  In January, 1922, the directors 
by resolution, authorized the fo llow in g : 
“ R esolved: That 20 per cent o f  the 
Net Profits o f the Foreign Contract No. 
186 be paid to A. H. Palmer, Sales Man­
ager, for  his excellent w ork in securing 
same, and that this be paid upon com ­
pletion o f  the Contract.”
On Decem ber 20, 1926, you find Mr. 
Palm er secured from  the Treasurer a 
check fo r  $50,000 based on the Con­
tract being 50 per cent com plete and 
Gross Profits on the entire contract o f
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$500,000.00. This am ount was charged 
on the books to “ Bonus on Contract Ex­
pense.”
(5 )  The com pany made -no Federal 
Incom e return fo r  the year 1921, on the 
ground that no tax was due.
(6 )  Prepaid and Accrued Accounts 
as shown by the Trial Balances were 
correctly stated.
(7 )  Depreciation rates and com puta­
tions are in accord w ith your views.
(8 ) Inventory as taken by the man­
agement, Decem ber 31, 1922, was as 
fo llow s: Stores, R aw  Material and Sup­
plies, $6,000.00.
(9 )  Items contained in the Profit & 
Loss Account at Decem ber 31, 1922, 
have already been given.
(1 0 ) Accounts Receivable resulting 
from  1921 sales found to be uncollect­
ible amounted to $10,800.00 at De­
cember 31, 1922.
(1 1 ) Salesmen’s salaries, traveling 
expenses, and advertising, were ex­
pended in 1922 to secure business for  
delivery in 1923.
TRIAL BALANCES ARE AS FOLLOWS
An Analysis o f Deferred Overhead
Account is as fo llow s:
Productive labor ......... $70,000




Small tool expense . . . . 1,400
Taxes ................................ 1,400
Total 141,400
Dec. 31, Dec. 31,
Debits. 1921. 1922.
Real estate .................... $50,000 $50,000
Buildings ......................... 150,000 150,000
Machinery and equip­
ment ............................. 75,000 75,000
Small tools .................... 5,000 5,000
Second National Bank. 500 73,500
Petty cash ...................... 100 200
Accounts receivable . . . 111,300 1,510,800
Notes receivable ........... 2,100 1,500
Stores, supplies, inven­
tory beginning ......... 3,000 4,000
Purchases for stores . 6,000 8,000
Materials for product. . 180,000
Non-productive lab or.. 16,000 221,000
Depreciation expense . . 8,000 8,000
Productive labor used. 30,000 300,000
Repairs and mainte­
nance— machinery . . 3,600 33,000
Insurance ...................... 1,800 9,000
Deferred overhead . . . 141,400 141,400
Small tool expense . . . 600 4,000
Tax expense .................. 600 5,000
Salesmen’s expense . . . 6,000 7,000
Advertising expense . . 1,000 3,000
Administrative salaries 12,000 15,000
Office salaries .............. 4,000 5,000
Salesmen’s salaries . . . 6,000 6,600
General office expense. 1,000 1,200
Stationery and supplies 600 800
Bonus on contract ex­
pense ........................... 50,000
100Discount allowed ......... 400
Prepaid insurance . . . . 1,200 1,500
Interest expense ......... 2,000 400
819,200 2,690,000
Dec. 31, Dec. 31,
Credits. 1921. 1922.
Sales .................................. $360,000
Contract No. 186 un­
completed .................... $1,710,000
Depreciation reserve . . 24,000 32,000
Discount earned ........... 200 1,200
PR A CTIC AL ACCOUNTING  
Thursday, October 20, 1927, 9 a. m. to 
12 m.
PROBLEM  3 
The “ A ”  Company submitted the fo l­
lowing closing Trial Balance to their 
Bankers who were not satisfied that it 
represented the true status of affairs 




Cash ................................  $7,500 ...............
Accounts receivable —
customers ...................  19,500 ...............
Accounts receivable —
sundry .......................  1,500 ...............
Finished goods— selling
value .........................  25,000 . . . . . . . .
Goods in process— cost. 10,000 ...............
Raw materials— cost . . 20,000 ...............
Prepaid insurance . . . .  785 ...............
Prepaid interest ......... 440 ...............
Supplies .........................  2,000 ...............
Land ................................ 8,000 ...............
Buildings— brick ......... 34,000 .................
Buildings— wood ......... 17,000 ...............
Machinery .....................  25,500 ...............
Dies and patterns . . . .  8,500 ...............
Patents ............................ 85,000 ...............
Preferred stock —  re­





sundry ...............  .........................
Mortgage payable.......................




Notes payable . .  
Accounts payable 
Accrued taxes ..  
Profit and loss . .  






















Throughout your examination you 
learned o f the follow ing facts:
The Company started business on 
January 2, 1925.
Cash included a certified check o f 
$5,000.00 drawn to the order o f  plain­
tiff in a court action allow ed against 
the Company w hich had not been pre­
sented for  payment.
Five per cent o f all accounts re­
ceivable were worthless.
You find inventories, deferred and ac­
crued items to be as stated.
An analysis o f  fixed asset accounts 
showed that no depreciation had been 
provided. The estimated life  o f  brick 
buildings is 40 years and that o f w ood 
buildings is 20 years. Machinery, Dies 
and Patterns w ere so constructed that 
they would be entirely worthless at the 
expiration o f  patent right granted at 
the time the Com pany started business.
The P referred Stock retired was on 
the basis o f  $115.00 per share, prior
holders to receive the regular 7 per 
cent semi-annual dividend declared and 
payable January 2, 1927. Dividends at 
the rate o f  6 per cent were paid each 
year to holders o f Common Stock.
You determined the Gross Profit to 
be 20 per cent and the Net Profit 
after considering Preferred Dividends 
to be one-fourth o f the Gross Profit. 
(D o not consider Federal Incom e Tax.)
You  are requested to prepare cor­
rected Balance Sheet and to state the 
gross sales and net profit fo r  the two 
years.
COMMERCIAL LAW
Thursday, October 20, 1927, 1 p. m. to
4 p. m,
1. W hat do you understand by the 
term  principal and agent?
B. Can a principal sever the relation 
between him self and his agent at any 
tim e?
C. Can an agent delegate his author­
ity? If so, when?
2. W hat is a contract?
B. W hen are the contracts o f an in­
fant (a ) valid ; (b )  void ; (c )  voidable?
C. W hat are (a ) simple contracts;
(b ) unilateral contracts; (c )  bilateral 
contracts?
3. W hat is meant by (a ) private cor­
poration; (b )  public corporation?
B. W ho may form  a private corpora­
tion and fo r  what purposes may corpora­
tions be form ed in Ohio?
C. Is a private corporation  permitted 
to purchase its own stock? State any 
exception.
4. W hat is the difference between an 
executor and an adm inistrator?
B. W ithin what time must an execu­
tor or adm inistrator file his inventory?
C. Must an executor or adm inistra­
tor give notice o f his appointment and 
how ?
5. W hat is meant by the “ Statute o f 
L im itations?”
B. W hat must an instrum ent contain 
to be negotiable?
C. W hat is the highest rate o f  in­
terest w hich a note can bear in Ohio? 
W hat is the legal rate?
6. W hat is a partnership and for  
what purposes may they be form ed?
7. An agent acting under written in­
structions finds them  am biguous and 
equally capable o f  two different con­
structions. It being im possible to con­
fer  with the principal before acting, he 
takes action to the best o f  his ability. 
Is the principal bound by such action?
8. A  gave his note to B to take up an 
old account. Later, when sued on the 
note, A  pleads that the account at the 
time the note was given, was barred by 
the statute o f  lim itations. Can B re­
cover, and if  so, w hy?
9. W hat is the lim it in this State o f
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the number of directors in a private 
corporation?
B. What proportion of the capital 
stock must be subscribed and what pro­
portion must be paid in before a cor­
poration can do business in Ohio?
G. When and how may the capital 
stock be increased?
10. In the absence of special agree­
ment what is the liability of a partner 
and how should he share in profits or 
losses?
“CUSTOM TAILORED” REPORTS
(Continued from page 108)
more readily, and so take pains to cor­
rect, the large and growing losses in 
one department.
A third instance was of a man who 
had made much money despite the fact 
that his literary attainments consisted 
of the ability to write his name. With 
the advent of the income tax his at­
torney had had him incorporate, hire a 
reliable man to act as treasurer and 
head bookkeeper, and then hire a C. P. 
A. to audit the books monthly, and 
give him a monthly report. Which 
proved that he was a good business man 
to employ such a wise attorney. But 
the reports, when read to him by the 
auditor or his treasurer, produced only 
a blank look; they didn’t register. It 
was some time before the key to the 
solution was found. The regular In­
come, Cost and Expense statements 
were beyond his experience. Money 
talked the language he understood. 
Therefore a narrative statement of Cash 
Receipts and Disbursements was pre­
pared. And that was received with ap­
preciative smiles.
The “ custom-tailored” report had won 
again.
My own rather extensive real estate 
experience has demonstrated that no­
where is greater care in preparing the 
form of report required. The intrica­
cies of real estate deals, the worse in­
tricacies of the Income Tax Law per­
taining thereto; the dense ignorance of 
the realtor about the very elements of 
accounting (and the better the sales­
man the poorer the bookkeeper) makes 
it necessary to reduce the report to 
words of one syllable as far as possible. 
On the other hand, to give a client such 
a report to take to the bank will prop­
erly irritate him. He doesn’t want to 
appear so stupid to the banker, and the 
banker doesn’t want such a report any­
how. Still to give the client two re­
ports, one for his understanding and 
one for the bank, results in a larger 
fee charge, which he is unwilling to 
pay.
My experience with one client taught 
me the correct answer to the dilemma. 
I prepared and delivered the report as 
the bank would want it, then left him 
to mull over it for 48 hours. When I
went back I was primed to answer any 
of the questions he might ask, and they 
were plenty, but not the ones I had ex­
pected. Two hours’ discussion left all 
clear in his mind; and I had been saved 
the trouble of writing and the expense 
of having typed, a “ simplified” report, 
which would have required oral elucida­
tion anyhow.
And now I want to present one other 
very important phase of a report, based 
not on one, but several experiences, and 
the results of which I am using to a 
constantly greater extent. The matter 
is best presented in the form of a ques­
tion. “ Where is the best place to pre­
sent the comments on a report?”
The customary method, on which I 
was raised, is exemplified in Bell’s 
standard work on “ Reports.”  A text 
precedes the statements, and each item 
deemed worthy of comment is noted and 
discussed in the sequence in which it 
appears. The result in too many cases 
is much rustling and turning of pages, 
irritation and confusion. And so, inso­
far as possible, I recommend the placing 
of comments right on the statement to 
which they pertain. This is too often a 
mechanical impossibility. But in many 
instances it is possible and should be 
used. The text is thereby cut down, 
and the client gets a clearer idea of 
what is meant. Two examples:
(1) Schedule “ A-1”— Real Estate 
Owned.
A footnote is appended on that sched­
ule, not in the text, re money held in 
escrow, and the disposition to be made 
thereof if, when and as released. Thus 
the owner sees in one glance just “ what 
is what, and where.”
(2) Schedule “ A-3”— Accounts Pay­
able.
This time a heading: “ This schedule 
is subject to invoices not received and 
entered up to the conclusion of the
audit” ------. Such a note is called for
in any conservative certification where 
the audit is commenced immediately 
after the close of a fiscal period, and a 
report rendered as quickly as possible. 
Placed in the ordinary “ accompanying 
text” it frequently passes unnoticed. Of 
course if no such schedule is included 
in the report, but a mere aggregate set 
forth in the Balance Sheet, the usual 
place must be used.
And finally I want to call attention to 
two details in report preparation, the 
observance of which will prevent many 
a “ come-back” from the client.
The first is to give the completed re­
port to one of the least experienced jun­
iors, preferably one who has not worked 
on the engagement, to read over in its 
entirety. The average junior necessa­
rily possesses a better knowledge of ac­
counting than the average business 
man. (Sad but true). Therefore if the 
report is not perfectly intelligible to
him, it won’t be to the client, and the 
senior or principal should rewrite such 
parts as are not quite clear.
Second, after the report has been defi­
nitely completed by the senior, it should 
be, if possible, “ hung out to dry.”  By 
which is meant that before it is turned 
over to the typist the senior should 
scrutinize it critically, if not reread it 
entirely, a day or two after writing it. 
This is not always possible. Rush en­
gagements or pressure of other reports 
won’t permit it. But many a time a 
lapse of even one night will bring out 
many things in the report unnoticed at 
the first writing from “ hot” notes. 
Things omitted, things unnecessarily 
admitted, poor phraseology, even a 
gross copying error.
Almost any accountant can tell heart­
rending tales of reports which have gone 
out which he would like to recall. Al­
most any accountant who uses the dull 
summer days to go over his files, can 
find plenty of room for improvement in 
reports he has rendered. If in any way 
feasible, the suggestions just above 
should be carried out. They will not 
warrant perfection, but they will bring 
it much closer.
EDUCATIONAL DEFECTS IN 
THE TRAINING OF STAFF 
ACCOUNTANTS
(Continued from page 107)
of the need of thorough training and 
drill in the detailed and specific under­
lying theory of each task and in the 
form and the management and filing of 
workpapers. I think the man in charge 
of the audit should himself arrange his 
workpapers and himself index them. 
Binding and filing can be done in the 
office by the file clerk, but if the papers 
are not previously indexed the file clerk 
is pretty apt to make a mess of it.
To conclude, the theme of this con­
tribution to The Certified Public Ac­
countant is an appeal for more thor­
ough drill and practice in complete 
basic theory, which can but result in 
better form of presentation of finished 
statements in the workpapers prepared 
during the course of an audit and de­
livered at the office for permament fil­
ing. This seems to me a practical thing 
for the educational institutions to adopt 
in their accountancy schools. The 
greatest modern emphasis in education 
is on direct equipment of the student 
for useful and practical employment for 
as rapid advancement as possible, for 
the delivery of a finished and polished 
product whether in goods or in service. 
Great emphasis should therefore be laid 
toward the end of the course of study, 
upon plentiful drill and practice not 
only in preparing workpapers, but es­
pecially in understanding what each 
paper is intended for— what it is to
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show— in other words the basic theory 
of it. This is especially true of the 
papers that sum up features of the work 
in the form of statements to be re­
ferred to directly in writing the report 
or to be incorporated in the report.
THE NEW LEADERSHIP IN 
BUSINESS
(Continued from page 111)
pluses, made as efficiently as ours, which 
they can sell to us at a price we can af­
ford to pay, in exchange for our surpluses.
3. From this it is apparent that for 
any nation to be prosperous it must have 
prosperous neighbors.
In the pioneer stage of American busi­
ness, it was generally enough for a leader 
to think in terms of “my business.” To­
day that is not enough to guarantee suc­
cess. The new leaders must think in 
terms of all business—and not merely all 
American business but world business.
From all that I have said about how 
business is developing, it should be quite 
clear what type of man the new leader 
will be. Let me list the principal char­
acteristics categorically:
1. He will base his policies and decis­
ions on facts—not on emotions or opin­
ions. He will use the best experts, lab­
oratories, market surveys, statistics, trade 
associations, government research agen­
cies, and highly skilled associates.
2. He will delegate details so that he 
will have time to consider the broader 
problems and future trends.
3. He will be internationally minded. 
He will see that his business is closely 
inter-related with, and dependent upon, 
the state of business in Europe and even 
farther away places. He will help other 
countries to be prosperous, so that by 
buying his surpluses they will help him 
and his employees to be prosperous.
4. He will realize the basic fact that 
business is service and that a business 
can prosper only as it serves.
5. He will realize the possibilities that 
exist in still further development of mas3 
methods of production and distribution. 
He will realize that there is as yet no 
apparent limit to the extent to which 
economies of making and selling can be 
carried. Every time he succeeds in re­
ducing a cost he will be stimulated to 
search out still further ways to reduce 
that cost. He will not assume that be­
cause the cost has once, or a dozen times, 
been reduced, no further opportunities 
along those lines exist.
I do not have to emphasize to such a 
group of progressive business men as are 
here tonight that I have not been theoriz­
ing. There are in nearly every branch 
of business certain concerns which are 
well along in their development of mass 
production and mass distribution. Those 
who are guiding these businesses are
typical of what the leaders of the future 
will be. As a business man facing the 
problems of our own business daily, yet 
in constant touch with leaders in other 
branches of business, I realize how rap­
idly the changes are occurring.
The average business man has shown 
by his successes in the past that he has 
sufficient capacity to become a leader of 
the new type of business, provided only 
that he realizes the imperative need of 
substituting scientifically determined 
facts for the mere opinions which, until 
recently, were usually adequate to secure 
success.
That does not mean that he will need 
less initiative or courage. On the con­
trary, he will need, and have, more of 
these qualities than were possessed by 
even the most successful autocrats of the 
past. But with facts as a basis his in­
itiative will be guided toward surer goals, 
and his courage will be the courage of 
convictions founded on facts rather than 
the courage of ignorance.
It has been well said that American 
success in production can best be meas­
ured by the heaps of discarded machinery. 
I look forward to the time when there 
will be still greater heaps of discarded 
opinions.
There is no better business man in the 
world than the American. In fact, I 
know of none who, all around, are so 
skilled.
Therefore, by fitting himself to be a 
leader in the new type of business, he will 
not only make more money for himself 
and his employees, but by better service 
to the public, which is compulsory for 
success under coming conditions, he will 
become a more useful public servant and 
a better and more useful citizen.
PREVAILING TENDENCIES OF 
ACCOUNTING ORGANIZA­
TION AND PRACTICE
(Continued from page 114)
the liquidity of the receivables, i. e., how 
many times a year the receivables are 
collected or the average length of the 
credit period. Turnover figures are also 
provided for, thus indicating slow moving 
items of raw material and finished 
product.
A graphic chart is coming into more 
and more general use. In many instances 
it is known to be almost entirely sup­
planting the figure exhibit.
Conclusion 
The outstanding feature in evolution of 
accounting organization during the post­
war period, is the rising prestige and 
power of the Comptroller. There was a 
time when he, as auditor, was, in the ma­
jority of instances, appointed by the 
Treasurer and had little, if any, financial 
powers. Today, he is an elective officer
and is equal, if not superior, in power to 
the Treasurer.
In accounting practice the factor con­
tributing most to improvement of meth­
ods, and hence, to service rendered, is 
modern accounting machinery. By reduc­
ing operating expenses, and increasing 
and expediting production of records and 
data, the accounting machine has justi­
fied its existence.
The tendency is toward more efficient 
accounting organization and practice. The 
initial stimulus provided by the Great 
War, has been converted into enthusiasm 
for constant improvement within business 
organization, and accounting authors, of­
fice equipment corporations and others 
are contributing their share of external 
stimulus in the form of actually and po­
tentially perfected practice.
ACCOUNTING FOR A MODERN 
HOTEL
(Continued from page 116)
books, and in a well organized office 
the check on all departmental activities 
is very thorough.
The general cashier ordinarily is in 
this department. He receives the dally 
receipts and reports from all the cash­
iers in the house, checks the amount of 
cash turned in and enters it in the gen­
eral cash book, which is provided with 
columns for each source of revenue. At 
the end of the month the totals of the 
various revenue accounts in the cash 
book are credited to their respective 
revenue accounts in the operating ledg­
er, and the total receipts are charged 
to the various banks in the general ledg­
er, all receipts being deposited intact 
each day.
The voucher register contains col­
umns for each department and class of 
expense. All bills are properly auth­
orized for payment and are handled 
like vouchers in any other business.
Checks issued in payment of vouchers 
should be prepared by someone other 
than the cashier and be entered in the 
check register in the usual manner.
Requisitions should be audited each 
day. They should be assembled, and a 
summary should be prepared of the pre­
ceding day’s business, the total of 
which will be entered in the issue jour­
nal. This is simply a journal entry. 
At the end of the month the totals of 
the various columns of the issue jour­
nal will be charged to the departments 
concerned, and the total of all issues 
will be credited to storeroom.
It will be found that practically all 
hotels have income from rents, conces­
sions, etc. These should be accrued 
monthly by a charge to the debtor and 
a credit to the particular revenue ac­
count.
When the power plant is giving serv­
ice to outsiders, this service usually will
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be authorized by proper contracts, and 
the charges to the customers will be 
made monthly from the report of the 
chief engineer, who reports power gen­
erated and used, which, of course, can 
be verified by the meter records. In 
order to keep a check on the cost of 
operating the power plant, it is usual 
to credit the plant with the amount of 
power used at a rate somewhat less 
than that at which it could be purchased 
from a power company, and this will 
show as a departmental revenue, but it 
will be offset by the operating cost of 
the plant, the revenue from outsiders 
being the actual revenue.
The payrolls require close attention. 
On account of the many changes from 
week to week the advances on payroll 
are usually very large. The payrolls 
should be handled on a timeclock basis, 
and, apart from the heavy advances, 
have no special features.
All hotels have general ledger ac­
counts for fixed assets, equipment, fur­
nishings, silverware, etc., and these are 
handled as they would be in any other 
line of business, with the exception of 
the furnishings and equipment, which 
are subject to heavy depreciation and 
consequently require provision for re­
pairs and renewals.
Name of Hotel 









Board of em ployees............................
Miscellaneous .......................................
Total .........................................
NET P R O F IT ...........................................
Restaurant
Sales ..........................................................
Cost of food s o ld .....................................
Gross p ro fit...............................................
Ratio to C o s t .......................................
Expenses:
Wages:
Chef, Cooks, Bakers Butchers, etc.
Waiters, Checkers, Pantrymen, etc.
Kitchen Fuel .............................
Laundry ...............................................




Music ............................  ...................
Board of em ployees............................
Miscellaneous .......................................
NET LOSS ................... ...........................
Cigar Stand
Sales ......................................................
Cost of goods s o ld ..............................
Gross Profit ................. .......................
Ratio to c o s t ....................................
Expenses:
Wages, Board of Employees,
License .............................................
NET P R O F IT ...........................................
News Stand
Sales ......................................................
Cost of goods s o ld ..............................
Gross Profit .........................................
R atio to cost...................................................
Expenses:











NET PROFIT OR L O S S ........................
Hotels
The auditor should analyze the Earn­
ings and Expense accounts if necessary, 
and prepare statements of the financial 
results in each department, which 
should be carefully gone over with the 
proprietors. Such departments as show 
unsatisfactory returns should be es­
pecially investigated to the extent of 
verifying the detail work for a part of 
the audit period. Hotels at summer re­
sorts usually have more departments 
than do City Hotels. Frequently the 
operations of the former include drug 
stores, various amusements and excur­
sions for guests, all of which are sources 
of additional income. Stock accounts 
of cigars, wines, liquors, etc., should be 
carefully examined in the event of the 
results being unsatisfactory in depart­
ments where they are handled.
The auditor should satisfy himself 
that all receipts are accounted for, that 
expense payments are either covered by 
vouchers or properly approved payrolls, 
and that such as have been made on be­
half of guests have been charged to 
their accounts and collected. The sub­
sidary guests’ and purchase ledgers 
should be proven with the balances in 
their controlling accounts, and all of the 
entries in the general ledger should be 
thoroughly checked.
Some hotels make their charges for 
rooms to the guests’ controlling account 
from the daily room report, which is 
the housekeeper’s record of the rooms 
occupied. The rate of each room is 
filled in and the sheets totalled. Where 
this system is used there is a good 
check on the clerk and bookkeeper.
The inventories of china, glassware, 
etc., should be carefully examined to ac­
count for all the equipment on hand at 
the previous examination and that pur­
chased subsequently, and to ascertain 
whether the proceeds from the sale of 
equipment which has been discarded 
have been received.
Careful attention should be given to 
the question of depreciation of furnish­
ings, such as china, glass, cutlery, sil­
ver, linens, etc. These may be reap­
praised at periods when statements are 
prepared or depreciated at such times at 
adequate rates. Another good method 
is to credit regularly a reserve account 
and charge against the Profit and Loss 
account amounts sufficient to cover the 
estimated actual renewals and deprecia­
tion over a period of years, and then 
to charge all renewals to this reserve 
account.
THE NEW VIRGINIA LAW
(Continued from page 104.)
person who possesses the other qualifica­
tions stated in section 567, and who is 
the holder of a certificate of certified 
public accountant issued under the laws  
of any State or territory or the District 
of Columbia which extends similar privi­
leges to certified public accountants of 
this State, provided the requirements for 
such certificate in the state or territory 
or the District of Columbia which has 
granted it to the applicant are, in the 
opinion of the Board, equivalent to those 
herein required; or who is the holder 
of a certificate of certified public ac­
countant, or the equivalent thereof, 
granted under the authority of a foreign 
nation, provided the requirements for 
such certificates are, in the opinion of the 
Board, equivalent to those herein re­
quired.
Section 570. Revocation of Certificate 
and Appeals.—The board may revoke any 
certificates issued, or cancel any registra­
tions made, under this Act if the holder 
or registrant (a) shall be convicted of a 
felony, or (b) shall be declared by any 
court of competent jurisdiction to have 
committed any fraud, or (c) shall be de­
clared by any competent court or com­
mission to be insane or otherwise incom­
petent, or (d) shall be held by this board 
to be guilty of any act or default dis­
creditable to the profession, provided that 
written notice of the cause of such con­
templated action and bill of particulars 
thereof and the date of the hearing there­
on by this board shall have been mailed 
to the holder of such certificate or to such 
registrant at his or her last known ad­
dress at least twenty days prior to such 
hearing. At all such hearings the attor­
ney general of this State, or one of his 
assistants designated by him, shall upon 
request of the board or the person ac­
cused, sit with the board with all the 
powers of a member thereof. Any person 
whose certificate is revoiced or whose reg­
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istration is cancelled by the board shall 
have the right of appeal, within thirty 
days from date of final decision of the 
board, to the Supreme Court of Appeals 
of Virginia.
Section 571. Fees to be paid by appli­
cants per diem and expenses of members 
of board, report to Governor.—The board 
shall charge each applicant for a certifi­
cate of “certified public accountant” a 
fee of twenty-five dollars for the exami­
nation and certificate provided for in this 
chapter, which fee shall be payable at the 
time of the application. In the case of 
the failure on the part of any applicant 
to attend the examination on the date 
specified by said board, or to pass a satis­
factory examination, said applicant may 
appear at subsequent examinations of said 
board for re-examination, within a period 
of two years from the date of the first 
examination upon the payment of the 
further sum of ten dollars. The board 
shall charge each applicant for registra­
tion as a “public accountant” a fee of ten 
dollars payable at the time registration 
is made.
The board shall, on July first of each 
year, issue a registration card to any 
holder of a certificate of “certified public 
accountant” issued under the laws of this 
State, or other States, as provided in sec­
tion five hundred and seventy-two (a), or 
to any duly registered “public account­
ant” which card shall be good until June 
thirtieth of the next succeeding year 
charging therefor not more than five dol­
lars per year. Interim registration cards 
shall be issued to applicants who have 
complied with the provisions of this act. 
Failure to secure a registration card in 
any year shall not disqualify a person 
previously duly registered as a “public 
accountant” from securing a card in a fu­
ture year, if said person decides to return 
to the public practice of accountancy;  and 
shall not operate to revoke a certified pub­
lic accountant certificate once issued, but 
shall remove the holder thereof from 
those registered and authorised to prac­
tice during the year. When registration 
cards are secured after July first of each 
year, such persons shall not be subject 
to the penalty prescribed in section five 
hundred and seventy-two, provided cards 
were secured prior to charges having been 
preferred against such persons, that were 
practicing unlawfully.
All fees collected by said board shall be, 
by it, paid quarterly, into the State Treas­
ury. The members of the board shall re­
ceive an amount not exceeding ten dol­
lars per day to each member, for the time 
actually spent in the performance of 
their duties under this chapter, which as 
well as their necessary travelling ex­
penses and other expenses incident to 
awarding certificates, et cetera, shall be 
paid out of the State Treasury, from 
funds not otherwise appropriated, on
warrants drawn by the Comptroller, on 
certificates issued by the chairman of the 
board.
The board shall report annually to the 
Governor, the number of certificates is­
sued and the amount of receipts and ex­
penses under this chapter.
Section 572. Penalty for violating pro­
visions of this chapter.—From and after 
the first day of January, nineteen hun­
dred and twenty-nine, it shall be unlaw­
ful for any person to engage in the pub­
lic practice of accountancy in the State 
of Virginia except those possessing cer­
tificates of certified public accountant is­
sued by this State, and or duly registered 
public accountants. Any person not cer­
tified by the Virginia State Board of Ac­
countancy, or any person to whom a cer­
tificate was issued but subsequently re­
voked who shall practice as a certified 
public accountant, shall be deemed guilty 
of a misdemeanor, and upon conviction 
thereof shall be fined not more than five 
hundred dollars, or imprisoned for not 
more than six months, or both, in the dis­
cretion of the court, or jury. Any per­
son not registered as a public accountant 
by the Virginia State Board of Account­
ancy, who shall assume to practice as a 
public accountant either by the use of the 
words “public accountant” on his or her 
door or stationery, or by signing in the 
capacity of an accountant a certificate in 
writing in reference to any financial 
statement, shall be deemed guilty of a 
misdemeanor, and, upon conviction there­
of, shall be fined not more than five hun­
dred dollars or imprisoned for not more 
than six months, or both, in the discre­
tion of the court or jury; provided, how­
ever, that nothing contained in this act 
shall prohibit any person from engaging 
in any accountancy work for one or more 
persons so long as such person does not 
hold himself or herself out to the public 
as a certified public accountant, public 
accountant, or accountant or auditor, of­
fering his or her services to all those 
who may choose to apply; provided 
further, that nothing contained in this 
act shall prevent the employment of un­
certified persons or non-public account­
ants in subordinate capacities by a certi­
fied public accountant, or public account­
ant, or by a firm or partnership, the mem­
bers of which are all holders of certified 
public accountant's certificates granted 
under the laws of this State or duly reg­
istered public accountants.
Section 572-a. All statements, records, 
schedules and memoranda made by a cer­
tified public accountant or a public ac­
countant, or by an employee or employees 
of a certified public accountant, or public 
accountant, incident to or in the course of 
professional service to clients by such 
certified public accountant, or public ac­
countant, except reports submitted by a
certified public accountant, or public ac­
countant, to a client shall be and remain 
the property of such certified public ac­
countant, or public accountant, in the 
absence of a written agreement between 
the certified public accountant, or pub­
lic accountant, and the client, to the 
contrary.
Nothing contained in the foregoing sec­
tions shall be construed as preventing 
certified public accountants of recognized 
standing of other States, or territories, 
or the District of Columbia or holding 
equivalent certificate, granted under au­
thority of a foreign nation, from under­
taking accountancy engagements in this 
State, provided they present to the board 
evidence showing that they are certified 
public accountants in good standing and 
obtain from the board the registration 
card referred to hereinbefore.
2. All acts and parts of acts in conflict 




The Kentucky Society of Certified Pub­
lic Accountants endeavored to secure a 
privileged communication authorization 
by means of a bill presented to the Ken­
tucky Legislature. The bill passed the 
Senate, but fell by the wayside in the 
House, due to the fact that the House was 
so far behind with its work that an un­
precedented legislative jam occurred in 
the last few hours of the session.
NEW YORK
The Legislature adjourned on March 
22, without making any change in the 
accounting laws. Reference has been 
made in a previous issue to the Gedney 
Bill, which was the first one introduced.
A second bill was introduced by Mr. 
Hearn. This was practically a revision 
of the Phelps-Downing Bill of 1925, the 
most important change being the intro­
duction of a provision for certificates by 
waiver to certain state employees.
The third bill was introduced by Mr. 
Kennedy. The most objectionable feature 
of this bill was that it would enable ac­
countants from other states who had been 
licensed, even though they had not taken 
an examination to secure a C. P. A. cer­
tificate, to secure a C. P. A. certificate 
in New York without an examination and 
exclusive of educational and experience 
requirements.
George W. Rossetter, C. P. A., recently 
was presented with a gift of silver by the 
Chicago Association of Commerce as an 
expression of appreciation for his serv­
ices as Chairman of the Executive Com­
mittee of that organization.
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Report of the Accountants’ Committee for 
Year 1926-1927
December 1, 1927. 
Board of Directors, American Arbitration
Association, 342 Madison Avenue. 
Gentlemen:
The Committee making this report was 
appointed by your board at a luncheon 
meeting given by your association at the 
Uptown Club, New York, on September
16, 1926. At the same meeting the Com­
mittee’s officers were elected.
Heritage: The Committee’s heritage 
was the interest in arbitration created 
by accountants in prior years and, in 
particular, by three preceding account­
ants’ committees devoted to the subject of 
Membership in the Arbitration Society 
of America, Inc., and in its successor, 
the American Arbitration Association, 
under the chairmanships of Edward L. 
Suffern, Harold Dudley Greeley, and J. 
Pryse Goodwin.
Purpose: The Committee’s purpose, in 
accordance with recommendation made 
by the preceding Membership Committee, 
was that the further development of in­
terest in arbitration by accountants be 
national rather than local in character, 
and be fostered through the following 
agencies:
(a) National Accountancy Organiza­
tions.
(b) State Accountancy Organizations.
(c) Public and private technical educa­
tional schools interested in Ac­
countancy.
(d) Boards of Examiners in Account-
 ancy.
Plan of Organization: The Plan of Or­
ganization of the Accountants’ Commit­
tee, its original members and their 
duties, as presented by its chairman and 
adopted at its organization meeting are 
reflected in the printed leaflet marked 
Exhibit “A.” (This was printed in the 
December, 1926, issue of The Certified 
Public Accountant.)
As originally constituted, the Account­
ants’ Committee, divided into four groups, 
embraced 29 members representative of 
National and State Accountancy organi­
zations, and Educators and Examiners in 
Accountancy, all nominated on account 
of their local and professional prominence. 
From time to time it became necessary to 
enlarge the Committee, for the purpose 
of having it represent additional branches 
of the profession; also to keep pace with 
the growth of public interest in arbitra­
tion and with the passage of arbitration 
laws in other states.
The national organizations originally 
represented, comprised the American In­
stitute of Accountants, The American So­
ciety of Certified Public Accountants, and 
the National Association of Cost Account­
ants. Soon its interest in the service was 
voiced for the American Association of 
University Instructors in Accountancy, 
and representation on the Committee was 
promptly given.
State representatives were originally 
appointed for accountants located in New 
York, New Jersey, Connecticut, Massa­
chusetts, Illinois, Michigan, Ohio, Mis­
souri, Louisiana, and Washington. Dur­
ing the year additional members were ap­
pointed to interest in arbitration ac­
countants located in Northern California, 
Southern California, Rhode Island, West­
ern Pennsylvania, and Eastern Pennsyl­
vania.
A list of the 34 members of the Ac­
countants’ Committee as constituted at 
December 1, 1927, arranged according to 
representation, is reflected in Exhibit “B,” 
(These names have appeared in previous 
issues of The Certified Public Account­
ant.)
Accomplishments: The Committee has 
had both a busy and a productive year, 
and its members are to be congratulated 
on their accomplishments. Individual 
effort is reflected in detail in reports, 
which it became necessary to issue peri­
odically, to keep all members promptly 
informed of the activities of the Com­
mittee as a whole.
These reports, issued in the form of 
calendars, are as follows:
Calendar of Activities to October 31,
1926.
Calendar of Activities for November,
1926.
Calendar of Activities from December 
31, 1926, to January 15, 1927.
Calendar of Activities, January 16,
1927, to February 28, 1927.
Calendar of Activities, March 1, 1927, 
to April 30, 1927.
Calendar of Activities, May 1, 1927, to 
June 30, 1927,
at which date the Committee adjourned 
for the summer.
Copies of these calendars were filed 
periodically with each member of the 
Committee, with your association, and 
with certain accountancy libraries and 
interested publications.
Speaking generally, and not to repeat 
nor to individualize between members, 
the Committee’s activities may be sum­
marized as follows:
The Committee representatives for Na­
tional and State Accountancy Organiza­
tions have (a) interested their organiza­
tions in the passage of resolutions en­
dorsing the principle and practice of ar­
bitration and in affiliation with the 
American Arbitration Association; (b) 
arranged meetings devoted to arbitration, 
and to the delivery of addresses thereon 
by your Hon. President, Moses H. Gross­
man, Professor Wesley A. Sturges, of 
Yale University, members of the Account­
ants’ Committee, and others, and to dis­
cussions and a “Mock Arbitration” ; (c) 
appointed within their own organizations, 
Arbitration Committees to interest ac­
countants therein; (d) disseminated 
among their members information on the 
subject of arbitration; (e) enlisted mem­
berships in the association.
The Committee representatives for 
public and private technical educational 
schools interested in accountancy have 
developed interest in the subject among 
educators in accountancy, and, at a meet­
ing of the Association of Collegiate 
Schools of Business, obtained passage of a 
resolution to include the subject of arbi­
tration in the curriculum in accordance 
with the program, policy, and local con­
ditions pertaining to the individual 
schools.
The Committee representatives for 
Boards of Examiners in Accountancy 
based upon a careful study of the relation 
between arbitration and accountancy 
have reported that they felt that the 
time is not yet at hand for the inclusion 
of questions on arbitration in account­
ancy examinations.
Publicity: The Accountants’ Committee 
found, quite early, that one of the most 
effective means to interest accountants 
in arbitration was through publicity. The 
support received from professional or­
gans has been both liberal and con­
tinuous.
Acknowledgement is here made to “The 
Certified Public Accountant” for publica­
tion, in full, of the “Plan of Organization 
of the Accountants’ Committee,” and for 
reprints donated; also to the same pub­
lication and to the “Bulletin of the Amer­
ican Institute of Accountants,” the “N. 
A. C. A. Bulletin,” “The Pace Student,” 
“The American Accountant,” “The Pitts­
burgh Accountant,” “The Journal of Com­
merce,” “The Clevelander,” and others, 
for the publicity given to the subjects of 
Arbitration, the American Arbitration 
Association and the Activities of its Ac­
countants’ Committee.
Acknowledgement is also made (a) to 
“The Certified Public Accountant” for
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publication in full, of a masterly and con­
vincing address on “Commercial Arbi­
tration,” delivered by Judge Moses H. 
Grossman before the 1926 Annual Con­
vention of The American Society of Cer­
tified Public Accountants; (b) to the So­
ciety’s representatives on the Account­
ants’ Committee, at whose expense this 
address was reprinted and distributed in 
the United States to approximately 10,000 
accountants; (c) to the Arbitration As­
sociation for the prominent position given 
to the activities of accountants in arbi­
tration in its “Year Book on Commercial 
Arbitration in the United States, 1927,” 
and (d) to many other accountants both 
on and off the Committee, for donations, 
including a Questionnaire on Arbitration 
and other literature, expenses of distri­
bution, etc., and for other activities too 
numerous to detail.
Scholarships: Three scholarships estab­
lished in the American Institute of Bank­
ing for special studies in arbitration were 
donated by The American Society of Cer­
tified Public Accountants, Robert H. 
Montgomery, and the La Salle Extension 
University.
Membership: Accountant members of 
the association are entitled to full privi­
leges of the association at the professional 
membership rate of $10 per annum.
The interest in arbitration, developed 
among accountants is evidenced by their 
growing membership. The association’s 
secretary reports that during the Com­
mittee year 133 accountants became mem­
bers, while only 10 discontinued their 
membership, and that there are in the 
association at this date more members 
representative of accountancy than of any 
other profession or trade affiliated with 
the association.
Recommendation: Your Committee 
feels that it has accomplished the purpose 
for which it was appointed; also that it 
has now established between the Ameri­
can Arbitration Association and the vari­
ous national and state accountancy or­
ganizations the necessary contacts for its 
work to be carried on by the association 
direct. In turn, it understands that your 
association now has the necessary or­
ganization to further develop these con­
tacts and that it is following successfully 
this method of procedure with other trade 
and professional organizations.
As a result of a careful study of the 
subject the members of the Accountants’ 
Committee here declare their belief: (a) 
That in the settlement of commercial dis­
putes arbitration offers a method for the 
saving of time, money, publicity, credit 
and friendship; (b) that arbitration is a 
function of the accounting profession;
(c) that as such, its development is now 
where income tax was in 1913, and that 
in a decade hence arbitration may be 
relatively as important a constructive 
service of the profession as is income tax
today; (d) that each public accountant 
owes it to his clients, and to his profes­
sion, to familiarize himself with the sub­
ject of arbitration, and to support the or­
ganization responsible for its develop­
ment.
In cooperation with the American Arbi­
tration Association, the Accountants’ 
Committee therefore recommends to all 
accountancy organizations, both national 
and state, the appointment of special 
committees to foster within their own 
organizations the development of interest 
in the principle and practice of arbitra­
tion.
General: This opportunity is taken by 
the Committee to pay its respects to the 
memory of its members, the late Clinton
H. Scovell, who died on January 1st, and 
the late Henry C. Magee, who died Au­
gust 23rd.
The Committee expresses its thanks to
CALIFORNIA
The San Francisco Chapter of the Cali­
fornia State Society of Certified Public 
Accountants held a dinner meeting at 
the Hotel Stewart on Tuesday, March 20, 
1928, at 6.30 p. m.
Mr. Henry Rand Hatfield, Dean of the 
College of Commerce, University of Cali­
fornia, addressed the meeting on the sub­
ject of “Some Recreations of an Account­
ant.” The successful candidates at the 
last C. P. A. examination were guests of 
the evening.
COLORADO 
The Daily Journal of Denver, Colorado, 
has recently issued the fifteenth edition 
of its Directory of Denver Lawyers and 
in the directory two pages are given over 
to a list of practicing certified public ac­
countants, members of the Colorado So­
ciety of Certified Public Accountants. 
The fact that this list is of other than 
lawyers is noted on the cover of the di­
rectory. This is an extremely interesting 
connection which has been established 
and can not help being of value to the 
profession.
CONNECTICUT 
At the meeting of the Connecticut So­
ciety of Certified Public Accountants, 
held on January 25, a Publicity Commit­
tee was authorized, the same to be ap­
pointed by the President and instructed 
to prepare and distribute bulletins from 
time to time which were designed pri­
marily to educate the general business 
public in the scope of service offered by 
certified public accountants.
The committee consists of Charles F. 
Coates, Hartford; Walter A. Musgrave,
the American Arbitration Association for 
the privilege of sharing with them its 
constructive work.
The chairman expresses his gratitude 
to his professional associates for the time 
which he has devoted to the duties of his 
office, and to the officers of the American 
Arbitration Association not only for their 
cooperation but also for their encourage­
ment.
In retiring from office, the chairman 
conveys his personal congratulations to 
the members of the Accountants’ Com­
mittee who, in proportion to their efforts, 
can now take pride in contributing an 
additional function to the profession 
which they serve.
Your Committee now asks that it be 
discharged.
Respectfully submitted,
J. PRYSE GOODWIN, 
Chairman, Accountants’ Committee.
Hartford; Louis Perlysky, Hartford; 
Lewis Sagal, New Haven; and George R. 
Young, Waterbury.
The committee expects to issue its first 
bulletin prior to the annual meeting of 
the Society, to be held on the second 
Wednesday in April. The bulletin will be 
mailed to banks, bankers, lawyers, cor­
porations and corporation officials, brok­
ers and others to the number of 3,000 
each issue. The message that it is hoped 
to get over in each issue will appear on 
the inside pages of a four-page folder, the 
last page showing the geographical list of 
members of the Society.
MARYLAND
The regular monthly meeting of the 
Maryland Association of Certified Public 
Accountants was held on Tuesday, March 
13th, 1928, at 6.30 p. m., in the Southern 
Hotel, Baltimore, Maryland. Dinner was 
served to about thirty members. The 
attendance was very gratifying and evi­
dences the interest the membership is 
taking in the constructive programs be­
ing offered by the association.
There was a short business meeting 
during which applications for member­
ship in the association from nine certi­
fied accountants were presented and re­
ferred to the membership committee. The 
President was authorized to appoint a 
committee to consider the advisability of 
the issuance, in the name of the asso­
ciation, of educational accountancy bul­
letins.
The guest of honor of the evening was 
William O. Weyforth, Ph. D., Associate 
Professor of Economics, Johns Hopkins 
University, and a member of the Mary­
land State Board of Examiners of Public
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Accountants. The subject of his talk was 
“ Stabilizing Prices.” Economic condi­
tions causing fluctuation in commodity 
values with the resultant variations in 
the value of the dollar were discussed. 
This discussion led to the consideration 
of the advisability of adopting a medium 
of exchange which would be more stable 
in value than our present gold standard. 
After the conclusion of Dr. Weyforth’s 
address, the meeting was opened for in­
formal discussion of the subject by the 
members.
MISSOURI
The Kansas City Journal for March 24, 
1928, carries information to the effect that 
accountants and engineering firms ap­
peared before the Finance Committee of 
the City Council the day previous, object­
ing to provisions in a new occupation tax 
ordinance which was being prepared. A 
committee from the Real Estate Board 
also appeared in opposition to certain 
readjustments which it was proposed to 
make with reference to real estate firms. 
The argument presented by the represen­
tatives of the accountants and engineers 
was to the effect that those occupations 
were professions the same as law and 
medicine and should not be taxed. One 
member of the council maintained that 
the only reason that attorneys and doc­
tors, who are admittedly professional 
men, were not taxed was because of the 
fact that they did much charity work.
There seems to be a wholesale attempt 
in Kansas City to raise money from all 
possible sources under the heading of an 
occupational tax for reference is made to 
the fact that at future hearings the tax 
to be levied on architects, motor car 
washing and washing and oiling stations, 
blue print makers, book binders, caterers, 
solicitors, beauty shops, building and loan 
associations, etc;, would be considered.
NORTH CAROLINA
George E. Wood, President of the North 
Carolina Association, will utilize the 
month of April for conferences in differ­
ent cities. Monday, April 2, he will spend 
at Raleigh, where the Secretary of The 
American Society will be meeting with 
the local certified public accountants. 
Sunday, April 3, he will be in a confer­
ence with university authorities at Chapel 
Hill regarding the annual meeting of the 
North Carolina Association. For this 
conference he will be accompanied by 
George H. Adams, chairman of the Meet­
ings Committee. Saturday, April 14, he 
will spend with the accountants at Wil­
mington; Saturday, April 21, with the 
accountants at Asheville; Thursday, April 
26, he will be at Greensboro, where a 
meeting will be held for the Secretary of 
The American Society, and Saturday, 
April 28, he will meet with the Charlotte 
accountants.
PENNSYLVANIA
The Pennsylvania Institute of Certified 
Public Accountants is celebrating its 
thirtieth anniversary this year. Starting 
out with a membership of an even dozen, 
the rolls now contain 314, with a few 
applications ready to be acted on at the 
next meeting. The institute itself meets 
but once a year, the work being done 
through chapters, those at Philadelphia 
and Pittsburgh being in fine working con­
dition. It is expected that later other 
chapters may be established. The insti­
tute will hold its annual meeting this 
year at Bedford Springs on June 18, 19, 
and 20.
Pennsylvania passed its C. P. A. law in 
1899. The first examination had three 
candidates, two of whom passed. At the 
November, 1927, examination there were 
119 candidates and 63 passed. At the 
same time the Pennsylvania Board issued 
nine reciprocal certificates. Pennsyl­
vania has already issued 669 C. P. A. 
certificates. A large percentage of 
the candidates for the Pennsylvania 
certificate are college graduates, a 
good many of those having completed 
their college degrees by means of even­
ing courses in some of the various uni­
versities in Pennsylvania during the time 
when they were employed in regular pub­
lic accounting offices.
WASHINGTON
Yakima was one of the cities visited by 
the Secretary of The American Society 
on his western trip last summer. His 
address before the Rotary Club was the 
first attempt to give publicity to the work 
of certified public accountants. Since 
that time A. R. Hoover, one of our mem­
bers, has spoken to the Toppenish Com­
mercial Club and has been invited by the 
Secretary of the Clearing House Asso­
ciation to address the local group of 
bankers and employees at their next an­
nual meeting.
NOTES
About a year ago Lyle W. Hines and 
John J. Bachmann, St. Paul, Certified 
Public Accountants, were employed to 
make an audit of the State funds follow­
ing the disclosures that three former 
State employees had diverted funds to 
their own use and were then serving time 
in prison. Their report has recently been 
given to the public. It does not disclose 
any other irregularities than those in­
volved in the defalcation referred to and 
the report shows that complete restitu­
tion of the moneys thus embezzled had 
been made to the state.
The report contains 486 pages, about 
one-sixth of which are devoted to remarks 
concerning the state’s accounting sys­
tem, criticisms with reference to it on
the grounds of its antiquity—no major 
revision having been made in the last 
twenty-five years—and recommendations 
for contemplated changes.
IN MEMORIAM
SYDNEY A. CAMERON, Sr., C. P. A. 
(Alabama No. 7, 1911, and Tennessee No. 
242, July 2, 1925), died at his home in 
Memphis, Tennessee, on Sept. 20, 1927.
Mr. Cameron was born in Columbia, 
Tennessee, on June 22, 1879, and had 
been practicing accounting twenty years. 
He was a member of the firm of Wilson, 
Cameron & Company. He was a mem­
ber of the Alabama Society of Certified 
Public Accountants and was for many 
years a valuable member of the Tennessee 
Institute of Accountants and its predeces­
sor, the Tennessee Society of C. P. A’s, 
serving as its Secretary-Treasurer up to 
the time of his death. He was a charter 
member of The American Society of Cer­
tified Public Accountants and was an hon­
orary life member of Blue Lodge, 32nd 
degree Mason, Shriner.
DAVID GREY DEVENISH, C. P. A. 
(N. C. No. 292, November 20, 1925), died 
at his home in Asheville, N. C., on Octo­
ber 2, 1927. He had been failing in 
health since the death of his wife in 1926.
Mr. Devenish was born 69 years ago in 
Beaufort West, South Africa, where his 
father was stationed as an officer in the 
British Colonial service. He had lived 
in Asheville for twenty-eight years and 
had taken an active and prominent part 
in the business and social affairs of that 
city. In addition to his practice as a 
certified public accountant several years 
ago he became secretary and treasurer 
of the Citizens’ Lumber Company. He 
is survived by three daughters and one 
son, all of Asheville, and two sisters in 
South Africa. He had been a member of 
The American Society of Certified Public 
Accountants and of the North Carolina 
Association of Certified Public Account­
ants for several years.
JOEL HUNTER, SR., C. P. A. (Georgia 
No. 1, October, 1908, and Ohio No. 59, 
November, 1908), business and civic leader 
of Atlanta, Georgia, passed away on 
March 6, 1928, at Miami, Florida, where 
he had gone in the hope of regaining his 
health.
Mr. Hunter was for thirteen years 
chairman of the Georgia State Board of 
Accountancy and in addition to his ex­
tensive accounting practice was a lec­
turer of note and author of several books 
on accounting. In 1896 he formed a part­
nership with his brother-in-law, who died 
in 1907, after which the firm became Joel 
Hunter & Company.
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ANNOUNCEMENTS
George S. Bancroft, C. P. A., announces 
the opening of an office for the general 
practice of accountancy at 337 Harvey- 
Snider Building, Wichita Falls, Texas.
The Accounting Service and Audit 
Company announce the removal of their 
offices to 1001-10U2 Court Square Build­
ing, Calvert and Lexington Streets, Balti­
more, Md.
Henry G. Burke announces the opening 
of his law offices at 1001-1002 Court 
Square Building, Baltimore, Md.
John S. Lloyd, C. P. A., announces the 
removal of his offices to 915-16-17 Brooks 
Building, Wilkes-Barre, Pa.
William Feinblum, C. P. A., announces 
the removal of his office to the First Na­
tional Bank Building, 50 State Street, 
Hartford, Conn.
Announcement is made of the removal 
of the offices of Pace & Pace, and of Pace, 
Gore & McLaren from 30 Church Street, 
New York, to the eighteenth floor of 225 
Broadway, New York City.
Clyde B. Stovall, C. P. A., announces 
the establishment of an office for the 
general practice of accounting at 923 Fif­
teeth Street N. W., Washington, D. C.
Barrow, Wade, Guthrie & Co. announce 
the admission as partners of the follow­
ing gentlemen who have been associated 
with the firm for many years: J. M. 
Bowlby, C. P. A., Chicago; Harry Brick,
C. P. A., New York; Walter A. Cooper,
C. P. A., New York; P. M. Hendrie, C. P.
A., Boston, and the retirement of Mr.
C. W. Allen.
Nieman, Newberg & Niden announce 
the removal of their offices to the Salmon 
Tower Building, 11 West 43rd Street, New 
York City.
Maurice Hejnal, C. P. A., announces the 
opening of an office for the general prac­
tice of accountancy at 941 Madison Ave­
nue, Baltimore, Maryland.
Paul L. Loewenwarter & Co., Certified 
Public Accountants, announce the removal 
of their offices to the French Building, 
551 Fifth Avenue, New York City.
Allen W. Clapp, C. P. A. and attorney 
at law, is now located at 809-813 Citizens 
and Southern Bank Building, Atlanta, 
Georgia.
AMERICAN SOCIETY AWARDS
The Wyoming Society of Certified Pub­
lic Accountants was the first State organ­
ization to officially announce that it was 
a competitor for the award to be pre­
sented the State Society making the most 
notable advance in its program of effort 
during the year, July 1, 1927, and July 1,
1928.
The Texas Society of Certified Public 
Accountants registers as Number 2 in the 
competition. Societies wishing to be con­
sidered are to notify the Secretary of 
The American Society by May 1, 1928, so 
that proper plans can be made at the 
May 7 meeting of the Board of Directors.
Classified Advertisements
OFFICE SPACE. A New York C. P. A. 
and member of the Society has a pri­
vate office to let. Also desk room and 
other office privileges; with or without 
service in Flatiron Building, 949 Broad­
way, N. Y. Convenient to all transit 
lines. Desirable New York office for 
out-of-town firm.—Box No. 187, THE 
CERTIFIED PUBLIC ACCOUNTANT.
EASTERN ACCOUNTING FIRM de­
sirous of opening office in Chicago, 
would like to correspond with indi­
vidual or firm having business for sale 
or merger.—Address THE CERTIFIED 
PUBLIC ACCOUNTANT, Box 188.
CUMULATIVE
H UNDREDS of Court and B. T. A. decisions on Tax questions are being 
handed down each month. Approximately 85 per cent of these de­
cisions are given under the Acts of 1918, 1921, and 1924. 15 per cent 
directly affect the 1926 Law.
When a decision is reported in your Tax Service, do you know on which 
Law it is based? When it affects an old law, have you available for instant 
reference a copy of that law—as amended?
All current tax decisions in the PRENTICE-HALL SERVICE are cross- 
referenced directly to a complete copy of the Income Tax Law affected, 
whether it be the 1918, 1921, 1924, or 1926 Act. These four laws as amended 
are reprinted in full in the 1928 PRENTICE-HALL SERVICE. This is but 
one exclusive feature of the
PRENTICE-HALL CUMULATIVE FEDERAL 
TAX SERVICE
Prentice-Hall, Inc., 70 Fifth Avenue, New York, N. Y.
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Every Progressive Auditor Will Have 
Daily Use for—
the new FOURTH REVISED EDITION of
Montgomery’s
AUDITING
Every young accountant entering or preparing for  professional practice needs this book to establish an 
up-to-date viewpoint on the vital questions that come 
up in his work. Every seasoned practitioner needs 
it constantly to check his judgment and experience.
THE seven years that have elapsed since the third edi- edition of Montgomery’s Auditing have altered the whole course of the auditor’s practice. We are away from 
the war period and high tax period; business and finance are 
being conducted along new lines and under new standards.
To take into account the radical changes in the conditions 
of the auditor’s work and in his viewpoint and methods, Mr.
Montgomery has had to completely rewrite his book and put 
out this new Fourth Revised Edition. Prepared by
Entirely Supersedes All Previous Editions ROBERT H. MONTGOMERY
Mr. Montgomery has found it necessary to add more than 
50% of brand new material and discard much of the old. 
He has had to incorporate vital improvements in technique 
as well as realignments in policy.
To give the kind of material needed, he has had to con­
sider and reflect in their bearing on the auditor’s work 
scores of far-reaching developments— the new standards, 
for example, which have grown up around the whole ques­
tion of revaluation and appraisal; changed practice in refi­
nancing; income tax legislation and its interpretation; the 
vastly broader understanding of what is expected of the 
auditor today.
¶ In this, as in previous editions, Auditing provides at once 
the standard of practice and the most effective training for 
professional accountants ever offered in a single volume. 
This Fourth Edition is in fact the only presentation of the 
auditor’s work and responsibilities under present-day condi­
tions. Wherever questions of judgment come up in audit 
policy or procedure, it is
Your Recognized Source of Authority
Auditing is a practical man’s book, written from years of 
active experience and contact with leading accountants, bank­
ers and business men in this country and in Europe. At 
every point in making an audit or investigation for any pur­
pose, it brings you approved practice and time-saving sug­
gestions. On unsettled controversial matters, you get spe­
cific advice and definite recommendations of a kind nowhere 
else attempted.
We Want You to Examine a Copy
No other book in print will do for you what this Fourth 
Edition of Montgomery’s Auditing will do. The order form 
at the right brings you a copy for examination—send it in.
(Orders from outside continental U. S. and Canada, 
cash plus 25 cents to cover shipping.)“America's Standard Book on Auditing”  _______________ __________ _________
An acknowledged leader and spokes­
man of the accounting profession. Cer­
tified Public Accountant; Counsellor-at- 
Law; member of the internationally 
known firm of Lybrand, Ross Bros. & 
Montgomery. Vice-President, American 
Institute of Accountants; Past President, 
American Association of Public Account­
ants and New York State Society of Cer­
tified Public Accountants. Professor of 
Accounting, Columbia University. Edi­
tor of the “ Financial Handbook” ; author 
of “ Income Tax Procedure,” 1917-1927.
The Latest in Auditing, Complete 
in One 859-Page Book. Price $6.00
The Ronald Press Company 
15 East 26th Street, New York, N. Y.
Send me postpaid a copy of the new Fourth Edi­
tion of Montgomery’s A u d itin g . Within five days 
after its receipt, I will either send you $6.00 in 




City .................................. .. State .





OFFICIAL ORGAN OF THE AMERICAN SOCIETY OF CERTIFIED PUBLIC ACCOUNTANTS
VOLUME V III  
NUMBER 5
“Selfishness is the greatest curse of the human 
race.” Wil l i a m  E. G l a d s t o n e .
THE PRESIDENT’S COLUMN
HOW is business?
Everywhere one goes that seems to be the 
question most frequently asked.
Business is good with the public accountant. Dur­
ing the period since March fifteenth your President 
has been at his desk very little. One trip after an­
other has been his lot, and in these trips he has come 
into contact with a great many public accountants 
scattered over a large section of the country.
Everywhere he finds more work being done by pub­
lic accountants than they had expected for this time 
of this year.
The reason is not easy to state unequivocally, al­
though a great many plausible suggestions have been 
presented. One thought is that the narrowing mar­
gin of profit under which general business is being 
conducted is forcing all merchandisers and manufac­
turers to give greater attention to their accounting 
records and to watch their costs to an unusually close 
degree. Another reason may be that the great in­
crease in defalcations since the war has had its in­
fluence in emphasizing the need for detailed audits.
It is always true that the public accountant is the 
last to feel the effect of a general business recession. 
In this respect he is much more fortunately situated 
than is the private accountant, whose department is 
the first to be reduced when business slacks up. 
(This curtailment of the accounting department is, of 
course, unwise because the work of that department 
does not diminish with a reduction in sales, but that 
is not the theme of this present writing.)
Business recession leads to talk of reorganizations 
and consolidations and brings out the need for refinan­
cing. In all of these the public accountant is active. 
If the recession becomes an actual depression there 
are failures and other denouements which require 
the services of public accountants. In such cases the 
matter of the size of his fees and the collectability of 
his accounts furnish a problem of their own, but there 
is no problem of the ability to keep busy.
If the doctrine of the cycle is applicable to public 
accounting the rule should be that since the public
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accountant does not feel business recession as early 
as does industry generally, then he should not feel 
a return of business activity as soon as do other lines. 
This point would make an interesting study, but it is 
not one that needs present consideration.
For the time being the accountant is in a position to 
rest easily in the knowledge that if he has laid the 
proper ground work and is awake to his opportunities 
there are plenty of engagements to fill his schedule.
P. W. PINKERTON,
President.
“WAY DOWN SOUTH IN DIXIE”
LEAVING Washington at midnight April 1, and returning in the early morning of April 27, the 
Secretary had traversed 4,362 miles, making stops in 
seven States in an attempt to emphasize the value to 
the accounting profession of strong State Societies 
and the necessity for better cooperation among ac­
countants in the several business centers of the indi­
vidual States.
At these meetings, all in the form of luncheons or 
dinners, he was permitted to speak to 535 persons, 
three-fourths of whom were certified public account­
ants, some of whom were public accountants and staff 
members and some were representatives of various 
business interests invited in for the occasion.
Reaching Raleigh, N. C., at five o’clock on the 
morning of April 2, he was met by George E. Wood, 
President of the North Carolina Association, and 
leaving Greensboro, N. C., at 11:40 on the evening 
of April 26, he was taken to the depot by the same 
gentleman so that one man, at least, had an oppor­
tunity of judging whether the Secretary returned 
in as good physical condition as he started out or 
whether he was somewhat the worse for wear.
The States of North Carolina, South Carolina, 
Georgia, Florida, Alabama, Mississippi and Louisiana 
were the ones covered by the visit, stops being made 
at Raleigh, Charleston, Savannah, Jacksonville, Miami, 
Daytona, De Land, Orlando, Tampa, St. Petersburg, 
Tallahassee, Mobile, New Orleans, Baton Rouge, 
Natchez, Jackson, Birmingham, Montgomery, Atlanta, 
Macon, Augusta, Columbia, Greenville and Greens­
boro, in the order named.
MAY, 1928
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After serving the North Carolina Association as 
Secretary for seven years, Wood was made President 
at the last annual meeting and has really taken the 
job seriously in that he has visited the several cities 
in the State and attempted to enthuse them with the 
idea of having regular meetings. At Raleigh repre­
sentatives of the State College School of Business Ad­
ministration were present, as well as two certified 
men from Durham. At Greensboro the luncheon 
group was favored with the presence of Mr. Simpson, 
Vice President and Cashier of the Atlantic National 
Bank, and Vice President of the Bankers’ Associa­
tion of North Carolina. The North Carolina Asso­
ciation is to be officially represented at the State Bank­
ers’ Association meeting to be held in May.
South Carolina has established three group center 
chapters. At Charleston, in addition to the dinner 
with the accountants, the Secretary divided the speak­
ing time at the Rotary lunch with the National Presi­
dent of 40 & 8. The Columbia meeting was confined 
to members. At Greenville an attempt was made to 
get over to a group of business men who had been 
invited in, an idea of the service which the C. P. A. 
might render the business world. Representatives 
were present from two of the banks, one of the cotton 
mills, one large contracting organization, a large mer­
cantile establishment, etc., and the Secretary was wel­
comed and introduced by W. P. Conyers, a represen­
tative of the dairying interests which are being devel­
oped quite rapidly in that section. During the day 
he had an interesting visit with State Representative 
Love, who will transfer his labors to the Senate at 
the next legislative session.
In Georgia a temporarily embarrassing condition 
exists. For many years Alonzo Richardson and Joel 
Hunter had been looked upon as the leaders in the 
State, and the rest of the accountants had willingly 
and gladly followed their lead. The death of Mr. 
Hunter last month had removed the last of the two 
leaders. At the last election a president was chosen 
from Augusta, who, since that time, has retired from 
the accounting field and at Atlanta the chairman of 
the Atlanta group has also retired from the account­
ing field so that the society members are just wait­
ing until a meeting can be held at which time the 
officiary will be readjusted. The Savannah group had 
seemingly not been affected by the difficulties in the 
central part of the State. Here we had the liveliest 
discussion of any place on the trip. The dinner 
started at seven and did not break up until half past 
one in the morning. Georgia boasts of two women 
C. P. A ’s, Miss Mabel E. Hall, residing at Macon, and 
Mrs. Florence Hammers Crook, of Atlanta. We found 
Miss Hall busily engaged making an audit of the 
Grand Chapter of Masons in Georgia. George Blos­
som, of Macon, has forsaken the regular practice of 
accounting to assist in guiding the destinies of the 
Fourth National Bank of that city. Luncheons were 
had at Atlanta and Augusta.
Florida has gone through a twelve-months’ period 
of strenuous work. They have passed a new regula­
tory law and have organized chapters of the State 
Society in the leading centers. Of course, accountants 
have felt the ill effects of the depreciation of land 
values in Florida two years ago. However, Florida 
has been the gainer as a State by reason of the boom 
which came to it, even though somebody punctured 
it at what was considered to be an inopportune time. 
Florida, as a result of the boom, has developed a sys­
tem of widespread hard highways so that one may 
travel the entire length of either coast or across the 
State on good pavements. It was our privilege to 
meet with the State Board of Accountancy for a cou­
ple of hours and discuss with them, from the expe­
rience which Michigan has had with a regulatory law, 
some of the problems which are confronting them at 
the present time. The Secretary was permitted to 
travel with the Attorney General of the State in the 
smoker of a pullman where, and as the result of a 
general discussion, he came to the conclusion that 
Florida had not been as hard hit by the large increase 
in the number of certified public accountants at the 
time of the boom as it had been by the large increase 
in the number of lawyers who had come into the 
State for the purpose of getting their share in the 
largely increased legal business which developed.
Walter Mucklow at Jacksonville, and John Hans­
brough at Tampa, the two oldest practicing account­
ants in the State, are maintaining their health in 
fine style. Florida has one woman C. P. A., Miss 
Luella M. Richey, of Tallahassee. Miss Richey has 
several regular clients whom she serves as a public 
accountant and gives courses in accounting in the 
Florida State College for Women.
The problems of readjustment are confronting the 
certified men in Florida, but the State Board appears 
to be conservatively handling the legal side and the 
State Society appears to be gathering the combined 
efforts of both certified and public accountants by 
grouping in a way that should be productive of last­
ing results.
Luncheons were held at Jacksonville and Miami 
with dinners at Orlando and Tampa. The Tampa din­
ner was attended by certified men from Clearwater 
and St. Petersburg.
Mississippi is so located that it is comparatively 
easy to draw all the certified men of Mississippi to a 
meeting at Jackson, the capital, and the State Society 
took advantage of the occasion to have a regular 
meeting. We spent a half day at Natchez with the 
Chairman of the State Board and then at Jackson in 
the evening we met certified men from six different 
cities who had come in for the meeting. Henry Miller 
came up from New Orleans to officially invite all the 
Mississippians to attend the annual meeting of The 
American Society to be held at New Orleans on Oc­
tober 9, 10, 11 and 12, 1928. The Legislature was 
still in session and the Secretary watched both the
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Senate and the House in action, met the Lieutenant 
Governor and had a pleasant interview with the Gov­
ernor’s secretary, the Governor being out.
Alabama presented at Montgomery the only case, 
we believe, where a very small group has regularly for 
a considerable time, had monthly meetings. There 
are only five certified men in Montgomery, but they 
meet every month and they have brought about a 
condition under which general good fellowship exists 
to a one hundred per cent degree, and accountancy as 
a profession has been benefitted as the result of that 
situation.
At Mobile the Secretary had expressed his desire 
to call on George T. Rosson, the senior accountant in 
the State, and was surprised to be told that he had 
determined he would come down town for the pur­
pose of meeting the Secretary and the other account­
ants, although he has been laid up from a paralytic 
stroke for two years. It is such interest as his pres­
ence suggested that will make of the accounting group 
a professional organization wherever it is developed.
Alabama was one of the last States to pass a C. 
P. A. law, and the same has been attacked at each 
session of the legislature since it was passed in 1919. 
At Birmingham we found that the Secretary and 
Business Manager of the Birmingham News, Mr. J. C. 
Clark, was a former public accountant who had gone 
into that city on an accounting engagement and had 
become so impressed with its possibilities that he had 
been induced to associate himself with the paper and 
he has guided its financial policies for a number of 
years. In this city the Secretary had been scheduled, 
in addition to the regular C. P. A. dinner, to talk to 
the Redstone Club, which is a social organization of 
men holding weekly luncheon meetings. Due to the 
fact that Col. Hopkins, an old-time fiddler, was in the 
neighborhood in connection with a contest to be held 
a couple of days later, and Ruth Elder was spending a 
couple of days in the city where she had formerly 
lived, the meeting developed along a three-fold line, 
Ruth furnishing the beauty and drawing power, Hop­
kins placing the diners in a goodly frame of mind, 
and the Secretary fairly successfully putting over the 
idea that the organization might step out of its usual 
lines of social activity to assist the State in securing 
a law that would at least handicap some curbstone 
accountants with which it appears the State is per­
meated.
The objective of this particular trip was to meet 
with the New Orleans boys for the purpose of discuss­
ing plans relating to the next annual meeting. The 
first evening they invited in the public accountants 
as well as the certified public accountants and the sec­
ond evening was given over to a meeting of the State 
Society. Here again we found that women had in­
vaded the C. P. A. field. Mrs. Elsie H. Braddock and 
Miss Amanda Madden are Louisiana certified public 
accountants. Mrs. Braddock has recently been admit­
ted to partnership in the firm of Lyman & Braddock.
Baton Rouge has only three certified public account­
ants, but representatives of business interests had 
been invited in for the luncheon to which Henry Mil­
ler transported us in his auto.
We found the New Orleans committee, under the 
leadership of Archie Smith, Chairman, industriously 
at work upon the details in connection with the next 
annual meeting. The Hotel Roosevelt will be head­
quarters. The meeting room is so separated from the 
locality of the exhibits as that confusion by reason 
of noise will be eliminated. It also appears to be well 
ventilated, having windows on two streets. There 
is much of historic interest to be seen in and around 
New Orleans, and the program is being set up on a 
four-day basis, although it is not yet known just what 
proportion of the fourth day will be utilized. Several 
of the members have suggested that they would like 
to take a trip to the Canal Zone following the Conven­
tion, and negotiations are now under way for the 
purpose of seeing if a trip can be arranged to start 
immediately following the close of the meeting. We 
should be glad to hear from any who would be inter­
ested in the details of such a trip.
If there are any suggestions which any of the mem­
bers have as to points which they would like to have 
provided on the general program, please write the 
Secretary. The local committee is bound to give you 
a good time. The Southern States are accepting the 
meeting as a compliment to their section, and will be 
represented in larger numbers than at any other meet­
ing. From the reports which are being passed on to 
us by members who drop into headquarters, it is evi­
dent that the northern members are going to make 
this meeting the occasion of a vacation season and 
not only attend the meeting itself, but learn more of 
the southland by actual contact than they have here­
tofore been able to get information concerning from 
books and magazine articles. Fix the dates on your 
schedule right now, October 9, 10, 11 and 12, and 
then work your program from now until then so as 
to have a sufficient vacation period to be there all 
four days and spend as much more time on the trip 
as is possible.
THE NATIONAL ACCOUNTANTS 
INSTITUTE
The National Association of Certified Public Ac­
countants recently sponsored the organization of the 
National Accountants Institute, with practically the 
same officials, incorporated under the laws of Dela­
ware, which is putting on a charter membership drive 
with a goal set at 10,000. The National Association 
will be remembered as the organization which, in 1923, 
was permanently enjoined, after an appeal to the 
Court of Appeals of the District of Columbia, from 
granting any further “C. P. A. degrees.” In listing 
possible membership in the Institute, those who have 
been in good standing for at least three consecutive 
years in the National Association of Certified Public 
Accountants are named ahead of holders of State- 
granted C. P. A. certificates. Enough said.
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New Orleans
By HENRY J. MILLER, Chairman, Publicity Committee.
THE Convention Committee of the Louisiana Society of Certified Public Accountants is striving to equal the success of recent conventions of The American Society 
of Certified Public Accountants. We are hoping that when the 
seventh annual convention opens on October 9th, 1928, the en­
rollment will exceed that of any other convention.
In all probability it will, because NEW ORLEANS is one of 
the most intriguing cities on the Western Continent. Many 
phrases have been coined in an effort to describe its lure— 
“ The City of Charm,” “ The City of Contrasts,” “The City of 
Romance,”  “The City That Care Forgot,” “America’s Most 
Interesting City”—but none seem to meet the complete require­
ments. Yet baffling as their variety may be to the descriptive 
artist, the numerous and unique attractions of New Orleans 
combine to make it an ideal convention city.
The visitor who comes to New Orleans will find a city with a 
history teeming with rare romance, and a touch of European 
medievalism found in no other place in America; with an indi­
viduality all its own, and a beauty in architecture and general 
prospect that impresses a stranger from the first. They also 
will find it a city with every modern convenience and improve­
ment. It has magnificent hotels with charges graded to meet 
every purse; its restaurants rank among the finest in the 
world; it has smooth-paved streets, inviting driveways and 
beautiful parks.
Founded in 1718 by the Sieur Jean Baptiste Lemoyne de 
Bienville, New Orleans is one of the oldest cities in the United 
States. It was settled by the French and under French and 
Spanish domination it was the capital of the Louisiana Terri­
tory, comprising a large part of what is now the United States. 
It is prominent in the histories of the peoples of four nations— 
French, Spanish, English and American—who built it and 
blended into it their distinctive personalities.
New Orleans for many years was tossed back and forth like 
a plaything between Versailles and Madrid until the Louisiana
St. Louis Cathedral and part of Jackson Square, New Orleans, La.
Purchase, April 30th, 1803, made it definitely a part of the 
United States. This was the largest real estate deal which the 
world had ever seen, and, undoubtedly, the cheapest, for we 
paid France only $15,000,000 for a territory that extended from 
the Gulf of Mexico to Canada and included areas now occupied 
by Louisiana, Arkansas, Oklahoma, Kansas, Missouri, Nebraska, 
Iowa, the Dakotas, Montana, most of Minnesota, and portions 
of Colorado and Wyoming.
An Indian portage, fringed with swamp, is what the Sieur de 
Bienville found, at the end of a long journey to extend the fur 
trade for the New France in America, in 1718, on the spot which 
he marked to be the city of New Orleans. The plan of the 
town, which was laid out for a population of 10,000 by Sieur de 
Bienville’s chief engineer, Sieur de la Tour, comprised a paral-
Cabildo— New Orleans, La.
lelogram of 4,000 feet on the river by a depth of 1,800, the 
center square being reserved for a parade ground, or Place 
d’Armes, now Jackson Square, with the church in the rear on 
the site now occupied by the famous St. Louis Cathedral.
In 1732 the population of New Orleans had grown to 5,000, 
mostly male—soldiers, trappers, galley slaves and redemp­
tioners, and a few civil and military authorities of high rank 
who had brought their wives with them from France.
France did not realize the possibilities of her great American 
holding, and in 1762 ceded the territory to Spain. Equally 
blind, Spain had restricted trade and immigration and the 
population of New Orleans in 1800 was only 10,000. Then in 
1803 the United States purchased Louisiana Territory. Today, 
despite the setback of the Civil War, New Orleans has a popula­
tion of approximately 550,000, and is one of the leading in­
dustrial cities of the country.
When the city became a part of the United States and 
economic restrictions were removed, population began to flow 
in. This “American invasion” was opposed by the French and 
Spanish elements and because of their opposition, the city grew 
“ uptown,” or above Canal Street, rather than about the nucleus 
of the old town.
Gambling flourished in the old days. John Davis opened the 
first large gambling houses in 1827 and with the profits intro­
duced the French Opera to New Orleans. By 1832, fourteen 
large gambling houses were in operation. The first race track, 
too, was laid out about this time. It was at Gentilly Road and 
Elysian Fields. The Louisiana Lottery did not begin until 
1868, and lasted until the ’90’s.
In 1818, the first steamboat from the upper rivers reached 
New Orleans. Before that time the wharves had been crowded 
with barges and fl atboats, which were floated down, laden with 
commerce, and were generally broken up and sold for what 
they would bring. Before many years the wharves were 
crowded with steamboats, six or eight deep, waiting their turn
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to get near enough to unload and New Orleans took on enor­
mous prosperity.
In 1830 railroad building began—the little Pontcharatrain 
Railroad, which connects the city with the lake at Milneburg, 
constructed then, was the second in the United States to be 
completed, and the first opened for general commerce; also the 
first railroad to use the raised freight platform. This road is 
still in active operation and is the property of the Louisville 
and Nashville line.
When you come to New Orleans, bring your imagination with 
you, that it may live over again for you the legends and tales 
of this historical, cultured old community. Your imagination 
will picture the pirates who frequented the old Cafe des Refuges, 
a rendezvous of the notorious Lafitte Brothers. You will feel 
the presence of Lafayette, Marechal Ney, and Louis Philippe 
in the “Haunted House,” formerly one of the most aristocratic 
and elegant homes in New Orleans, where they slept in richly 
carved and ornamental rooms. You will see again the bullfights 
that were staged while the Spanish controlled New Orleans, in 
the old “ Congo Square,” now known as Beauregard Square, 
later the scene of wild orgies by negroes who assembled there 
for their festivals and “voodoo” rites.
The famous old St. Louis Cathedral, built in 1794, the Cabildo, 
erected in 1795 and now one of the most interesting museums in 
America, The French Market, and “The Duelling Oaks” in City 
Park are as they were in the days of the French regime. The 
“Haunted House” still echoes, also, with the shrieks and groans 
of slaves the Madame La Laurie tortured to death in her attic 
while she smilingly entertained guests in her drawing room. 
In the Cabildo is the old slave bell of the Fontainebleu Planta­
tion that fell without warning or reason on the morning of 
President Lincoln’s Emancipation Proclamation.
The “ Duelling Oaks,” the huge trees beneath which scores of 
duels were fought in the day of the Code Duelle, were the 
scene of many gruesome affairs. Here it was that the young 
brother of Governor Claiborne’s girl wife died; Marcel Dauphin’s 
heart was pierced by the sword of Bonneval, a personal friend
Dueling Oak, City Park, New Orleans, La.
of Robespierre; U. S. Senator Waggaman met his death by the 
rapier of Denis Prieur, afterwards Mayor of New Orleans, and 
on the same historic Sunday ten duels were fought under “The 
Oaks.” Here one man, a member of Congress, fought eighteen 
duels in the recesses between sessions of the lawmaking body, 
and here Peppelula, the noted Spaniard, is said to have engaged 
in more than thirty affairs of honor.
Jackson Square, originally the Place d’Armes, is probably 
the most historic spot in New Orleans. Its name was changed 
in 1846 to honor General Andrew Jackson, the hero of the 
“Battle o f New Orleans.” Bienville selected this spot for the 
review of the French troops and it has been the scene of many
and important events for over two centuries. The transfer 
of the colony from France to Spain in 1769, the transfer of the 
Louisiana Territory to the United States in 1803, the welcome 
of General Jackson after his victory at Chalmette, were but a 
few of the ceremonies that have transpired in the Square.
The Chalmette Monument marks the famous battlefield of the 
“Battle of New Orleans.” It is a reproduction of the Wash­
ington Monument, except in size, and is said to stand where 
the American Standard was placed on that memorable occa-
Cafe des R efug es, New Orleans, La.
sion. On this spot, January 8, 1815, General Jackson, with a 
little more than 6,000 soldiers, most of them raw recruits, de­
feated the English army of 12,000 men, under General Packen­
ham. The British were largely veterans—Wellington’s men, 
who had driven the French out of Portugal and Spain.
You will want to visit historic Chalmette while you are in 
New Orleans, and you will have ample opportunity to do so. 
And many of you, particularly those who participated in the 
last great armed conflict, the World War, also will seek out the 
Home of the American Legion, at Conti and Royal Streets. The 
building, which also houses the U. S. Shipping Board, was built 
in 1826 for the Bank of Louisiana at a cost of $80,000. This 
locality was the former financial center of the city, banks stand­
ing on all four corners.
Of more recent date, but still an old landmark, is the United 
States Custom House, erection of which was started in 1848. 
The cornerstone was laid by Henry Clay, and General Beaure­
gard was the technical supervisor of the building. The founda­
tions rest upon a plank floor seven feet below the sidewalk. 
In spite of this inadequate foundation, according to current 
standards of building construction, the building has “settled” 
only a foot or two. The beautiful marble staircase and the 
marble hall on the second floor were once considered the hand­
somest in the world.
St. Roch Shrine, with its unique cemetery in which the dead 
sleep in a sunken garden and in receptacles of a four-tiered 
wall, will claim your attention. The shrine was erected in 1871 
by the Rev. Father Thevis with his own hands, in fulfillment 
of a vow that if none of his parishioners died during the yellow 
fever epidemic in 1866 and ’67, he would, stone by stone, build 
the little chapel in thanksgiving to God. None of his congrega­
tion died, so the chapel was erected with his own hands. Today 
the chapel is known as a place “ where sick men go to pray for 
health, and sad women for happiness,”  and it is a rendezvous 
for non-Catholics as well as Catholics.
Every delegate will have an opportunity of seeing the his­
torically famous places referred to, and many others, so make 
arrangements at once to attend the seventh annual conven­
tion—“Way down South” in NEW ORLEANS.
134 T H E  C E R T I F I E D  P U B L I C  A C C O U N T A N T May,
Proposed Revenue Act of 1928
OUR April issue contained a copy of the comments presented by The American Society of Certified 
Public Accountants to the Finance Com­
mittee of the Senate on the bill which 
had been passed by the House of Rep­
resentatives.
Much favorable comment has been re­
ceived at the office of The American So­
ciety for the manner in which our Com­
mittee handled this matter. In the hear­
ings before the Finance Committee, 
Walter A. Staub, Edward S. Elliott, and 
Howard C. Beck were present, Chairman 
Staub speaking. President Pinkerton 
was present and spoke on the bill, al­
though representing the Illinois Chamber 
of Commerce.
The report presented by Mr. Hugh Sat­
terlee, Chairman of the Committee on 
Federal Legislation of the American Bar 
Association, touching on suggested 
changes in twenty-two sections, was not 
at variance at any point with the recom­
mendations of our Committee and coin­
cided with ten of our sixteen suggestions. 
That report included the statement: “We 
are of the opinion (1) that, aside from 
any specific reduction of rates of tax, no 
general revenue legislation should be en­
acted this spring; (2) that the Joint 
Committee on Internal Revenue Taxation 
should be authorized to retain, and to 
compensate adequately, a group of five 
experts in tax law, accounting and eco­
nomics to frame a tax statute; and (3) 
that the bill so drawn should be made 
available for general study and criticism 
for at least a year before its introduction 
in Congress. To secure the best possible 
tax law it is emphatically worth while 
spending time and money.”
The American Mining Congress, Ameri­
can Petroleum Institute, National Lum­
ber Manufacturers Association, National 
Retail Dry Goods Association, and the 
National Association of Manufacturers 
joined in signing the following communi­
cation:
“We, the undersigned, gather from the 
public press that your Honorable Com­
mittee is seriously considering the reten­
tion of the Revenue Act of 1926, without  
substantial change save in the rate 
brackets and the adoption of such non­
controversial administrative amendments 
as recommend themselves to your judg­
ment.
“We therefore venture to further urge 
upon your consideration the practical 
wisdom of such a proposal:
“1. Because it meets the aroused ex-
pectation of the business world for tax 
reduction, which may otherwise fail of 
accomplishment.
“2. Because it leaves the vitally im­
portant subject of tax reform and sim­
plification to be considered at one time 
and by itself. A report from the Con­
gressional Joint Tax Committee upon this 
subject will permit of permanent legis­
lation in a single measure, to the great 
advantage of both the Government and 
the taxpayer.
“3. Controversial administrative amend­
ment at this time will provoke extended 
debate, and serious alteration of the law 
will confuse public understanding of the 
Act, embarrass its administration and 
multiply litigation.
“4. If your Committee reports and the 
Senate enacts substantially non-contro­
versial administrative amendments, the 
respective Houses, in conference, may 
proeeed expeditiously to appropriate ne­
gotiation, without risk to the accom­
plishment of substantial tax reduction.”
The Finance Committee has presented 
its report to the Senate. It retained the 
arrangement of the bill as passed in the 
House of Representatives so that tax­
payers and all persons concerned in the 
preparation of income tax reports will 
find more confusion growing out of the 
1928 law than has been had in either of 
the other tax laws unless the Senate in 
its wisdom, sitting en bloc, should see 
fit to simplify matters by merely amend­
ing the 1926 law as to rates. This does 
not seem probable, however, and it should 
be remembered that official associations 
of both attorneys and certified public ac­
countants, the two groups which are au­
thorized to practice before the United 
States Board of Tax Appeals, made such 
a recommendation in writing and, there­
fore, the responsibility for this unneces­
sary annoyance to taxpayers rests upon 
Congress itself.
The Senate Finance Committee made 
several changes in the bill as passed in 
the House in addition to rearranging the 
rate schedules. The more important of 
these are as follows:
They provided that the new bill should 
not apply to taxes for 1927, which are 
how being collected, but that whatever 
reductions are made should relate to the 
tax for 1928.
They eliminated the provision relating 
to cooperative apartments from the items 
which should not be included in gross 
income and should be exempt from taxa­
tion.
They changed the allowance which 
might be made for depreciation in the 
case of improved real estate held by one 
person for life with the remaining inter­
est to another person and made a similar 
change in the allowance for depletion.
They included two new deductions. 
The first relates to “pension trusts” and 
the other writes into the law an adminis­
trative practice which has been hereto­
fore observed, “all expenses paid or in­
curred in contesting liability for any tax 
including fees and compensation for per­
sonal services, but exclusive of expenses 
allowable under subsection (a).”
They added two new types of corpora­
tions that should be exempt from taxa­
tion under the general title, teachers’ re­
tirement fund associations of a purely 
local character and corporations organ­
ized by associations of farmers, fruit 
growers, etc., organized and operated on 
a cooperative basis, if organized for the 
purpose of financing the ordinary crop 
operations of members of the association.
They added a provision to the effect 
that in taxing trusts the trustee should 
be given a period of one year in which 
to determine whether the income is tax­
able to the beneficiaries under certain 
conditions as distinguished from the 
trust.
They restored the privilege granted to 
affiliated corporations of filing consoli­
dated returns which privilege had been 
denied by the House after 1928, making 
some amendments designed to eliminate 
certain administrative problems.
They restored the provisions of the 
present law relative to dividends paid out 
of surplus accumulated prior to March
1, 1913.
They substituted the provisions of the 
existing law in Section 220 for Section 
104 of the House bill where an attempt 
was made to provide an arbitrary defini­
tion of a “personal holding company.”
They eliminated most of the retroac­
tive administrative provisions of the 
House bill or where changes were made 
provided that they should be effective 
only as to the future. Section 611 of the 
House bill, which provided for reopening 
cases where the statute of limitations had 
already run, was stricken out entirely.
The bill is now before the Senate for 
its action. It is not anticipated that 
many changes will be made by that body. 
A Joint Conference Committee will then 
be appointed by both House and Senate 
for the purpose of ironing out the differ­
ences in the two bills as passed.
1928 T H E  C E R T I F I E D  P U B L I C  A C C O U N T A N T 135
Some Aspects on Installment Financing
I HAVE decided that an address on the subject of installment selling and financing should be approached 
first from its varied economic aspects and 
in this connection, I feel impelled to com­
ment very briefly upon some of the many 
views which have been expressed in print 
during the last two years or so debating 
the question from well near every con­
ceivable angle. Thus, before touching the 
questions connected with the operations 
and accounting of finance companies, I 
will ask your indulgence to attempt to 
spread before you, as briefly as possible, 
certain of the many economic phases con­
nected with installment selling.
In the first place, it appears to be a 
universally acknowledged fact that the 
recent rapid growth of selling goods on 
partial payments has greatly accelerated 
the raising of the standard of living. It 
seems equally undebatable that this rais­
ing of the living standard has actually 
stimulated incentive to work productively 
among the masses of people. It has cer­
tainly brought about a wider range of 
knowledge and an increased contentment 
of mind and, as a corollary, it is probably 
not going too far to state that the devel­
opment of the natural instinct of acquisi­
tiveness is inconsistent with labor unrest. 
Let us now come to the questions raised 
as to whether installment selling is an 
economic boon or a bane.
One prominent industrialist admits that 
the people had need of conveniences 
which they could not quickly accumulate 
the funds to buy and thus credit served 
as a bridge from a lower to a higher 
standard of living. He is not quite clear 
as to the period to which he ascribes 
these advantages. He believes that the 
workman who pays for credit is simply 
reducing the buying power of his own 
wages owing to the added costs of financ­
ing.
Another gentleman, who is antagonistic 
to the fundamentals of installment sell­
ing indicts the practice on the basis of 
its economic aspects as it affects the buy­
er. He believes the system that enables 
young people to “mortgage their future,” 
as he expresses it, tends to deprive them 
of opportunity to build character and to 
save money, and thus be ready to invest 
in business ventures, etc. He also is of 
the opinion that cost is increased by rea­
son of installment buying and thus the 
purchasing power of the buyer is cur­
tailed. Many economists have undoubt­
edly used exaggerated figures in their es­
timates of the volume of installment sales 
in advancing their theories that this plan 
is burdening the people with debt.
In an extensive article on the subject,
I find it stated as a basic reason for the 
recent growth of installment selling that:
By C. A. H. NARLIAN, Comptroller, 
Commercial Investment Trust Cor­
poration, New York.
Address delivered before New York 
State Society of Certified Public Ac­
countants December 12, 1927.
“In a period of increasing productivity, 
industry turns out more consumers goods 
than consumers can buy with their cur­
rent income, which income is derived 
from industry in the shape of wages, in­
terest, dividends, rent, etc., and conse­
quently industry is resorting more and 
more to the device of handing the con­
sumer goods to be paid for out of future 
income.” The fallacy is also pointed out 
of the common argument that increase in 
installment business involves inflation of 
credit followed by depression, the fact be­
ing that expansion of installment credit 
is for the purpose of increasing consump­
tion rather than production. The article 
concludes by saying that it is better for 
us to acquire goods on partial payments 
than not to acquire goods at all.
Well informed and close students of the 
many phases of this subject state as a 
logical fact that prosperity in this coun­
try has been largely built upon the eco­
nomic principle of mass production which 
must obviously be closely related to mass 
consumption. Mass production provides 
remunerative employment to many and 
at the same time unquestionably brings 
about reduced costs, which in turn facili­
tates buying on the part of well-paid em­
ployees.
Furthermore, installment buying, in the 
case of a large number of people, causes 
them to put aside money each month to 
liquidate their indebtedness and thus 
brings about a habit of saving out of their 
earnings. It has also developed ambitions 
on the part of the wage earner to im­
prove his manner of living, which in turn 
has resulted in increasing his productive 
efforts, thus, of course, increasing the 
sum total of wealth.
A great deal has been said as to the 
volume of installment sales, and in such 
a matter it would probably be surpris­
ing if estimates thereof did not become 
gravely exaggerated in some quarters.
Estimates which may be considered re­
liable have been made that about 6 per 
cent of the annual income of the United 
States, estimated for the calendar year
1926 as in excess of 80 billions of dol­
lars, was spent in buying goods on in­
stallments, averaging about $250 per fam­
ily.
It is of interest to note that there has 
definitely been a marked decrease in per­
centage of automobiles sold on the in­
stallment plan to total production during 
the past two years. In 1925 the propor­
tion of new and used cars financed was 
75 per cent; in 1926 it declined to 70 per 
cent, and this year the percentage has 
dropped to 60.8 per cent, surely a note­
worthy decrease. This decline is attrib­
uted partly to growing prosperity and in 
some measure to curtailment of credit 
arising from the unsatisfactory experi­
ence gained by finance companies on pa­
per with low down payment and over­
extended terms.
Every thinking person must believe 
profoundly in thrift. But with particu­
lar regard to the question raised that 
thrift produces character, I believe an 
analysis will show that if by thrift is 
meant the foregoing of all commodities, 
such as sewing machines, washing ma­
chines, and the dozens of other articles 
that in the present age are considered or­
dinary necessities, this country would 
certainly not have developed to its pres­
ent high state of industrial civilization. 
Today’s conception of thrift is naturally 
different from that of thirty years ago, 
and it is well that it is so. Surely the 
great majority of thinking people are 
ready to point with pride to the great 
strides this country has made in a cul­
tural sense. This advancement could not 
have been possible if the wage earner 
were restricted to the purchase of the 
bare necessities of life. It may be stated 
as a fact that the extension of the use of 
automobiles to so many people of very 
moderate means has enriched the coun­
try to an immeasurable extent.
Any discussion of installment selling 
naturally leads us to the automobile in­
dustry, the greatest in the world, which 
has seen its phenomenal development 
through the medium of installment sell­
ing. Statistics are proverbially dry, but
I feel justified in presenting a few in or­
der to focus attention to the vast ram­
ifications of this mammoth industry.
Last year the automobile industry used
1 1  per cent of the hardwood lumber, 18 
per cent of the copper, 14 per cent of the 
iron and steel, 14 per cent of the lead, 21 
per cent of the tin, 25 per cent of the 
aluminum, 28 per cent of the nickel, 50 
per cent of the plate glass, 63 per cent of 
the upholstery leather, 85 per cent of the 
rubber, while 80 per cent of the gasoline 
consumed was used by motorists.
Again referring to the tremendous 
wealth, the production of which is di­
rectly attributable to the automobile in­
dustry, I believe it to be an incontrovert­
ible fact that consumer’s credit has been 
the cause for a considerable proportion of 
the increment in the wealth of this coun­
try. The motor industry would certainly
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not be the largest in the world if con­
sumer credit were not available to per­
mit the purchasing of 60 per cent of all 
automobiles produced on the installment 
plan. There would not have been the 
vast sums expended on new roads were 
it not for the 23 million automobiles in 
use.
The next logical step in relation to our 
subject is the evolution of the modern 
finance company, which came into exist­
ence, not because of any great demand on 
the part of the public to buy things on 
the partial payment plan, but because of 
the demand for highly specialized serv­
ice that came from business, a service 
which is admittedly outside the scope of 
the ordinary bank. There has naturally 
been a development in the science of in­
stallment financing during the past years 
which has been the means of enabling 
thousands of businessmen and manufac­
turers to prosper by virtue of an increase 
in their turnover along sound credit 
lines. It would be impossible to estimate 
the number of dealers in all types of com­
modities whose success in business is in 
large measure dependent upon the avail­
ability of consumer credit provided by 
finance companies.
The widest possible spread of risk is 
enjoyed and this will readily be under­
stood when you realize that the funds 
furnished to the motor industry, for in­
stance, are repaid by people engaged in 
many different businesses. It must be 
admitted that occasionally the sound prin­
ciples governing installment financing 
have been disregarded, but it will be 
obvious that a continuous deviation there­
from carries its own corrective. In the 
company with which I am connected, ex­
clusive of automobiles, 66 different com­
modities are now being financed. The 
farmer is receiving his full share of the 
benefits accruing from the ability to pur­
chase modern labor - saving agricultural 
machinery on the time payment plan. 
This is all made possible by the finance 
companies.
Of recent years, there has been a grati­
fying increase in buying on the install­
ment basis of industrial machinery, etc., 
which is earning money for the owner, 
thus paying for itself. Finance compa­
nies are constantly receiving requests to 
finance articles which, upon careful 
analysis, do not meet the tests of useful­
ness, durability, and marketability, which 
are the standards that govern the decis­
ion whether they should be financed or 
not.
The older finance companies have gained 
a wealth of experience with respect to 
merchandising problems in their complex 
relation to credits that is daily being 
constructively used in business. Further­
more, all the larger companies represent­
ing the major part of the capital em­
ployed in this business are members of a 
national association of finance companies
which performs a most useful service in 
collating essential data relating to their 
business which logically leads to the ac­
ceptance of certain standard policies by 
the members.
Before passing to a discussion of oper­
ating and accounting methods of finance 
companies, it would perhaps be well to 
remind ourselves that in the final analysis 
the cornerstone of the finance business 
has been and always will be SOUND 
CREDITS! The prospective purchaser of 
any article upon the basis of deferred 
payments must be able to demonstrate to 
the satisfaction of the company to whom 
the transaction is submitted that he has 
gained a reputation as to his willingness 
as well as his ability to pay, and he must 
stand the credit tests in every particular. 
The facts are that the experience gained 
by well managed finance companies 
clearly shows that the large percentage 
of installment buyers who are considered 
worthy of credit meet their obligations.
I would now like to present a brief pic­
ture, in outline, of a finance company in 
its relation to installment selling of auto­
mobiles. At the outset it would be well 
to correct the impression that seems to 
exist in some places that a finance com­
pany loans money on commodities. This 
is definitely not so. Financing install­
ment paper consists solely of purchasing 
consumers’ obligations contracted by in­
dividual purchasers of commodities from 
dealers in or distributors of those com­
modities.
The customer of the finance company 
is therefore the dealer and arrangements 
regarding financing of the dealer’s paper 
must naturally be made between the deal­
er and the finance company. In the mak­
ing of the finance arrangements, the deal­
er submits a financial statement, refer­
ences, etc., to the finance company as a 
basis for establishing a line of credit in 
the same way that he would do at a bank. 
As I will explain later, the dealer credit 
plays a very vital part in the financial 
set-up.
When the credit of the dealer has been 
established to the satisfaction of the 
finance company and the limit of out­
standings passed upon by the credit de­
partment, the finance company is then 
ready to do business with the dealer, 
usually under terms and conditions of a 
legal binding agreement. The dealer re­
ceives the finance company’s rate chart 
and adds the appropriate finance charge 
as set forth therein, which normally in­
cludes insurance, to the unpaid balance 
on the automobile that is being sold, and 
secures from the purchaser a note and a 
contract for this total sum. These he 
transmits to the finance company for 
their acceptance upon which the proceeds 
are remitted to him. It is at this point 
that the finance company actively comes 
into the picture and commences to per­
form the services for its dealer customers
which may be enumerated as consisting 
of:
(1) Promptly providing funds with 
which to finance the sales of the dealer 
up to certain limits, which are naturally 
based upon the financial strength, etc., 
of the individual dealer. This obviates 
the necessity of the dealer having to con­
stantly raise money by means of loans 
from his bank.
(2) The passing upon the credit of the 
purchaser both as to his ability and will­
ingness to pay. In this respect the same 
fundamental banking principles with 
respect to sound credits are vitally 
necessary.
(3) After the credit has been passed 
and the paper purchased, it is incumbent 
upon the finance company to keep the 
purchaser notified as to the recurring 
future payments that are to be made and 
to effect collection thereof, at the same 
time, using every endeavor to maintain 
the good-will of the purchaser through­
out the period of their dealings with each 
other to the end that he may again be 
ready to do business with the dealer at 
a later date.
I will now briefly describe the three 
principal plans under which installment 
financing of automobiles is conducted at 
the present time.
(1) WITHOUT RECOURSE—It is hard­
ly necessary to amplify on this. As the 
term implies, financing under this plan 
relieves the dealer of all liability in re­
spect of the transactions submitted by 
him, except as to the validity of the 
paper which, of course, must be bona fide. 
The dealer’s balance sheet under this plan 
obviously need contain no reference what­
soever to any contingent liability.
(2) ENDORSEMENT BY THE DEAL­
ER—This renders the dealer fully liable 
for the balance due on the paper created, 
without respect to the chattel, and he 
may be called upon to pay the unpaid 
balance of a note after it has become 
past due for a certain period of time. 
You will, of course, appreciate the fact 
that under this plan the dealer’s balance 
sheet must either show the asset and 
corresponding liability for notes dis­
counted or set forth his contingent lia­
bility thereunder.
As a variation of the Endorsement 
Plan, it is sometimes necessary to obtain 
guarantees by more responsible persons 
than the dealer, but this simply operates 
as an enlargement of the endorsement 
principle.
(3) REPURCHASE AGREEMENT — 
This consists of an agreement entered 
into between the finance company and the 
dealer setting forth their respective obli­
gations at some length under various 
eventualities, such as:
(a) Repossession of car.
(b) Conversion of oar.
(Continued on page 157)
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An Application of the Present-Value Theory
THERE has of late been so much shooting at the orthodox account­ing theories of valuation and in­
come determination that those in refuge 
behind them evidently must either soon 
launch a counter attack or else prepare 
for eventual abandonment of their de­
fenses to the enemy. What with the law­
yers proclaiming that they propose to set­
tle the question of how profits are to be 
determined, the appraisal companies say­
ing unkind things about accountants’ con­
ceptions of depreciation and sound val­
ues, and the university contingent heap­
ing ridicule on the quaint notion that in­
ventories should be valued at cost or mar­
ket which ever is lower, the fundamen­
talists may well wonder if some of their 
hallowed traditions can much longer be 
imposed on a submissive business public. 
There are occasional whisperings of 
doubt, even in the councils of the elders. 
One can conceive that some faint echo 
from the boisterous shouts of the unbe­
lievers may one day penetrate to the mar­
ble-columned temples of those lords of 
destiny, the bankers of the Federal Re­
serve system.
Fortunately for the existing order of 
thought, it is much easier to point out 
the fallacies and inadequacies of accepted 
theories than it is to present new ones 
which will meet all the demands likely 
to be made upon them. Accounting has 
come to be used for many purposes. A 
change in the plan of valuation for items 
in a balance sheet cannot be accepted un­
til it is proved to do no injury to the 
profit and loss account. A statement 
which provides a sound basis for the ac­
counting of the next future period is yet 
deficient if it results in a distorted pic­
ture of the past. It may fairly be postu­
lated that no tenet is sacred if there is a 
stronger basis from which to start one’s 
reasoning, but it is usually necessary to 
test a new hypothesis, no matter how 
plausible, by applying it in a number of 
specific cases, before it can be demanded 
that everyone accept it as a certified ad­
dition to the somewhat unstable list of 
the eternal verities.
In two recent issues of this magazine 
the “market value” theory of accounting 
has been forcefully presented.* The co­
gent and thoughtful paper had been read 
by Mr. Daines of the University of Chi­
cago before a meeting of the Illinois So­
ciety of Certified Public Accountants. One 
hoped in following the argument that the 
author, after demonstrating the sound­
ness of his view and demolishing once
*“ Some Aspects of Valuation and Income 
Determination,” by H. C. Daines.— The Certi­
fied Public Accountant, February and March,
1928.
By HOWARD C. GREER , C. P. A. Pro­
fessor of Accounting, Ohio State Uni­
versity, Director of Accounting, In­
stitute of American Meat Packers.
more that oft-demolished “cost or mar­
ket” conception, would go on to say 
“And now here is how it works out in 
practice.” There being limits, however, 
to the continuous concentration of atten­
tion of even a group of accountants sit­
ting at the feet of a college professor, Mr. 
Daines at length forebore, without reach­
ing this more or less crucial point. The 
present writer is moved to continue the 
dissertation from where it ceased, as a 
means of demonstrating whether its ac­
tual application seems to accentuate its 
obvious strength or to bring out some less 
evident weaknesses—realizing that it may 
possibly do both.
The contention in the original article 
is that assets should be valued for ac­
counting purposes at current “market” 
—not at potential “selling prices,” but at 
the cost of reproducing or replacing the 
items under existing conditions. The 
background of the argument is that lay­
men see no validity in the accountant’s 
shibboleth of “cost” value and ignore it 
in their business plans and dealings, and 
that there can be no logical defense for 
the inconsistent and absurd practice of 
using cost when prices are going up and 
market when they are coming down, 
neither basis having any essential rela­
tion to the business man’s requirements 
at the time. The case is fully covered 
and the discussion needs no repetition 
here.
The obvious truth of the matter is that 
the accountant has been attempting to 
picture a business from several different 
angles at once, and has been using a sin­
gle frame and background for the compo­
site portrait. The effect is a little as if 
he obtained a full-face view of the sub­
ject’s head, a profile of the body, and a 
cross section of the soles of the feet. Al­
most anyone will agree that the picture 
will convey more if it is all front-view, 
or all profile, but neither view does, after 
all, picture the subject completely. It 
would seem to be the accountant’s task 
first to paint a true picture from some 
one viewpoint, and then to supplement 
it with additional sketches from other 
angles if they seem necessary to an ade­
quate portrayal.
The accountant imbued with the mar­
ket value theory may proceed in one of 
several ways to give it expression. As 
the simplest and least onerous method of 
demonstrating his emancipation from
traditional restraints he may simply go 
through his balance sheet at the end of 
the year and change all the cost values 
he finds there to the market values which 
seem appropriate, letting the profit and 
loss account for the period pick up what­
ever ultimate debit or credit may result 
from this metamorphosis.
In the case of a hypothetical A. B. Cor­
poration, for example (its balance sheets 
are given in detail a little later in this 
article) the accountant would, under this 
plan, show a surplus of $77,000 at the be­
ginning of the year, and a surplus of 
$104,000 at the end. Dividends of $10,­
000 having been paid during the year it 
would appear that profits for the period 
were $37,000.
The informed reader will realize, how­
ever, that he has no assurance from this 
that goods have actually been bought and 
sold to realize a profit above operating 
expenses. Appreciation in land or build­
ings or inventories might easily have 
made up the increase; operations may 
have brought no profit, may even have 
caused a loss. Clearly, the increase in 
surplus must be analyzed as to contrib­
uting causes, and principally as to the 
amount of profit from the buying and 
selling of goods.
No matter what may be said about 
“present” values as balance sheet com­
ponents, it is apparent that the business 
man will never cease to be interested in 
the relation of the original cost and the 
eventual selling price of the goods in 
which he deals. He wants to know other 
things also, it is true; he should be awake 
to replacement costs whenever he sets 
a selling price or calculates a deprecia­
tion allowance; but if he fails to main­
tain the actual cost ’till he can compare 
it with an actual selling price he will 
shut his eyes to a vital fact of his busi­
ness.
This fact must be in the profit and loss 
statement, unobscured and uncomplicated 
by any sophistries as to “present” values, 
whether they be higher or lower than first 
cost. Just as soon as that fact disappears 
from the statement, or becomes merged 
and confused with other gains or shrink­
ages in value, the operating statement 
loses one of its principal elements of 
strength as a guide to executive action. 
It is one of the plagues of the executive 
in the meat packing business, for exam­
ple, that he cannot separate this operat­
ing profit (or loss) from the “value 
change” factors in his enterprise.
But to return to the A. B. Corporation. 
If its accounts are kept at cost for profit 
and loss purposes (and to escape carry­
ing on the actual day-to-day bookkeeping 
in other than cost terms, one must adopt
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a very complicated procedure) it will 
finally have two sets o f values available 
for statements— one set the original costs, 
the other the replacement or market 
costs. Since each of these has points of, 
pronounced significance it may be in­
quired why both cannot be shown in a 
statement. This threatens greater grief, 
perhaps, to the business man who has a 
struggle to interpret a single balance 
sheet, and who can be envisioned as 
aghast at the idea o f a double one. It 
is quite possible, however, that the double 
presentation might clear up some o f the
points which have caused bewilderment 
in the past. The modern executive is get­
ting rather knowing about statements, 
anyway, and would perhaps welcome a 
presentation that seemed to make sense, 
regardless o f its technical features.
Conceive, then, of the A. B. Corpora­
tion as represented by a double balance 
sheet— one set o f figures at original cost 
and a second at present value. An illus­
tration o f such a statement is given in 
Figure 1, and, that the picture may be 
complete, a balance sheet is given for 
both the beginning and end of a year.
duction of dividends paid ...........  17,000
Figure 1.
A. B. CORPORATION 
COMPARATIVE BALANCE SHEETS AT BEGINNING AND END OF YEAR  AT 
ORIGINAL COST AND PRESENT VALUE
It develops from  scrutiny o f  this pair 
o f double balance sheets that a great 
many things w ould be le ft undisclosed 
by a statement on either basis alone. 
It is rather startling, in fact, to dis­
cover how much is necessarily om itted 
from  the balance sheet made up ac­
cording to the standard formula o f cost- 
or - m arket - whichever - is - low er - ex­
cept - alternate - Tuesdays - in - cities- 
with - brick - court - houses. W hat 
banker or investor w ould not be struck 
by the differences between the cost and 
present - value figures on the company’s 
property, and what directors or execu­
tives would not be enlightened by a 
com parison o f the showing for  the year 
on  a cost basis and on a basis o f  cur­
rent worth o f assets and obligations!
A  statement o f  profit and loss links 
the two balance sheets on the “ cost”  
basis. It m ight conceivably be as il­
lustrated in F igure 2 (incom e taxes ig ­
nored fo r  the sake o f sim p licity ).
Figure 2.
A. B. CORPORATION  






Increase in Surplus .............................  17,000
The increase in surplus above shown 
is readily tied in with the surplus bal­
ances o f  $70,000 and $87,000 in the 
balance sheets o f F igure 1. Som ething 
mo re is required to extend the tie-up 
to the surplus figures in the “ present 
value”  colum ns. F igure 3 provides, in 
rather conversational form , an analysis 
o f  the changes in net w orth on a “ pres­
ent-value”  basis, and throws some light 
and several rather significant facts in 
connection with the business.
Figure 3.
A. B. CORPORATION 
ANALYSIS OF CHANGES IN NET W ORTH  
ON BASIS OF PRESENT VALUES  
Surplus at beginning of year, as per
balance sheet ........................................  $77,000
Changes in value due to operations:
Profits realized from sale of goods, 
plus other income, less operating 
and other expenses, and after de-
94,000
Changes in value not due to 
operations:
Additions—
Inventories, which at be­
ginning of year were 
worth $6 ,000  less than 
cost, now worth $3,000 
more than cost, in­
crease ................................ $9,000
Fixed assets, which at be­
ginning of year were 
worth $17,000 more 
than cost, now worth 
$2 2 ,0 0 0  more than cost,
increase ...........................  5,000
Mortgage bonds, which at 
beginning of year could 
have been bought in at 
$2 ,0 0 0  above par, now 
can be bought in at 
$1,000  above par, de­
crease ...............................  1 ,000
15,000
Deductions—
Outside investments, which 
at beginning of year 
were worth $2 ,0 0 0  more 
than cost, now worth 
$1 ,0 0 0  less than cost,
decrease ...........................  3,000
Accounts receivable, which 
at beginning of year 
were expected to realize 
$4,000 less than face, 
now expected to realize 
$6 ,0 0 0  less than face, 
decrease ...........................  2 ,000
109,000
5,000
Surplus at end of year, as per ------------
balance sheet ........................................  104,000
The treatm ent o f the accounts re­
ceivable item above is in line with the­
ory adopted for  other assets, to the ex­
tent that “ original cost”  is conceived 
o f as the original charge again 
custom er while “ present value”  is the 
am ount expected to be realized on the 
claim. The ordinary “ Reserve for  Bad 
D ebts”  is about the same sort o f thing 
as the reduction in inventory values to 
a m arket figure which is below  cost—  
namely, a deduction from  profits o f this 
period to provide fo r  a loss w hich is 
expected to occur in the next one. By 
the m ethod here elucidated the profit 
and loss statement picks up each loss 
when it is sustained and its am ount is 
known. Losses on goods sold are taken 
at the tim e o f sale; losses on accounts 
receivable wh en the claim  is either 
liquidated or definitely abandoned.
The fixed asset question is dealt with 
in brief above, but it may easily be en­
titled to greater attention. In the case 
o f the A. B. Corporation, for  example, 
the situation may be as shown in Figure 4.
Sales ..........................................................  $500,000
Cost of Goods S o ld   400,000
Figure 4.
A. B. CORPORATION 
CHANGES IN F IXE D  ASSETS AND DEPRECIATION
Gross Margin ........................................... 100,000
Operating Expenses .............................  70,000
Operating Profit ....................................  30,000
Interest Earnings .................................. 2,000
Beginning of Year 
Original Present 
Cost Value
Cost (Original or Replacement) ................................ $180,000 $200,000
Depreciation ........................................................................ 50,000 53,000
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There are, of course, two different 
factors operating here— replacement 
cost, which is dependent on market con­
ditions, and depreciation, which is de­
pendent on physical condition and ob­
solescence. It would appear from the 
analysis in Figure 4 that the excess 
of replacement costs over original costs 
is actually $2,000 less at the end of the 
year than at the beginning. On the 
other hand, however, the physical de­
terioration evident to an appraiser has 
increased during the year by $7,000 
less than the prorated share of the 
original asset cost charged against this 
year through the normal operation of a 
ten-per-cent-per-annum depreciation al­
lowance.* Both factors might well be 
stated in the analysis of changes in net 
worth given in Figure 3, since the “ net” 
of the two does not tell the whole story. 
Here, again, sound profit determination 
on a cost basis requires one thing (reg­
ular amortization of original outlay for 
fixed assets over their useful life) while 
the calculation of present value de­
mands a procedure altogether different.
If there be any doubt that an indis­
criminate application of “ fundamental­
ist”  accounting theory to the operations 
of the A. B. Corporation would produce 
a hodge-podge it will be dispelled by 
renewed attention to the illustration, 
particularly Figure 3. In a set of state­
ments developed from a “ periodic in­
ventory” plan of accounting (as dis­
tinguished from a “ perpetual inven­
tory” system) something like the fol­
lowing would have taken place:
(a) Of the $9,000 inventory increase 
(shown in Figure 3), $6,000 would 
have found its way into the “ Cost of 
Goods Sold” figure in the profit and 
loss statement, reducing it to $394,000; 
the remaining $3,000 would have been 
ignored.
(b) The fixed assets might perhaps 
have been written up from the $130,­
000 (cost) of the first balance sheet 
to the $157,000 (appraisal value) of 
the second, the $27,000 difference be­
ing credited to capital surplus, and de­
preciation for future periods based on 
$221,000 instead of $203,000.
(c) The accounts receivable would 
have been carried at the “ present val­
ue”  figures in both statements, making 
the “ bad debt loss” charge in the profit 
and loss statement a combination of 
this period’s actual losses plus next 
period’s anticipated losses, less last pe­
riod’s guess at this period’s losses, with 
a net difference of $2,000 in operating 
expenses.
(d) Obviously the surplus balances, 
both opening and closing, would have 
been different from those in either of 
the balance sheets presented in Figure
*An excellent brief discussion of these re­
lationships is contained in the Clients’ Serv­
ice Bulletin of the American Appraisal Com­
pany, Vol. V, No. 2, February, 1928.
1, and the profits would not have been 
as in Figure 2 nor the net changes in 
surplus as shown in Figure 3.
Happily this horrible example repre­
sents some exaggeration of the weak­
nesses of fundamentalists’ accounting 
procedure. Most concerns have per­
petual inventories, and these operate 
for the most part either strictly on a 
cost basis (as in manufacturing plants) 
or with equal consistency on a present- 
value basis (as in department stores 
and elsewhere). The “ cost of goods 
sold” figure is either definitely a “ cost” 
figure, or frankly includes all the mar­
ket fluctuations as a factor. When it 
looks to the accountant working on the 
cost basis as though replacement costs 
were so far below actual costs that 
future profits are endangered, he takes 
the only step that can properly be 
taken, which is to set aside a reserve 
out of surplus profits to provide against 
the anticipated loss, if, when, and as 
it occurs.*
Intelligent fundamentalist procedure, 
it might perhaps fairly be said, adheres 
to cost as a basis, with provision 
through surplus reserves for future 
losses which may reasonably be fore­
seen from the trend of current prices 
and other market conditions. This at 
least overcomes the argument relative 
to inconsistency; and it takes care of 
the profit and loss statement satisfac­
torily, even if it does give rise to an 
awkward situation when the reserve, hav­
ing outlived its usefulness, comes back 
and requests the accountant to make a 
logical disposition of it.
But this was not Mr. Daines’ thesis, 
nor is it the writer’s. It is easy to 
prove consistency a virtue; not so easy 
to prove that consistency on one basis 
is any better than on the other. What, 
then, of a proposition that accountants be 
consistent on both bases— that they em­
brace a sort of dual existence amid the 
stark realities of original cost and the 
vari-colored imaginings of present val­
ue? Never having been able to escape 
permanently from either atmosphere, 
why may they not resign themselves to 
living continuously in both? Or, to re­
turn to an earlier metaphor, why may 
not the practitioners of accounting 
emulate those astute custodians of the 
rogue’s gallery and show both a full- 
face and a profile view of the subject 
Whose characteristics they presume to 
portray? The purposes to be served 
are, one hopes, quite different, but the 
technique may nevertheless be worthy 
of imitation.
The main difficulty is, of course, a 
practical one— that of obtaining the 
necessary data for a dual control of this 
sort, and of avoiding confusion of the 
issues arising from too much material
*For an example see the annual report of 
the United States R ubber Company for 1926.
for executive assimilation. It is not 
inconceivable that the first half of this 
problem will work itself out, and in not 
too long a time. The double valuation 
of inventories and of fixed assets is 
surely no greater step forward than has 
already been taken in the establishment 
of cost systems, functionalized expense 
distributions, ratio determination, and 
budgetary control. And as executives 
learn to use figures in controlling opera­
tions, and as a new generation of busi­
ness men schooled in standards, rec­
ords, and financial analyses grows into 
the responsible positions in commerce 
and industry, it seems reasonable that 
they may grasp two facts clearly stated 
more readily than their present-day for­
bears take hold of one, while groping 
(unguided by the accountant) for an­
other which they know may bear on the 
case.
There is, of course, still a third meth­
od of utilizing present-value data in 
accounting records, involving a more 
complicated technique of procedure and 
producing results which are in some re­
spects more and in some respects less 
illuminating than those illustrated 
above. This method is based on a con­
tinuous day-to-day measurement of the 
present value of all goods and services 
consumed by the enterprise, with ap­
propriate bookkeeping entries giving 
credit to the proper sources for the val­
ues thus secured.
Materials, for example, are charged 
into process at what they are worth 
when used, not what they cost when 
purchased; use of plant facilities is 
charged to production at what a ma­
chine-hour of time would cost if pur­
chased at the present levels of construc­
tion costs; and so on. The result is, 
of course, an accumulation of miscel­
laneous debit and credit balances which 
must all be lumped together to obtain 
the final net profit. A statement would 
show that the company made so much 
profit by selling itself its own materials, 
so much more by renting itself its own 
buildings and machinery, and so much 
more (finally) from selling its goods, 
thus purchased and produced to the 
public.
Here, indeed, is the fortress given 
over to the enemy! Original costs, 
long cherished, are cast into outer 
darkness, and nothing matters, in the 
statements or the bookkeeping either, 
save what an item is worth today. Yet 
this is not so different, perhaps, from 
the “ retail inventory” method embraced 
with great enthusiasm by the depart­
ment stores, and given the solemn ap­
proval of the Bureau of Internal Rev­
enue. One must keep reminding him­
self that, after all, the cost value the­
ory doesn’t apply except on alternate 
Tuesdays in cities with brick court 
houses, freight and war tax extra.
(Continued on page 152)
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The Accountant’s Task
“This, gentlemen, is our task: So to 
develop ourselves through study and so 
to improve ourselves through experience 
as to perfect our judgments and give au­
thority to our expressions that the entire 
business world will instinctively turn to 
the certified public accountant for any of 
the services which we seek to render. 
When we have accomplished that, gentle­
men, we shall no longer talk about the 
encroachment on the work of our pro­
fession by the attorney, the industrial 
engineer and the irregular practitioner, 
but until we have perfected ourselves in 
those things we are always in danger of 
being crowded out in the field of con­
structive business service.”
MY subject is the accountant’s task. I am not going to talk to you on the question of 
whether or not accounting is a profes­
sion. I am simply going to assume that 
it is. I think there is no question but 
that accounting is a profession. I think, 
equally, that not all those who practice 
accounting are professional men, or at 
least that not all of our practice of ac­
counting is done in a professional way.
I am not going to tell you anything 
new. I am simply going to tie up a few 
old facts in a different way. The first of 
these has to do with the question as to 
why many business men consider the ac­
counting department and the public ac­
countant as necessary evils. Phrasing 
the question in another way, it is this: 
Are we meeting the needs of our clients 
in a professional way, or in the way of a 
craftsman? Do we put ourselves on the 
client’s side of the table and see what 
is in his mind in employing us and fur­
nish him with the thing for which he is 
asking? Or are we merely mechanical 
operators with a fixed procedure, giving 
the client what we think our profession 
calls for irrespective of what is in his 
mind when he employs us?
When we are called in for service, are 
we not too frequently inclined to assume, 
in the absence of fully detailed explana­
tions on the part of the client, that what 
is wanted of us is a balance sheet audit 
with incidentally a sufficiency of detailed 
check to satisfy ourselves that the bal­
ance sheet figures, including the summary 
statement of profit and loss, are correct? 
Are we always sufficiently inclined to 
analyze the reasons for our employment 
in the particular case?
I can not help but feel that with the 
rise of the balance sheet audit we have 
become inclined to assume, when we are 
called in for service that what is wanted 
is a certified balance sheet and a certified 
profit and loss statement. In other words,
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in starting an audit we seem to feel that 
we are called in to say that the figures 
that have been furnished to our client 
are correct, or else to furnish him with 
correct figures, principally as to the bal­
ance sheet and the profit and loss state­
ment.
That very condition is, in my opinion, 
largely responsible for the increase in 
defalcations reported by Dun and Brad­
street. I dare not attempt to give you 
from memory the percentage of increase. 
It is so high as to be alarming. I am 
told that there is hardly a national ac­
counting organization that hasn’t a suit 
pending against it because of defalcations 
not uncovered. The defense is generally 
that the scope of the public accountant’s 
employment was such that his work 
would not disclose other than very evi­
dent defalcations. The public accountant 
realizes that in the case of any member 
of the profession this may be a perfectly 
true and proper defense, but it will be 
hard to make jurors and laymen gener­
ally understand this condition.
The public has not lost sight of what 
was once considered the auditor’s pri­
mary job, the discovery of improprieties 
in the handling of cash. I am going to 
develop later the theme that the business 
man is now expecting a great deal more 
of the public accountant than this, but 
first I want to emphasize for your guid­
ance a rule that you will all agree with 
but which I am afraid many of us too 
frequently overlook in our actual prac­
tice, namely, that there should always be, 
in advance of the performance of the 
work, a full understanding between the 
accountant and the client as to the exact 
scope of the engagement and the results 
which will follow from the scope agreed 
upon. As an aid in making clear to cli­
ents the various services which a public 
accountant performs, I recommend that 
you give earnest consideration to John R. 
Wildman’s “Classification of Accountancy 
Services.” If you do not have a copy of 
this, you can obtain it from Mr. Wildman 
by addressing him at his New York office. 
While I would not be understood as say- 
phatically that it is the best classification 
which could be made, yet I do say em­
phatically that it is the best classification 
which has been made and that, whether 
perfect or not, its use will be a remark­
able advance over the laxness which has 
existed in the past.
What are the expectations in the mind 
of the client who employs us? He comes 
to us; he says, “I am thinking of 
buying this business”—whether little 
laundry or big industry doesn’t make any 
difference. “ I should like to have you go 
out there and make an audit. So and so 
told me that before I bought it I ought 
to have an audit. So I have come to you 
because I met you at church, and thought 
I would like to give you the work.” Now, 
what does that man want? He doesn’t 
want a balance sheet in which we show 
the current assets at cost or market, 
whichever is lower, a balance sheet at 
which we show fixed assets as cost less 
a theoretical depreciation, a balance sheet 
in which we show goodwill at cost to its 
purchaser, the present owner of the busi­
ness. That is not what he wants. He 
wants to know: “Is this business a good 
buy? What is the business making? 
What expenses are there that can be 
eliminated? What expenses are there 
which by their increase would give more 
profits?”
He doesn’t care at all for the type of 
balance sheet that we generally furnish. 
He is going to buy, not current assets on 
the basis of cost or market, whichever is 
lower, not fixed assets on the basis of the 
cost less a certain depreciation computed 
theoretically, not goodwill on the basis 
of its cost to the original purchaser, but 
current assets on the basis of what they 
are worth to him in a going concern tak­
ing over the business, fixed assets on the 
same basis, and goodwill at a price de­
pendent upon the profits which can be 
realized from that business.
We must never fail to put ourselves on 
the client’s side of the table, get our feet 
into his shoes, our necks into his collar, 
and our brains under his hat to see what 
he is thinking about and give him what 
he expects.
In a Pullman smoking compartment 
one morning was a young fellow about 17 
or 18 years old. It was evidently his first 
trip alone. He opened up a brand new 
traveling bag and took out a brand new 
traveling case. He spread a lot of brand 
new toilet articles all over the place and 
took out a brand new safety razor and a 
brand new brush and some new soap. He 
lathered his face very carefully and rub­
bed it in just as though he had the beard 
of a man of 40 instead of that of a boy 
of 17, and shaved himself very carefully, 
very minutely. Then he took his razor 
apart and washed it and the man who
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told the story to me noticed that the boy 
had not put any blade in the razor.
I sometimes feel that in much of our 
public accounting we are shaving our­
selves without a blade in the razor, in 
that we are only scraping over the sur­
face and failing to accomplish the de­
sired results. When we put ourselves 
more clearly on the client’s side of the 
table, seeing what is in his mind, then 
we are going to reach greater profes­
sional heights and take our place more 
definitely as a factor in the production of 
profit.
I know of a recent case in which one 
of the biggest firms in the country made 
the audit of a country club. The presi­
dent of this country club was the presi­
dent of one of the large packing com­
panies. When he received the audit re­
port he called in a young assistant book­
keeper in the packing plant and said, 
“David, I’ve got the audit report on this 
country club and it doesn’t tell me a darn 
thing that I need to know as president of 
that club, but just gives me the same in­
formation that the bookkeepers out there 
furnish me with every month. I want 
you to go out there and give me the same 
kind of statements about that country 
club that you give me in our own office 
here,” and that young kid went out there, 
developed a budget, analyzed the situa­
tion, found which departments were mak­
ing money, which weren't making money, 
what amount was going to be required in 
the way of increased expenditures for 
the rest of the year and what could be 
cut down below the experience of the 
previous year, and gave the president 
of the country club one of the best, one 
of the most constructive reports that I 
have ever seen in my life. Now, you say 
he knew what was wanted and the audi­
tors didn’t. You are right, but that is 
the very point I am making. Isn’t it true 
that as accountants we too often don’t 
make enough effort to find out what the 
client wants or even to see what he needs.
Sometimes we do 90 per cent of what 
the client needs, and then don’t do the 
other 10. The audit should be just the 
means to a constructive end. We can 
give the client 100 per cent of what he 
wants by simply adding one-ninth to what 
we have already done. We make our 
audit, which is analytical, and then fail 
to make the interpretation of that audit 
that puts life into the audit report. Giv­
ing the client enough can be done for very 
little extra cost. By thus learning to do 
the additional one-ninth, even if we have 
to write it off on the first engagement, we 
would soon be in a position where, be­
cause of the demand for our services, we 
could so raise our fees per diem that we 
should never miss writing off the extra 
time even if it were to be necessary on 
every case.
You know the story undoubtedly of the 
drunk who managed to get hold of a con­
crete lamp post on the boulevard, and 
sank down in a heap hugging that lamp 
post, but finally was able to get up, hold­
ing to the lamp post, feeling one side, 
two sides, three sides, four sides, until 
he stood there in desperation and said, 
“My God, I’m walled in.” Too often that 
is the trouble with us. We imagine that 
we are walled in by the practices of the 
past. But generally our clients don’t 
want mere figure checking. They don’t 
usually want mere confirmation of their 
own records. They don’t want past his­
tory. They want something that is going 
to help them to produce results. The 
client is working for profits. If we can 
offer the client anything, big or little, 
that is going to help him produce more 
profits we are going to be wanted, and 
not merely tolerated, in the office of that 
client.
The books of account aren’t simply a 
place to store information. I wonder if 
too many of us don’t overlook the fact 
that the storing of information is simply 
a means to an end, and that the true pur­
pose of the books of account is as a place 
from which to obtain information. The 
accounts of a business must be made an 
aid to business profits.
If you want to keep your clients, keep 
them making money. If they fail you 
will have to strike them from your clien­
tele. The accountant who is himself suc­
cessful is the one who has successful 
clients. The more successful the clients 
are, the more successful the accountant 
is likely to be. This is especially true 
if he has had a part in their success.
Let us give you an example. I know 
of a Wisconsin corporation, located in 
Oshkosh, which was conducting a small 
produce business. There was hardly 
enough of a margin in the difference be­
tween sales and costs to pay the stock- 
holder-executives reasonable salaries for 
their services. The public accountant 
who was serving this corporation saw 
that it was in danger of going out of 
business and that he was in danger of 
losing a client unless he could help in 
finding a solution to this problem. He 
studied the situation with the result that 
he found that there was no coffee roast­
ing plant between Milwaukee and St. 
Paul. He found also that it does not re­
quire an undue amount of capital to enter 
the coffee roasting business. He started 
this produce company to roasting coffee 
with the result that the produce end of 
that company’s business is now a side­
line and the corporation is earning good 
profits in the coffee roasting business. 
Do you not think that the officers of that 
company are going to lean on this ac­
countant to a far greater extent than they 
would if he had not been constructive in 
the type of service which he offered?
Do I hear someone say that this isn’t 
accounting? As long as you feel that way 
you will complain that industrial engi­
neers are encroaching on your profes­
sional work. I insist again that figures 
are not placed in books of account simply 
to find a place to put them. They are 
placed in books of account in order that 
information which will be of value in 
producing profits can be obtained from 
those books. The public accountant en­
gaged in auditing work is supposed to be 
an interpreter. He should not be satisfied 
merely to report that the figures are right 
or that they are wrong. Rather should he 
be able to tell what they mean and what 
trends they indicate, and to offer a rem­
edy when a remedy is needed. The ac­
countant who can not do this fails as 
fully as the navigator who reads the baro­
meter and says that it stands at 29-87 
without knowing what that reading indi­
cates or what should be done in the cir­
cumstances.
Let me give you another example, this 
one from the cooperage business, which 
used to be a great industry. Barrels 
were used for sugar, which now comes 
almost entirely in sacks. They were 
used for cement, which now comes almost 
entirely in sacks. They were used for 
beer and whiskey, which now come in 
bottles and in metal flasks appearing by 
the fireplace at Christmas time. Every 
cooperage business in the country has 
had to face this decline in the use of its 
products. Many of them have gone out of 
business with the result that the account­
ants who handled their affairs have had 
to find new clients to replace their coop­
erage companies. There seems to be 
little use any more for cooperage prod­
ucts except in the form of pickle kegs, 
and when the pickle crop is off the coop­
erage business shows a loss.
One constructive accountant for a de­
clining cooperage corporation studied its 
machinery in an endeavor to find what 
other product could be manufactured 
without too great a change in the ma­
chinery of that business. He discovered 
that the plant could easily be adapted to 
the manufacture of wooden ware and that 
there was a real possibility for developing 
a successful wooden ware manufacturing 
business in that community. He saved a 
business to the community and saved a 
client to himself. I can not tell you 
whether he was able to charge for his 
services in this investigation, but I can 
tell you that the time was better spent 
than it would have been in endeavoring 
to find a new client to replace the one 
which was about to die, because it 
brought more direct and definite results 
in giving him a standing for construc­
tive ability with his clients which would 
have been hard to establish otherwise, in 
creating a reputation for him which 
would be broadcast in the community, 
and, finally because the very making of 
this analysis helped to develop his own 
mentality to the point where he will 
necessarily be a bigger and a better ac­
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countant for all other work that he un­
dertakes.
The aim of business is the making of 
profits, and everything in business opera­
tions which is not conducive presently 
or in the future, to the making of profits 
must go. Books of account are kept sole­
ly for the aid they furnish in regard to 
profits. The public accountant is sup­
posed to be an interpreter of the books 
of account and a reader of the trends 
which they record. He should be of value 
therefore in counselling as to those steps 
which should bring greater profit and in 
warning as to those which are likely to 
result in failure.
Don’t tell me in objection that the ac­
countant is not a forecaster, because what 
I am suggesting implies that the account­
ant should measure the things that are 
going to yield for profits. I agree that 
the accountant is not a forecaster. I am 
not asking him to forecast. I am asking 
him only to realize what the client wants 
and give him information from which the 
client can intelligently make his own 
forecasts. We should analyze each case 
to see what information we would require 
if we were in the client’s shoes, and then 
try to furnish the client that informa­
tion, remembering always that the object 
of business is the making of profits.
This is of special importance when 
one realizes that every failure means a 
client lost, and that the more prosper­
ous a concern becomes through the 
benefit of suggestions given by a public 
accountant the more liberal it is likely 
to be in its employment of his services.
Failures do not simply happen. The 
credit agencies divide failures into two 
classes; those for which management is 
responsible, and those for which man­
agement is not responsible. Manage­
ment is held to be responsible for 80 
per cent of the failures. Only 20 per 
cent result from causes not blamed on 
management. Among the principal 
causes for which management is held to 
be responsible are incompetence, lack 
of capital and poor credit management. 
Among the causes for which manage­
ment is not held responsible are compe­
tition, physical disasters and general 
business conditions.
Yet as business becomes more and 
more of a science, there is an increas­
ing tendency to hold management re­
sponsible even for the items in this last 
20 per cent. It is held that manage­
ment could have taken steps which 
would have offset the effects of compe­
tition; in these days of insurance it is 
felt that management can prevent fail­
ures resulting from physical disasters 
except such great cataclysms as the 
Tokio earthquake and the Mississippi 
flood. It is being felt, too, that man­
agement, by using the gauges of busi­
ness conditions which are furnished by 
Babson and so many other sources, and
by applying those gauges in the build­
ing up of inventories and the extension 
of credit, can avoid in a large measure 
failures due to general business condi­
tions. The modern tendency is, there­
fore, to hold management responsible 
for practically 100 per cent of business 
failures, and there is room for a pro­
fession which is going to give to man­
agement expert advice in this matter. 
Is that profession going to be developed 
by the industrial engineers or by the 
banking houses or some other group, or 
is the need going to be met by the pub­
lic accountant? It should be his right 
of tried experience, but he must keep 
himself growing to meet the demands 
on him as business becomes more com­
plex.
The largest single cause of business 
failures is said to be lack of capital. 
The obvious remedy for such a condi­
tion is to get enough capital. Of course 
this is much more easily said than done. 
If it cannot be done what is the next 
best remedy? Obviously to adjust the 
demands of the business to the amount 
of available capital. In the last analy­
sis there is no such thing as lack of cap­
ital. What is meant is the lack of suf­
ficient capital for what the users of that 
capital are attempting to do with it. 
Lack of capital really is the spreading 
of available capital too thinly over a big 
project. The capital available is suffi­
cient for the full accomplishment of 
something. The problem is to adjust 
the aims to the possibilities of the avail­
able capital.
There should be no one who is bet­
ter able to advise regarding such an 
adjustment than the accountant, for it 
is simply a problem of the proper com­
pilation, analysis and intelligent inter­
pretation of figures. It means simply 
the development of a budget, with prop­
er scheduling of receipts and disburse­
ments as to the times when they will 
come in or will have to be made, to­
gether with the usual budget balance 
sheet for the close of the budget period. 
If the budget is intelligently made and 
yet shows a need for greater capital 
than can be obtained, it must be re­
vised to the point where the receipts 
which can reasonably be depended upon 
are sufficient for the disbursements 
which will have to be made, and where 
the result of the operations so budgeted 
will show for the end of the period a 
balance sheet in which the net worth is 
greater than at the time of the making 
of the budget.
It is purely an accounting problem. 
It is what business is calling upon some 
profession to do for it, and to meet this 
call being sent out by the business men, 
and to grow in the public esteem as a 
profession necessary to the carrying on 
of business, the accountant has his own 
task. But in the accomplishment of
that task he cannot rest contented with 
his knowledge of books of account; he 
must develop himself to the utmost in 
his understanding of the great new 
science of business— for business as a 
science is new. Not until he has done 
this will he fully come into his own as 
a professional man.
The day is fast approaching when we 
shall have no one on our staffs but men 
with thoroughgoing, college educations. 
There are a number of firms in the 
country who make this an almost un­
breakable rule at this time. The ten­
dency will grow as the years go by. We 
will require our staff members to have 
full courses in commerce and adminis­
tration with the accounting subjects as 
only one part thereof. This is one man­
ner in which the professional standard 
will be raised.
Another way in which we can im­
prove ourselves is just through such 
contacts as this tonight. It is not what 
the speakers tell us in meetings of this 
kind that helps us. It is the fact that 
we get together and just in a casual 
way discuss our problems with this man 
and the other man and discuss the other 
man’s problems and let the other man 
discuss his problems with us. Those 
things help to build us together, help 
to give us new ideas, help us to see that 
the other man is just as human as we 
are, is working along on approximately 
the same plane that we are, is striving 
just as hard, so that we learn that here 
is a group that is really trying to ac­
complish something.
That is the big thing in organizations. 
Your Michigan Association and The 
American Society of Certified Public Ac­
countants bring men together, get them 
acquainted and get them so that they 
feel free to discuss their problems, one 
with another. Have you ever attended 
a convention of The American Society? 
They are the warmest, most cordial 
gatherings of professional men you can 
imagine. But among accountants who 
haven’t become intimate through such 
bodies there seems to be such a great de­
gree of fear of each other!
Let us compare our own attitude in 
this with that of some of the other pro­
fessions. Consider the surgeon. Sup­
pose that there is a crisis in an operat­
ing room. Some surgeon has done some­
thing wrong. He has no hesitation 
whatever in calling on any other prac­
titioner who may be available to help 
him rectify the wrong as promptly as 
it can be rectified. Now, of course, 
there was the young dentist who got 
excited one time and called up the hus­
band of the woman on whose teeth he 
was working and said, “ I have given 
your wife too much gas, and she hasn’t 
talked for half an hour. What shall I 
do?”  And the man said, “ Give her 
some more and I will come right down.”
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That was a young dentist. If he had 
been longer in the field he would have 
gone into the dentist’s office next door 
and said, “ I have given a woman too 
much gas, and I can’t bring her out of 
it. What shall I do?”  The other man 
would have gone in there and used his 
greater experience to help repair the 
damage that had been done. Now, why 
can’t we learn something from that? 
Why is it that when we get up against 
problems on which we would like to 
have help we have so much hesitation 
in confessing our need to other practi­
tioners. I think that every accountant 
should feel free to go to any other ac­
countant with a problem and get the 
best advice free of charge from that 
other accountant. That is one kind of 
solicitation that is perfectly ethical.
Now, you may smile. You may think 
I am suggesting an ideal condition that 
doesn’t exist, but I tell you that if you 
have not tried it, it is worth trying. I 
have tried it, and I have never yet gone 
to an accountant that I thought could 
help me in matters of technique, in in­
come tax cases, or in anything else that 
I didn’t get that other accountant’s full 
help, full attention, full time, until he 
had given me the best that he had. I 
have that to say for fellow practition­
ers, and any of you men who have not 
learned that you can get that help from 
the biggest and the best men in your 
profession have not yet reached the 
greatest possibilities for your own de­
velopment and that of your profession.
Another way in which we must put 
ourselves on the client’s side of the table 
is in the set-up of our reports. You all 
know that, but, as I said, I am not go­
ing to tell you a single thing that is 
new. You can all present parallels to 
the case I am going to relate.
I know of a report regarding which 
the client said, “ I would have to take a 
course in accounting to know any more 
from that report than I know already.”  
There are so many little things that we 
don’t think of. Have you ever given 
the analysis of some officer’s account in 
a report, and headed one column 
“ Debit” and the other column “ Credit” 
and practically copied the ledger? I 
have. I think we all have. But I have 
learned after years of making that mis­
take that the client likes it a dickens of 
a lot better if you say, “ Mr. So-and-so 
should be charged with so and so,”  and 
then list the debits; and then say, “ Mr. 
So-and-so should be credited with so 
and so,”  and list the credits. He un­
derstands it a whole lot better. What’s 
the difference? None whatever, but the 
change gets rid of one little bit of re­
sistance to the accountant’s work, and 
we are often too arbitrary in refusing 
to attempt to eliminate resistances. We 
can learn a lesson from the sales man­
ager there.
This is a matter of mechanics only—  
one of the little things all of which, put 
together, make up the task that faces 
the public accountant today. And this, 
gentlemen, is our task: so to develop 
ourselves through study and so to im­
prove ourselves through experience as 
to perfect our judgments and give au­
thority to our expressions that the en­
tire business world will instinctively 
turn to the certified public accountant 
for any of the services which we seek to 
render. When we have accomplished 
that, gentlemen, we shall no longer talk 
about the encroachment on the work of 
our profession of the attorney, the in­
dustrial engineer and the irregular prac­
titioner, but until we have perfected 
ourselves in these things we are going 
to run the danger of being crowded out 
in the field of constructive business 
service.
DISCUSSION 
John B. Tanner, C. P. A.
There is only one thought I have in 
mind, and I begin to think that as I get 
old I have one hobby that I ride on 
every occasion. Perhaps if I changed 
those hobbies from time to time it 
wouldn’t be quite so bad. I maintain 
that the most important problem con­
fronting the accounting profession in 
this country is the old query as to why 
does the business man consider his
Owing to the number of adjustments 
required in the solution of this problem, 
a working sheet is obviously essential for 
efficient handling. As both a consoli­
dated operating statement and a consoli­
dated balance sheet are required, and as 
some adjustments affect both statements 
it is most convenient in such cases to 
combine the unadjusted balance sheets 
and operating statements in one working 
sheet entering all figures in a single 
column, reserving the two following col­
umns for adjustments and eliminations.
The first question that arises in con­
sidering this problem is whether there is 
a basis for regarding the relations of 
these three corporations as constituting a 
consolidation since Meneral Gotors Com­
pany owns only 10 per cent of Kevroley 
Company’s stock. Inasmuch, however, as 
Meneral Gotors owns 70 per cent of the 
common stock of Rigidare, which in turn 
owns 80 per cent of Kevroley, there ap-
bookkeeping department a necessary 
evil. In my opinion the trouble con­
fronting the accounting profession is a 
very fundamental difficulty, and one 
which harks back to the very fundamen­
tal philosophy and psychology of the 
entire profession.
As I see the situation there are two 
primary forces working in all nature. 
One is constructive and one is destruc­
tive. There is the constructive or de­
velopment period of life, and then 
there is the period of retrogration. 
That constructive phase of existence, 
which we may call synthetical, is the 
realm in which the business man lives 
and moves and has his being; that is 
where his interest lies. It is the syn­
thetical or development phase of activ­
ity. Now, counter to that is the depre­
ciation, the decay, the tearing down, 
and death, which is inevitable in all 
things in this world. The business man 
is interested primarily in life, in 
growth, in development, in the syntheti­
cal process by which he brings things 
together and makes them work; an en­
tirely constructive program. He hates 
depreciation and he hates repair, and 
he is continually fighting against this 
destructive process, or as we might say 
analytical process of life. An account­
ant comes along and says, “ I am an 
analytical expert.”  The business man 
(Continued on page 145)
pears to be a sound basis for treating 
Kevroley as a subsidiary of Meneral 
Gotors.
The first adjustment required is the 
elimination of all intercompany sales 
which is effected by journal entries (1) 
and (2). It is necessary, however, to sup­
plement the effect of entry (2) by restor­
ing to the sales the minority’s interest in 
the assets sold by Kevroley to Meneral 
Gotors, since the minority interest in 
Kevroley has a right to regard this trans­
action as being equivalent to any other 
sale as far as they are concerned. This 
in turn makes it necessary to include in 
the asset account on the books of Meneral 
Gotors the minority’s interest in the profit 
on the sale. The credit of $3,600 to pur­
chases is made on the theory that Kevro­
ley’s sale was made from finished goods 
which may have contained some items of 
cost from the beginning inventory and 
some from purchases, but as it is not
SOLUTION TO PROBLEM NO. 3 OF THE WIS­
CONSIN C. P. A. EXAMINATION OF 
NOVEMBER, 1927
(Printed on pages 85 and 86 of the March, 1928, issue.)
By WM. T. SUNLEY, C. P. A. (Mich.), International Accountants Society, Inc. 
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feasible as a practical matter to attempt 
an analysis of the source of the costs en­
tering into the goods sold it seems satis­
factory to reduce either purchases or be­
ginning inventory.
In eliminating the intercompany profits 
in inventories of January 1, 1926, no ad­
justment is made for the inventories rep­
resenting purchases of Kevroley from 
Rigidare, as there was no intercompany 
relation between these companies until 
May 1, 1926. For the same reason no 
adjustment is made in the final inven­
tories of Kevroley for goods purchased 
from Rigidare prior to May 1, 1926.
In entries (7), (8), (9), (10) and (11) 
adjustments are made for eliminating 
assets and proprietary interests based on 
intercompany investments in stock and 
bonds. In entry (7) it is necessary to 
eliminate the surplus and goodwill that 
resulted from the purchase by Meneral 
Gotors at a cost of $101,700 of 400 shares 
of Rigidare’s preferred stock and 1050 
shares of the same company’s common 
stock. It is assumed that all of the stocks 
are $100 par value. As Rigidare has 
$150,000 of common stock outstanding or 
1500 shares, the 1050 shares acquired by 
Meneral Gotors represents a 70 per cent 
interest. Since the total surplus of Rigid­
are at the time of sale was $30,000 the 
share of surplus acquired by Meneral 
Gotors was 70 per cent of $30,000 or 
$21,000, making the amount of negative 
goodwill $64,300.
Entries (8) and (9) make adjustment 
for the stock of Kevroley acquired by 
Meneral Gotors, half of which was sold at 
a loss of $10,000. As the original invest­
ment cost $40,000 the sale of half the 
stock for $10,000 left a balance of $30,000 
in the investment account, $10,000 of 
which is eliminated by a debit to surplus 
for the loss on the sale, and $20,000 by a 
debit of $15,000 for the par value of the 
unsold stock and a debit of $5,000 to sur­
plus for the difference between cost and 
par.
Entry (10) eliminates $120,000 par 
value (80 per cent) of Kevroley stock 
held by Rigidare. This was acquired for 
$46,000 at a time when Kevroley had a 
deficit of $48,900, of which 80 per cent is 
$39,120, making the negative goodwill in­
volved $34,880.
The adjustment in entry (13) is for 
one-fourth of the annual interest of $800 
on the bonds of Rigidare held by Men­
eral Gotors, being for the three months, 
October, November and December, 1925. 
As the accrued interest receivable does 
not appear to have been taken into the 
accounts as of January 1, 1927, it is as­
sumed that it was not taken in as of 
January 1, 1926.
Entry (14) corrects dividends payable 
and surplus for dividends payable within 
the consolidation. Other intercompany 
receivables and payables are eliminated 
in entry (15).
Meneral Gotors Company and Subsidiaries 
CONSOLIDATED W ORKIN G SHEET  
December 31, 1926 
BALANCE SHEET
Consolidated Eliminations and Consolidated 
Unadjusted Adjustments Balance
Assets Totals Dr. Cr. Sheet
Cash ................................................................................  $61,000 $61,000
Accounts Receivable (Net) .................................. 66,500 66,500
Intercompany Accounts Receivable..................  25,400 (15)$25,400
Merchandise Inventories (December 31,1926) 111,300 (6) 3,600 107,700
Land ..............................................................................  124,600 124,600





Plant and Equipment (Net) . .  . .......................... 445,400 (3) $4,200 (2) 6,000
(4) 60 443,540
Goodwill ........................................................................ 340,000 (7) 64,300
(10) 34,880 240,820
Deferred Charges ...................................................... 7,900 7,900
1,379,800 1,052,060
Liabilities and Proprietary Interest
Accounts Payable .................................................... $51,300 $51,300
Intercompany Accounts Payable ......................  25,400 (15)$25,400
Accrued Bond Interest ........................................... 6,500 (13) 200 6,300
Dividends Payable ...................................................  29,000 (14) 10,150 18,850
Bonds Issued ............................................................. 500,000 (11) 20,000 480,000
Preferred Stock:
Meneral Gotors C om pany........... .................  100,000 100,000
Rigidare Company ........................................... 50,000 (7) 40,000 10,000
Common Stock:
Meneral Gotors Company .............................. 100,000 100,000
Rigidare Company ........................................  150,000 (7)105,000 45,000
Kevroley Company ........................................  150,000 (9) 15,000
(10)120,000 15,000
Surplus or Deficit ...................................................  178,000 (5) 2,400 (10)$39,120
(7) 21,000 (13)  200
(8) 10,000 (14) 10,150
(9) 5,000 189,070 





Sales (Net) ............................................................... $418,000 (1) $34,000 (3) $600
(2) 6,000 $378,600
Opening Inventory .................................................... $103,000 (5) $2,400 $100,600
Purchases ............................................................ .. 268,000 (1) 34,000
(3) 3,600 230,400
371,000 331,000
Closing Inventory .................................................... 111,300 (6) 3,600 107,700
Cost of Sales ...............................................................  259,700 223,300
Gross Profit ................................................. ...............  $158,300 $155,300
Selling and Administrative Expense ................ 66,180 (4) 60 66,240
Operating Profit ........................................................  92,120 89,060
Interest Income ........................................................  1,480 (12) SOO 680
93,600 89,740
Interest Expense ...................................................... 25,000 (12) 800 24,200
Net Profit ........................................................ .............  68,600 65,540
Dividends Payable .................................................... 29,000 29,000
To Surplus ................................................................... 39,600 36,540
Meneral Gotors Company and Subsidiaries 
  JOURNAL ENTRIES
(1) S a le s .............................................................................................................................  $34,000
Purchases .............................................................................................................. $34,000
To eliminate intercompany sales and purchases, as 
follows:
Meneral Gotors Co. to Kevroley Co...................................... $18,000
Meneral Gotors Co. to Rigidare Co............. ........................  14,000
Rigidare Co. to Kevroley Co...................................................  2,000
Total .......................................................................................  34,000
1928 T H E  C E R T I F I E D  P U B L I C  A C C O U N T A N T 145
(2) S a le s .........................................................................................................
Plant and Equipment .................................................................
To eliminate sale of fixed assets from Kevroley Co. to 
Meneral Gotors C o.:
(3) Plant and Equipm ent........................................................................
Sales ..................................................................................................
Purchases .........................................................................................
To set up separately the minority and the 
majority interests in the sale to Men­
eral Gotors Co. by Kevroley C o.:
Minority interest in sale .........................
Majority interest in sale .................................
Less— Majority interest in profit billed. . . .
$5,400
1,800
Cost plus minority interest in profit
(4) Selling and Administrative Expense ........................................
Plant and Equipment .................................................................
To adjust depreciation on equipment purchased by Men­
eral Gotors Co. from Kevroley Co. as follows:
10 per cent on $4,200 ......................................................
One-half year ....................................................
*Depreciation taken:
10 per cent of $3,000 for one-half year
(5)
Difference . . . . .....................................................................
( *Note to Examiner: This entry is based on the under­
standing that the Meneral Gotors Company set up de­
preciation of $150, which is depreciation for a half 
year at 10 per cent per annum on $3,000. If, as a 
matter of fact, the Meneral Gotors Company took up 
$300 in the accounts then the foregoing entry would 
necessarily be changed.)
Surplus ....................... ...........................................................................
Inventories ( January 1, 1926) . .............................................
To eliminate intercompany profits in inventories as of 
January 1, 1926, as follows:
Meneral Gotors Co. from Rigidare Co.................................
70 per cent thereof ....................................
Rigidare Co. from Meneral Gotors  Co.
Total ...................................................................................
(6) Inventories— Profit and Loss (December 31, 1926) .
Inventories (December 31, 1926) ...............................



















(7) Preferred Stock— Rigidare Co....................................................................... ..
Common Stock— Rigidare Co.............................................................................
Surplus ........... ..........................................................................................................
Goodwill .................................................................................................. ............
Investments in subsidiaries ..........................................................................
Eliminating Meneral Gotors Company investment in preferred and 
common stock of Rigidare Company.
(8) Surplus ......................................................................................................................
Investments in subsidiaries ..........................................................................
To take up loss on sale of 150 shares Kevroley Co. 
common stock:
300 shares cost .........................................................................
150 shares cost . . .  






(9) Common Stock— Kevroley Co............................................................................
Surplus ......................................................................................................................
Investments in subsidiaries..........................................................................
Eliminating Meneral Gotors Co. investment in common stock of 
Kevroley Co.
(10) Common Stock— Kevroley Co..........................................................................
Surplus ......... ......................................................................................................
Goodwill ..............................................................................................................
Investments in subsidiaries........................... ............................................
Eliminating Rigidare Co. investment in common stock of Kevro­
ley Co.
(11) Bonds Issued ................................................................................ ........................
Investment in subsidiaries ..........................................................................
Eliminating Meneral Gotors Co. investment in bonds of Rigid­
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"Get out of here. I am not at all 
interested in the destructive things of 
life.”  It seems to me quite natural 
that accounting should have started and 
grown along analytical lines, but to my 
mind accounting will never come into 
its own until we find out how to render 
our services in the constructive lines, in 
the synthetical process of business. The 
business man is not nearly as anxious to 
have a scientific explanation of what is 
wrong with his business as he is to do, 
to know what to do, and do is the word 
that the business man wants you to talk 
about.
If I ask an accounting firm to come 
up into my business and look it over 
and make suggestions, what suggestions 
will he make? Nine times out of ten 
those suggestions will be pro-forma and 
artificial and of little consequence. 
What does the accountant know about 
the constructive philosophy underlying 
a business? What does he know about 
the causes that really make it grow? 
What does an accountant know about 
sales policies? What does an account­
ant know about organization problems 
and the problems of carefully building 
your organization in all of its various 
branches and its factors so that it is go­
ing to succeed?
I have a watch that I take in to the 
jeweler, and I say, “ This is a very beau­
tiful watch and I like it, but something 
is the matter with it.”  Is it any fun 
for me to watch him take it to pieces 
and scatter it all over his bench? Not 
at all. I don’t care to see that. I tol­
erate his fussing with it and putting it 
back together again, but I don’t like to 
see a good piece of machinery taken all 
apart and laid out piece by piece. An 
automobile doesn’t look like an automo­
bile at all when it is scattered all over 
the garage floor. I don’t admire it very 
much; but, that is what the accountants 
are trying to do in business all the 
time. Take the wheels apart and lay 
them out here and then make the boss 
look at them. That is all right, but this 
analytical process is a repair shop 
along the side of the main track. You 
want to drag the boss off from his job 
and get him in the repair shop and 
make him analyze and keep him there as 
long as you can, but don’t try to make 
him think that you are running 
along on a track parallel with his ob­
jective, because he doesn’t believe you 
and he won’t believe you. If he did 
believe you he would be very glad to 
have you make continuous audits. The 
business man that really believes you 
are a constructive force in his organi­
zation, that you are going to give him 
some synthetical advice of what to do, 
is very glad to have you come around.
THE ACCOUNTANT’S TASK
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In a few words that is more or less my 
idea of what is the trouble with the ac­
counting profession.
This agitation for the natural busi­
ness year is naturally all well and good, 
but to my mind it is an artificial pro­
cess that will pay the accountant the 
same as the law requiring all corpora­
tions to have an annual audit would 
help the accountants. Can you imagine 
the attitude of the business man if they 
had to submit to annual audits by law? 
They would be in the same attitude of 
some of the clients now. To my mind 
the average business man is thinking in 
synthetical terms, in constructive terms— 
in fact, the analytical man cannot build 
a business. You never saw a business 
that was developed and created by the 
analytical type. Never. The analytical 
fellow is conservative. He is careful. He 
reads so many statistics that he is afraid 
to go ahead. In business it takes the fool 
to rush in where angels fear to tread, and 
because he has nerve and doesn’t know 
the dangers he is in. The synthetical 
type is the man that will gather men to­
gether and get them working to bring 
materials together and collect all the 
different forces of nature and make the 
constructive forces predominate; and 
the trouble with the accounting profes­
sion is that we have taken the analyti­
cal accounting and picked it to pieces, 
and looking at the wheels go around 
we have done pro forma audit work. 
We go in and say, “ your system is 
wrong here and wrong there and it is 
wrong, wrong, wrong.” We have got 
a reputation of being critics. That is 
a bad reputation for any profession to 
have.
I was just thinking today that I never 
palled around very much with an under­
taker. Did you? Just subconsciously 
there is an idea that we wouldn’t like 
to work with them very much. Is their 
work something that you would call en­
tirely in harmony with the constructive 
business process of this country? Of 
course not. And yet the accounting pro­
fession, in the mind of the business 
man, is very often in the same position 
as the undertaker. We are too near 
the group labelled ambulance chasers to 
be the success we ought to be in the 
accounting profession.
If I were in public accounting today 
I should start out to get the confidence 
of my clients, and get their confidence 
so strong that I could go into and work 
on their audits any old time, nights or 
Sundays or holidays or week days or 
on July 4th. What the business man 
needs is help. What he needs is real 
advice. I think we have got to do 
analytical work for them in many cases; 
get their confidence, and then give them 
our decision and our findings in a form 
which they will absorb and which they 
(Continued on page 147)
SOLUTION TO PROBLEM NO. 3
(Continued from page 145)
(12) Interest Income ................................................................................................ .. 800
Interest Expense ..............................................................................................
To eliminate one year’s interest on bonds of Rigidare Co. held 
by Meneral Gotors Co. ($20,000 at 4 per cent).
(13) Accrued Bond Interest ........... .........................................................................  200
Surplus ................................................................................................................
To eliminate accrued interest payable on bonds of Rigidare Co.
held by Meneral Gotors Co.
(Note to Examiner: It appears that in the financial statements of 
the Meneral Gotors Company this amount was not taken up as 
accrued interest receivable and for this reason an adjustment is 
made to surplus, on the assumption that this interest receivable 
was not taken into the accounts as of January 1, 1926.)
(14) Dividends Payable .............................................................................................. 10,150
Surplus ................................................................................................................
To cancel intercompany dividends as follows:
400 shares of Rigidare Company’s preferred stock
held by Meneral Gotors Co. at $7 per share...........  $2,800
1,050 shares of Rigidare Company’s common stock
held by Meneral Gotors Co. at $7 per share.............. 7,350
Total .......................................................... ............................... 10,150
(15) Intercompany Accounts P a y a b le ...................................................................  25,400
Intercompany Accounts Receivable ........................................................
To eliminate intercompany accounts.
Meneral Gotors Company and Subsidiaries 




Cash .................. ....................................................... ................................................. $61,000
Accounts Receivable (Net) ............................................................................  66,500
Merchandise Inventories .....................................................................................  107,700
Total Current Assets .
Fixed Assets:
Land .............................................
Plant and Equipment (Net)
Total Fixed Assets . . .
Deferred Charges ................
Goodwill ..................................
Total Assets. . .
Liabilities
Current Liabilities:
Accounts Payable . . .
Accrued Bond Interest 









Preferred Stock of Subsidiaries outstanding in hands of public at 
par— Rigidare Company .................... ................................................................
Minority Interests in Common Stock of Subsidiaries:
Common Stock— Rigidare Company ......................................  $45,000
Share of Surplus ..............................................................................  20,550
--------------- 65,550
Common Stock— Kevroley Company ......................................  15,000
Less— Share of Deficit ................................................................. 4,230
--------------  10,770
Total Minority Interests ...........
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Meneral Gotors Company and Subsidiaries 
CONSOLIDATED OPERATING STATEMENT  
For the Year Ending December 31, 1926
Sales (Net) ......................................................................................................................
Cost of Goods Sold :
Inventory, beginning of period ........................................................................ $100,600
$378,600
Purchases
Less— Inventory, end of period 




Gross Profit on S a le s ................ .............
Selling and Administrative Expense
Net Operating Profit 
Interest Income ...............................
Interest Expense
Net Profit for Year .............
Unadjusted Surplus, January 1, 1926 


















Adjusted Surplus, January 1, 1926
Less— Dividends Payable .......................

















Meneral Gotors Company and Subsidiaries 
DIVISION OF SURPLUS BETW EEN  MAJORITY AND MINORITY INTERESTS
December 31, 1926
Majority Interests
Meneral Gotors Company’s Surplus, January 1, 1926 .................................. $173,200
L ess:
Loss on sale of 150 shares of Kevroley Company’s common stock .. 10,000
Add:
Accrued Bond Interest . 
Intercompany Dividends
Interest in Surplus of Meneral Gotors Company 
Rigidare Company’s Surplus, January 1, 1926 .......................
70 per cent thereof ........................................................
Less— Surplus purchased upon acquisition of interest
Interest in Surplus of Rigidare Company
Kevroley Company’s Deficit, January 1, 1926
90 per cent thereof ..........................................................................
L ess:
Deficit assumed by Rigidare Company upon acquisition
of interest ...................................... .....................................
Surplus purchased by Meneral Gotors Company upon 















Share of Deficit of Kevroley Company 9,890
Less— Adjustment for intercompany profits in opening inventories.
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can view and accept from the syntheti­
cal viewpoint.
I hope some day somebody will de­
velop synthetical accounting science to 
the degree we have developed analyti­
cal accounting science. Do you know 
of any books on synthetical accounting 
science? Books on analytical account­
ing? Yes. But what is synthetical ac­
counting?
I said something like this one time 
down in Washington, D. C., and later 
in the evening one chap came to me and 
said, “Do you know this last year I had 
one synthetical or constructive job—not 
audit job, but accounting job. My fee 
on that one job was greater than on all 
of my other public accounting work for 
the year put together.” Business men 
are willing to pay for synthetical serv­
ice, but it is like pulling teeth to get 
them to pay for analytical service. 
Analytical service is necessary. I don’t 
depreciate it or minimize it at all, but 
I do say that we are up against a psy­
chological condition based on nature it­
self. We are never going to overcome 
by merely rendering the analytical serv­
ice.
Richard Fitz-Gerald, C. P. A.
It isn’t as bad as you might gather 
it is from what we have heard. It is 
necessary to take down the three-story 
building and clear the lot before you put 
up the forty-story building. It is neces­
sary to plow the field and prepare it be­
fore you plant the corn. I don’t think 
the accountant has any apology to offer 
for his contribution to society. He is a 
far more useful and constructive force 
in the community than is the lawyer. It 
is necessary to get capital, and these 
high-powered, synthetic individuals who 
employ capital, and production, to work 
together. It is necessary to keep the 
relations oiled. The accountant’s chief 
usefulness is in keeping these relations 
sweet. As a constructive force I think 
accountancy and accountants have done 
as much as any other profession. These 
high-powered, synthetic fellows come to 
the table and make a lot of noise in co­
ordinating the various forces that make 
up an organization; in discovering means 
of getting people to work together; in 
making it possible to provide for the 
widows and orphans by proper manage­
ment of insurance companies. How can 
you manage them without these pains­
taking accountants who make the com­
putations and who keep the records? How 
can you run a railroad without the ac­
countants? These high-powered execu­
tives, in their plush-lined offices in New 
York and Chicago, couldn’t very well run 
the railroads if they didn’t know what 
was going on, and how could they know
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what was going on without the account­
ants? We have incompetent lawyers and 
we have competent lawyers. As long as 
accountants are human beings you are 
going to have incompetent ones and also 
highly competent ones.
William T. Sunley, C. P. A.
The mutual regard which Mr. Pinker­
ton and I have for each other is probably 
based upon the fact that he disagrees 
with 75 per cent of what I have to say, 
and I disagree with about 75 per cent 
of what he has to say. Consequently we 
cause each other to think. Tonight I am 
going to disappoint him. I don’t disa­
gree tonight with 75 per cent of what he 
has to say, but I disagree with 72½ per 
cent. In the first place I take exception 
to his indictment of the balance sheet 
audit. The balance sheet audit has a 
real use. It has demonstrated that use, 
and despite Paul Pinkerton and Profes­
sor Ripley, and some of the others, I 
believe the balance sheet audit has come 
to stay.
I have heard considerable tonight as 
to what is wrong with the public account­
ant. I am convinced that there isn’t so 
very much wrong with the public ac­
countant at all.
I was talking with one of my old part­
ners today and he said to me, “When 
we started there were only twelve firms 
in the city of Detroit and today there are 
over one hundred.” From 12 to 100 with­
in the little time that I have been in 
public accounting practice! What does 
that mean?
It means that the public accountants of 
the city of Detroit have convinced the 
business men that there is a real use for 
a public accountant’s services. It means 
that we have grown from twelve firms to 
one hundred along with the city. Of 
course, the city is growing, but neverthe­
less the business man is becoming con­
vinced that there is a real need for us.
It is not the use of the balance sheet 
audit which, perhaps, is responsible for 
the increase in defalcations, but perhaps 
it is the misuse of the balance sheet 
audit.
There is a legitimate use for the bal­
ance sheet audit. Stock issues are listed 
on the various exchanges. Large con­
cerns like General Motors, and other big 
consolidations must be audited; there 
must be some certification of the correct­
ness of their financial statements by some 
disinterested authorities. Are those au­
dits to be undertaken by independent 
staffs coming into those large organiza­
tions and properties and duplicating all 
the detail that has been going on during 
the year? Certainly not. There are—or 
should be—internal audits worked up 
through all these large organizations. 
Then when the public accountant comes 
in he satisfies himself that these inter­
nal audits are being properly conducted;
that they are actually being carried on 
and provides the balance sheet audit. 
Built up year after year, a continuous 
story is formed on the basis of these 
audits and in a large way they tell the 
story of the real things which are being 
done.
We have heard considerable about ac­
counting services. Let me say that to 
my mind there are two distinct things 
in the public accountant’s field—at least 
two; one is accounting and the other is 
auditing. Let us not talk about an ac­
countant who is building up something 
when he is really making an audit; and 
an audit is not really building up some­
thing. The business man wishes to be 
assured of the truthfulness of his figures. 
Has the time arrived when the verifica­
tion of the truth of those figures has be­
come of no value to the business man?
Suppose you were in business — con­
ducting a manufacturing concern. Your 
bookkeeper hands you a financial report. 
How do you know that those figures are 
correct? How do you know that there 
are no fundamental errors in the records 
from which those reports have been pre­
pared? You call in our public account­
ants and say to them, “Are these figures 
correct? Have these been prepared in a
proper manner?” They make their in­
vestigation and tell you that they have 
been prepared in a proper manner. Are 
we to say that this verification is of no 
value to us at all? Certainly not.
I do not feel that a good accountant 
should have a thorough knowledge of 
sales promotion plans; that he should be 
an expert salesman; that he should be a 
cracker-jack general manager; that he 
should be the best mechanic and engi­
neer in the country; in short, an indus­
trial engineer and business counsellor. 
If any of you fellows have time to be all 
that, God bless you. I haven’t. The real 
province of the accountant, in my estima­
tion, is not to go in and tell the business 
man how to make more profit.
I have come to the conclusion that an 
accountant is purely an accountant, and 
an auditor is not the man who is going 
to tell the business man how to make a 
business profit. I have seen young fel­
lows who have gone into offices represent­
ing me, as juniors and seniors, who have 
tried to tell the business man what is the 
matter with his business, and I know 
of no quicker way to lose my fee and lose 
my client than to have one of those young 
fellows tell him all the things that should 
(Continued on page 152)
SOLUTION TO PROBLEM NO. 3
(Continued from page 147)
Profits for 1926
Meneral Gotors Company ..........................................................  18,200
Rigidare Company .......................................................................... 14,800
70 per cent thereof ............................................................... 10,360
Kevroley Company ........................................................................ $6,600
90 per cent thereof ............................................................... 5,940
34,500
Less:
Adjustment for sale of equipment by Kevroley Company 
to Meneral Gotors Company (See adjustments Nos.
2 and 3) ................................................................................... $1,800
Intercompany profits in closing inventories ....................... 3,600




Intercompany profits in opening inventories ........................................... 2,400
Total Majority Interests ........................... ..........................................
Minority Interests 
Rigidare Company:
Surplus, January 1, 1926 ............................................................  53,700
Profit for 1926 ................................................................................... 14,800
Total ............................................................................................ 68,500
30 per cent th ereof........................................................  20,550
Kevroley Company:
Deficit, January 1, 1926 ............................................................... $48,900
Profit for 1826 ................................................................................  6,600
Total ............................................................................................ 42,300
10 per cent th ereof........................................................  4,230
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State Barriers Against Commerce
A LL students of European affairs have been greatly impressed by a map recently designed so as 
to illustrate graphically the barriers that 
the several European countries have 
erected against commerce of neighboring 
states. This map shows each country of 
Europe surrounded by a high stone wall, 
symbolical of the tariffs, inspections, and 
all manner of regulations that must be 
overcome by commerce endeavoring to 
pass from one country to another.
This map has made an especially 
strong appeal to the people of the 
United States because it suggests by 
contrast the advantages that the United 
States enjoys with its freedom of move­
ment of commerce across state bound­
aries. With an area about equal to that 
of Europe, and with forty-nine different 
jurisdictions in the continental United 
States, we can readily appreciate the 
handicaps that our internal commerce 
would encounter if each of these juris­
dictions were wholly independent and 
free to impose on commerce any restric­
tions and impediments its governmental 
authorities might see fit to impose.
But a calm consideration of our sit­
uation may well cause us to question 
whether in fact the freedom enjoyed by 
our internal commerce is as real as we 
sometimes like to fancy it is.
Obviously the federal constitution at­
tempted to insure freedom of movement 
for commerce between the states when 
it incorporated a provision giving to 
Congress the sole power to regulate 
commerce “ among the several states 
and with the Indian tribes,”  but in some 
respects the results have not been all 
that could be wished.
Unquestionably one of the principal 
reasons for this seeming failure is the 
fact that the attempts to define what is 
and what is not interstate commerce 
have been of very doubtful success. 
Some types of commerce have been 
easily identified as subject to the inter­
state commerce clause of the constitu­
tion and thus beyond the power of the 
states to control. In many instances, 
however, the controversies involving the 
definition of interstate commerce have 
been exceptionally bitter, and the final 
results have been not only disappoint­
ing to the parties to the controversies 
but they have been even more discour­
aging to all who have a real interest in 
justice and fair play.
It seems certain that some of the 
most unfortunate features of the sit­
uation have developed out of the fact 
that individuals and corporations are 
not dealt with on the same basis as far 
as their rights in states other than their 
domiciles are concerned.
By J. H. MILLSAPS, LL. B., J. D., C. P.
A., Member of the Chicago Bar, As­
sistant Educational Director, Inter­
national Accountants Society, Inc.
(Editor’s Note: The following paper was 
read at the annual convention of the Illinois 
State Bar Association at Urbana, Illinois, on 
June 24, 1927, having been awarded the sec­
ond prize of $100.00 in the prize essay con­
test conducted by the bar association.
In response to the suggestions of several 
members of The American Society of Certified 
Public Accountants who had read the paper, 
a copy has been supplied for publication in 
The Certified Public Accountant, and in sub­
mitting the manuscript for this purpose the 
author has taken occasion to make the fol­
lowing general comments:
“The subject dealt with in this paper is one 
that is of practical interest to accountants 
as well as lawyers for the reason that there 
are probably few accountants who do not 
have some problems involving the right of a 
corporation of one state to sell its goods or 
collect its accounts in another state.
“Experience shows that most of the ma­
terial available to accountants and business 
men for guidance in handling such problems 
is prepared on the theory that the principal 
object is to give information as to how to 
comply with all of the annoying and burden­
some regulations of the several states in mat­
ters affecting foreign corporations.
“To readers of The Certified Public Ac­
countant who have been accustomed to ap­
proach these problems from such a stand­
point it may be interesting to know that the 
legal right of the states to interfere in these 
transactions has been successfully disputed 
in many cases. The results in the state 
courts are often disappointing but when the 
questions are carried to the United States 
Supreme Court the states lose with gratify­
ing consistency, on the ground that if the 
business is interstate commerce it is subject 
only to federal regulation.
“As a practical matter, therefore, it Is 
sometimes important for accountants to know 
that they can best serve the interests of their 
clients by questioning whether the policy of 
complying with the requirements of forty- 
eight other jurisdictions is best for the cor­
poration’s interest. If the business is such 
that by a slight modification or possibly with 
no modification it can be brought under the 
protection of the interstate commerce clause 
of the constitution it is very plainly to the 
interest of the corporation to secure such 
protection. No one is in better position than 
the accountant to know the details of all 
transactions and the possibilities of making 
any modification necessary to secure pro­
tection.
“While not undertaking to supply anything 
in the nature of a manual of procedure for 
handling problems of this character, this pa­
per shows some of the ways in which com­
merce between the states suffers when it 
can not be or at least is not protected by the 
interstate commerce clause.” )
The federal, constitution was framed 
at a time when corporations were al­
most unknown as agencies of commerce 
and consequently it is not surprising 
that the words “ persons” and “ citizens”
are used throughout the constitution 
without any clear indication as to 
whether or not corporations were in­
tended to be included. In many of the 
provisions relating to “ persons” the 
courts have ruled that artificial persons 
or corporations are contemplated, but 
in some of the most important pro­
visions relating to the rights of “ cit­
izens” the Supreme Court has held that 
corporations are not included.
Thus Section 2 of Article 4 provides 
that “ The citizens of each state shall be 
entitled to all privileges and immunities 
of citizens of the several states,”  and 
the fourteenth amendment provides 
that “ No state shall make or enforce 
any law which shall abridge the priv­
ileges or immunities of citizens of the 
United States, nor deny to any person 
within its jurisdiction the equal protec­
tion of the laws.”
Under these guaranties natural per­
sons are free to travel back and forth 
across state boundaries and engage in 
commerce either as individuals or as 
common law partnerships in other 
states as freely as in their own state, 
but with corporations it is quite other­
wise. Even the fact that a corporation 
may be a “ person within the jurisdic­
tion” of a state is of little benefit to 
the corporation since it has been held that 
the corporation cannot be within the 
jurisdiction of the state until it has 
complied with all the necessary require­
ments imposed by the state.
In practice the principal protection 
afforded to corporations by the federal 
constitution is the provision that re­
serves to Congress the sole right to reg­
ulate commerce among the states, and 
unless a corporation succeeds in demon­
strating its right to this protection it 
is at the mercy of state regulation 
which, in too many instances, has the 
appearance of being designed to harass 
and hamper commerce rather than to 
foster and promote it. Where a cor­
poration succeeds in demonstrating that 
the business it conducts is interstate in 
character it is free from state interfer­
ence. Too often the great practical dif­
ficulty is that the line dividing interstate 
from intrastate commerce is so vague 
and indefinite that the controversy has 
to be carried to the United States Su­
preme Court before the point can be 
settled.
When the final decision in any court 
is that a corporation of one state has 
been doing business in another state 
from which it has not received the re­
quired official authorization, the con­
sequences in many cases appear to be 
out of all proportion to the offense in­
volved. A few concrete illustrations
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will best serve to indicate what these 
consequences have been.
The Phillips Company was a Wiscon­
sin corporation with its principal place 
of business in Chicago (Phillips v. 
Everett, 262 Fed. 341). It entered into 
a contract with a Michigan corporation 
to equip a manufacturing plant in De­
troit with an automatic sprinkler sys­
tem for an agreed price of $31,776. 
Other equipment was ordered later, 
making the total cost $32,224.
The Phillips Company having failed 
to collect its bill filed a mechanic’s 
lien on the property of the debtor for 
the amount of the bill. The debtor 
went into bankruptcy, and the trustees 
in bankruptcy took the position that the 
contract for the installation of the 
sprinkler system was void for the rea­
son that the Phillips Company was a 
foreign corporation and had not ob­
tained a license to do business in Mich­
igan as required by statute.
The Federal District Court upheld 
the contention of the trustee and its 
decision was sustained by the Circuit 
Court of Appeals.
A number of different factors entered 
into the decision against the Phillips 
Company. One was that the contract 
was consummated in Michigan and that 
it thus became a Michigan contract. 
Another was that the contract contem­
plated performance of the work in 
Michigan. Still another was that some 
of the materials entering into the 
sprinkler system were brought together 
in Detroit and there fabricated into the 
finished product.
There is a strong implication in the 
decision that had the contract been con­
summated in Chicago, and had the com­
pleted sprinkler system been shipped 
into Michigan from Wisconsin or Illi­
nois, there might have been a different 
decision. In other words, had the facts 
indicated that the installation of the 
sprinkler system in Detroit was merely 
a minor incident in what was in reality 
an interstate transaction, the creditor 
would have been protected under the 
interstate commerce clause of the Con­
stitution of the United States.
Not having protected itself by such 
unusual foresight, the creditor found it­
self in the position of being a foreign 
corporation doing business in Michigan 
without proper authorization and con­
sequently prohibited by statute from 
either maintaining or defending a suit 
in the State of Michigan. As a result 
it lost not only the amount of its claim, 
$32,224, but also the the expenses of 
attempting to collect.
The implications in the Phillips Com­
pany decision as to the circumstances 
that might have enabled the creditor to 
recover are hardly borne out by the ex­
periences of another foreign corpora­
tion that attempted to recover against a 
Michigan corporation.
In this instance the A. H. Andrews 
Company, an Illinois corporation with 
its principal office in Chicago, entered 
into a contract with the Colonial Thea­
ter Company, of Flint, Michigan, to in­
stall seats in its theater in Flint (283 
Fed. 471). The contract appears to 
have been consummated in Illinois and 
not in Michigan. It provided that the 
Andrews Company should manufacture 
theater chairs in Illinois, ship them to 
Flint, Michigan, and there supervise the 
installation.
The chairs were manufactured but 
they were never shipped out of the State 
of Illinois, and hence were never in­
stalled. It was held, however, that the 
contract contemplated doing business in 
Michigan on the ground that it was the 
custom of the Andrews Company to in­
stall such chairs by employing local un­
skilled labor working under the super­
vision of an experienced superintendent 
sent from the office of the Andrews 
Company in Illinois. The work of in­
stallation consisted of setting up the 
chairs, which were shipped “ knocked 
down,” and of attaching the chairs to 
the floor by means of expansion bolts 
set in holes drilled in the cement floor 
by the workmen supervised by the An­
drews foreman. The court held that all 
of the work of installation was of such 
an ordinary character that it did not 
require the presence of a skilled super­
intendent from the office of the vendor, 
and hence that undertaking to set up 
and install the chairs was not essential 
to the making and performance of the 
vendor’s contract to manufacture the 
chairs in Illinois and deliver them in 
Michigan. While the vendor, therefore, 
had not been guilty of doing business 
in Michigan it had been guilty of mak­
ing a contract that contemplated the 
doing of business in Michigan, and as it 
had not taken out the necessary quali­
fying certificate it could not maintain 
an action in the courts of Michigan for 
the collection of money due it on the 
contract.
In this case great stress was laid on 
the fact that no separation could be 
made between the consideration for set­
ting up and installing the chairs, which 
would have constituted doing business 
in Michigan, and the consideration for 
manufacturing and delivering the 
chairs, which would have constituted 
interstate commerce. The contract, 
therefore, was entire and could not be 
held good in part and bad in part. The 
entire contract had to be held bad with 
considerable loss to the unfortunate 
foreign corporation which naturally had 
given more attention to problems of 
manufacturing and selling than to mak­
ing fine distinctions between the par­
ticular circumstances that would render 
the work of installing equipment inter­
state commerce in one instance and
local business subject to state control 
in another.
That, in fact, has been one of the 
most difficult phases of the problem. In 
thousands of cases the work of instal­
ling the equipment has been held an 
essential element of the contract and as 
not depriving it of its right to classifica­
tion as interstate commerce. It is easy 
to understand the annoyance of busi­
ness houses that rely on these decisions 
with the advice of the best legal talent, 
only to find that some unlooked-for fea­
ture arising in their own experience 
makes it necessary for the courts to 
hold that the installation work was 
local business rendering the entire con­
tract void and their just bills uncollect­
ible.
The citation of the two Michigan 
cases is not to be taken as indicating 
that it is any more difficult to maintain 
the rights of foreign corporations in 
Michigan than elsewhere.  Similiar in­
stances can be cited in practically all 
of the states and that is the fact that 
would seem to make this one of the 
most serious problems confronting the 
commerce of the country.
The problem, however, is not always 
presented in the form of the two cases 
referred to above. In the case of Wis­
consin Trust Company v. Munday (168 
Wis. 31, 252 U. S. 499) it was held 
that a corporation organized under the 
laws of Maine, or of any state other 
than Wisconsin, could not acquire, hold 
or dispose of property in Wisconsin 
until it had filed with the secretary of 
state a copy of its charter or articles of 
incorporation. The statute contained 
the additional very drastic provision 
that every contract made by or on be­
half of the foreign corporation before 
complying with the statute should be 
wholly void on its behalf or its assigns 
but should be fully enforceable against 
it. The Wisconsin Supreme Court re­
peatedly upheld the provision as render­
ing the contracts affected by it not 
merely voidable but wholly void.
In the Wisconsin Trust Company v. 
Munday case, a Maine corporation had 
purchased real estate in Wisconsin val­
ued at between $60,000 and $75,000 
and a Chicago Bank had taken the land 
as security for a loan of $40,000 made 
to the Maine corporation. The court 
held that the deeds by which the title 
was conveyed to the Maine corporation 
were void on the ground that Wiscon­
sin, or any state, had the right to pre­
scribe the rules by which title to land 
within its borders could be acquired, 
and that as the Maine corporation had 
not complied with the rules established 
by Wisconsin the deeds must be de­
clared void.
Little less startling than this case, 
however, was the one in Tennessee in 
which it was held that failure to obtain 
permission to do business in Tennessee
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rendered a corporation doing business 
there a partnership as far as Tennessee 
was concerned, and consequently that 
stockholders of the corporation thereby 
became liable as partners for the debts 
of the corporation. As a result the 
Commercial Bank of Scotland, which 
had acquired some of the corporation’s 
stock as the result of a loan, was held 
liable to creditors of the corporation. 
In this instance the amount involved 
was $146,637.39.
It will not be possible in the time al­
lowed for this paper to refer to other 
specific cases. Suffice it to say that 
such cases now constitute one of the 
most numerous classes of corporation 
cases coming before our courts. The 
results are often unfortunate in the 
extreme, as indicated by some of those 
referred to. One judge of a federal 
court in rendering his decision said:
“We are not unmindful of the fact 
that adherence to the rule will oc­
casionally lead to gross injustice and 
perhaps at times foster a spirit of dis­
honesty. We cannot but regret such 
results.”
This is indeed serious language for 
the judge of a federal court to be com­
pelled to incorporate in his decision, 
but no one can deny that it was fully 
warranted by the facts. Certainly it 
would seem to indicate that when a 
judge himself finds it necessary to char­
acterize the orderly procedure of our 
courts as resulting inevitably in “ gross 
injustice” and as fostering “ a spirit of 
dishonesty,”  the time has come for us 
to give serious consideration to the 
problem.
Nor can we very well place any of 
the responsibility for the situation on 
the courts themselves. Corporations, 
by an unfortunate oversight or omission 
of the framers of the constitution, are 
left without the pale of the protection 
of that instrument the moment they 
leave the borders of their own state, 
unless they happen to have the happy 
combination of factors that will bring 
their business within the definition of 
interstate commerce.
Up to the present time, however, no 
one has been able to set up a definition 
of interstate commerce that will serve 
as an infallible guide. Always there is 
an uncertainty as to whether some es­
sential step in a series of transactions 
will not be found to lack the necessary 
characteristic to entitle it to be re­
garded as coming within the definition 
of interstate commerce. Every corpora­
tion that is transacting business beyond 
the borders of its own state is running 
the risk of having some of its contracts 
declared void or voidable and its ac­
counts uncollectible, unless it has quali­
fied as a foreign corporation in every 
state in which it transacts business. 
Only the largest and wealthiest corpora­
tions can afford to take the financial
risks involved, and only those that are 
unmindful of the interests of their 
members will be willing to incur the 
risk of having the corporation declared 
a partnership with full personal liabil­
ity of all stockholders for the debts of 
the corporation.
It is not enough to say that the cor­
poration desiring to do business in an­
other state should be willing to comply 
with all the requirements of that state. 
It must be remembered that besides the 
state in which a corporation is domi­
ciled there are forty-eight other juris­
dictions, including the District of Co­
lumbia. Compliance with the require­
ments of only one state frequently 
means heavy expense, not only in the 
fees that must be paid but in the cleri­
cal and legal detail of filing charter 
papers and statements, and making 
periodical reports. Then there is the 
risk of failing to file or pay fees on 
time, and of being subjected to heavy 
penalties for such failures. Even when 
a corporation has endeavored in the 
best of faith to comply with the re­
quirements of the state in which it de­
sires to qualify, the slightest blunder 
on its part may have fatal consequences.
This is indicated by the experience of 
a corporation desiring to do business as 
a foreign corporation in Colorado 
(Sherman v. Credit Finance Corpora­
tion, 241 Pac. 722). In this case the 
creditor of the corporation availed itself 
of a section of a Colorado statute that 
provides that the annual report shall 
be filed prior to March first, and if not 
filed makes all officers and direc­
tors * * * jointly, severally and in­
dividually liable for all debts of such 
corporation * * * that shall be con­
tracted during the year next preceding 
the time when the annual report should 
have been made and filed.
The corporation mailed its report 
in Denver on February 28th, and ac­
companying it was a check payable to 
the secretary of the corporation but 
not endorsed by him. The secretary of 
state refused to treat the annual report 
as filed until the necessary fee was 
paid. This resulted in delaying the fil­
ing until March 4th, three days too 
late, and the court held the president 
and secretary of the corporation liable 
for all debts of the corporation con­
tracted prior to the time when the re­
port should have been filed. The court 
was willing to concede that the report 
was “ lodged”  with the secretary of 
state in ample time but this did not 
constitute “filing” the report.
The annoyance and expense of at­
tempting to qualify and remain quali­
fied in just one state may for many cor­
porations be prohibitive, and when this 
is multiplied by forty-eight it can be 
easily seen that after all the map of 
the walled countries of Europe does not 
picture a situation that is in any sense a
contrast to the conditions confronting 
the corporations of the United States 
when they are not clearly and unmis­
takably engaged in interstate com­
merce.
When we attempt to answer the ques­
tion as to why this condition should 
exist we find ourselves confronted with 
a problem even more difficult than that 
of defining interstate commerce. What 
advantages to anybody result from the 
restrictions and penalties that the states 
impose on foreign corporations? What 
economic purpose is served by penaliz­
ing business transacted by corporations 
When the same business transacted by 
individuals or partnerships would not 
be penalized?
In a word, why should not the federal 
constitution guarantee to corporations 
as well as individuals the privileges and 
immunities of the several states and the 
equal protection of the laws, and par­
ticularly "the right to sue and defend in 
any state? Or else why not broaden and 
clarify the definition of interstate com­
merce? In any of the cases referred 
to in this paper, what economic detri­
ment would have resulted to the state 
involved had the court decided that the 
transaction in question was interstate 
commerce instead of local business?
From a practical standpoint the sit­
uation presented in this last question 
simply means that where the business 
is declared to be interstate commerce 
the foreign corporation has a chance to 
succeed in collecting an honest debt 
from the resident of a state that ques­
tions the right of the foreign corpora­
tion to transact business. Certainly our 
states can find outlets for their energies 
that are more laudable than that of as­
sisting debtors to escape their just 
debts.
Even this phase of a state’s activities 
Was provided against in the federal con­
stitution which prohibits the states 
from passing any law impairing the ob­
ligation of contracts (Article 1, Section
10, Clause 1).
The purpose of this clause has been 
universally recognized as most com­
mendable. Referring to the provision 
a judge of one of the federal courts 
said:
“The wisdom and the sense of jus­
tice of the framers of the constitution 
of the United States are admirably re­
flected in that provision which pro­
hibits any state from passing any law 
impairing the obligations of contracts. 
This restraint upon the states is a per­
manent guaranty in behalf of the humb­
lest citizen as well as the largest cor­
poration.”  (Iowa Telephone Co. v. 
Keokuk, 226 Fed. 82).
The purpose of the provision is com­
mendable enough but unfortunately it 
has little effect in practice, since the 
Supreme Court has ruled that it has no 
application except in the case of con-
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tracts entered into prior to the enact­
ment of the statute. This renders it 
ineffectual to afford relief in most of 
the cases arising under the laws affect­
ing foreign corporations.
Something more effective is required. 
Clearly the “ sense of justice”  of the 
framers of the constitution indicated un­
erringly the objects that should be at­
tained but equally clearly those objects 
are not being attained by the means 
so far provided. Debtors are being 
aided and abetted by the states in evad­
ing the just obligations of their con­
tracts, and innocent citizens of other 
states, placing a false reliance on the 
corporation laws, are held liable in­
dividually for debts they had no part 
whatever in creating.
The problem is insistently demanding 
solution, and when a solution is found 
and applied the cause of justice and 
honesty will be materially advanced, 
and the economic energy now being dis­
sipated in unprofitable and exasperating 
legal hairsplitting will be released for 
the accomplishment of useful purposes.
Addenda.
Since the above paper was prepared 
some additional material has become 
available that furnishes a most interest­
ing commentary on the subject of state 
regulation of interstate commerce. The 
material is of peculiar interest because 
it involved a reversal by the court of 
last resort in Kentucky of a position 
consistently adhered to in a long line 
of decisions regarding the application 
of Section 571 of the Kentucky Stat­
utes.
This section had up to the early part 
of 1927, been effectively employed to 
deprive foreign corporations of the 
right to sue or defend unless the cor­
poration had complied with all require­
ments imposed by the state for the 
qualifying as a foreign corporation. 
This application of Section 571 was at­
tacked by counsel for the foreign cor­
poration in Williams v. Dearborn Truck 
Company (291 S. W. 388). After re­
viewing the points established in its 
former decisions the Court of Appeals 
said:
“ The court has concluded that these 
reasons and the reasons appearing in 
the Hayes opinion, supra, and those to 
be found in the opinion dissenting from 
the Oliver opinion, supra, and the grave 
injustice that has uniformly attended 
the construction and application of sec­
tion 571, to which we have adhered 
since the rendition of the Fruin-Colnon 
opinion, supra, far outweigh the rea­
sons given in that and the opinions fol­
lowing it for the conclusion there 
reached that it was intended by s ection 
571, Kentucky Statutes, to deny any 
corporation doing business in this state 
without having filed the required state­
ment a hearing in court to enforce any
contractual obligation or to recover for 
injury done to its property. We now 
conclude that such was not intended, 
but that the specific penalty provided, 
that is, liability for fine within the 
limits fixed, recoverable in the criminal 
courts, was intended to be the only 
penalty for doing business in the state 
without filing the statement required. 
Therefore Fruin-Colnon Contracting Co. 
v. Chatterson, supra, Oliver Co. v. 
Louisville Realty Co., supra, Bondurant 
v. Dahnke-Walker Milling Co., supra, 
and Hayes v. West Virginia Oil, Gas & 
By-Products Co., supra, and other cases 
following them, are hereby overruled.
“ Under the conclusion reached herein 
it is immaterial and unnecessary to de­
termine whether the sale of the truck 
involved in this action was an interstate 
or intrastate transaction, since as we 
now view the question the action of the 
trial court was proper in either event.”
In a later case, Falls City Machinery 
and Wrecking Co. v. Sobel-Mark Furni­
ture Co. (292 S. W. 814) the court re­
iterated its new position in the follow­
ing language:
“ The record discloses that the di­
rected verdicts in favor of appellee 
were based entirely upon the assumption 
of the court, gathered from many past 
opinions of this court, that a plaintiff 
corporation may not maintain an action 
or have a recovery where it has not 
complied with section 571, Kentucky 
Statutes. We have so held in the case 
of Oliver Co. v. Louisville Realty Co., 
156 Ky. 628, 161 S. W. 570, 51 L. R. A. 
(N. S.) 293; Hayes v. West Virginia Oil 
Co. 183 Ky. 624, 210 S. W. 174; Bon­
durant v. Dahnke-Walker Milling Co., 
175 Ky. 774, 195 S. W. 139; Warren
Oil & Gas Co. v. Gardner, 184 Ky. 415, 
212 S. W. 456.
“ The rule laid down in the Oliver 
Case, supra, and adhered to in many 
subsequent cases, worked such great 
hardships, and afforded dishonest per­
sons such easy means of committing 
fraud, that we have, after due consid­
eration of the question by the whole 
court, decided to change the rule, and 
have so held in the recent case of Wil­
liams v. Dearborn Truck Co., 218 Ky. 
271; 291 S. W. 388. This necessitates 
a reversal of the judgment in this case 
for new trial upon the merits.”
Actually the court found that in one 
of the previous cases the correct view 
of the question involved had been set 
forth in a dissenting opinion rather 
than in the majority opinion. Such a 
frank acknowledgment of error on the 
part of the court required courage of 
the highest order and it is extremely 
gratifying to all champions of justice 
and fair play that the court of last 
resort in one state has had the hardi­
hood to take such a stand. It is to be 
hoped that more will follow and that 
ultimately every state will permit cases
involving foreign corporations to be 
tried “ on the merits.”
AN APPLICATION OF THE 
PRESENT-VALUE THEORY
(Continued from page 139)
But to recapitulate, as Mr. Daines 
does so admirably. As a substitute for 
the indefensible theory of valuation at 
“ cost or market, whichever is lower”  
an accountant might resort to (1) cost
(2) present value (3) both together. 
Present values alone may obscure im­
portant features of operating results, 
or require an elaborate and rather ab­
struse bookkeeping technique. When 
both sets of values are shown in full all 
questions are answered. The future 
must disclose whether the answers are 
important enough to justify the collec­
tion of the information and its assimila­
tion by the business men it is designed 
to inform and aid.
THE ACCOUNTANT'S TASK
(Continued from page 148)
be changed in his business and what the 
thing is that he should do next, and tell 
him how to change his sales policies. 
Let me say, to my way of thinking, the 
man who has charge of how to make a 
profit primarily is the man appointed by 
the Board of Directors, who is quite fre­
quently the general manager, or some­
body of that type. It is up to him to 
discover ways and means to make a profit, 
and it is not up to the accountant. The 
accountant incidental to his duties may 
make some suggestion that is helpful. He 
has not really done something within 
his province. He may have done some­
thing to better the situation. But, still 
it is outside of his province. It is not 
the province of the auditor to tell the 
business man how to formulate sales 
policies; and how to change sales con­
ditions.
I was in Toronto two days ago and 
I was talking to one of the accountants 
there who had a very good job on his 
hands, a consolidation of twenty-two 
companies which had made enormous 
profits before they were consolidated, 
and the first nine months of the consoli­
dation operating exactly the same they 
had made a net loss. The men that  
were responsible for the consolidation 
were very much perturbed over the sit­
uation and called upon this accountant. 
All they asked him to find out was 
whether actually a loss had been made. 
He declared that the loss had been 
made. Incidentally in talking with me 
we discussed the business phase of it 
and he went back to these people and 
he told them the conversation that we 
had had. The next day I was called 
over, and they wanted to talk to me 
concerning some of the ideas which had
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been advanced by the auditor as to how 
they were going to make a profit out of 
this situation. I felt somewhat embar­
rassed. I was talking to a man who 
knew that business from beginning to 
end and knew how to operate a business 
of that character, and he was expecting 
me to tell him something about their 
business. I said I know in such-and- 
such a place they did so-and-so, and in 
such-and-such a place they did so-and- 
so. He said, “ That is a good idea. We 
will put that down.” I said, I heard 
in such-and-such a place they did so- 
and-so, and he said, “That is a good idea, 
we will put that down.”
They were not my ideas. I don’t pre­
tend to know how to make a business 
successful, but I have borrowed and 
gleaned from industries that I have 
been in and things that I have seen 
ideas which I am perfectly willing to 
pass on to my client or my friend’s 
client or somebody’s client if it is go­
ing to do him any good, if it is going 
to help him to turn a losing business 
into a profitable one. But let us not 
forget the real function and the real 
thing we are aiming at. In my estima­
tion the real thing an auditor does is 
to verify figures, and the real thing an 
accountant does is to produce facts in 
regard to a business. Now, it is true 
that he has to know something of the
CALIFORNIA
Tuesday evening, April 17, the Los 
Angeles Chapter of the California State 
Society met in dinner session at the 
Masonic Club, with President Harry W. 
Moore presiding. There were about 
forty-five members and guests present.
R. W. E. Cole, Chairman of the 
Special Nominating Committee, made 
a report for that committee of nominees 
for officers and directors for the suc­
ceeding year. Walter T. Mitchell, 
Chairman of the Special Legislative 
Committee, made a report for that com­
mittee.
The assembly was then favored with 
an inspiring, helpful and instructive ad­
dress by J. H. Tregoe, Past President 
of the National Credit Men’s Associa­
tion, formerly located in New York but 
now instructor in economics in the Uni­
versity of Southern California at Los 
Angeles. The subject chosen by Mr. 
Tregoe was “ The Relation Between the 
Public Accountant and the Credit Man” 
and his forceful presentation, his tre­
mendous fund of information and years 
of experience to draw upon, made pos­
sible a most interesting address which 
was enthusiastically received.
It has been the custom of Mr. Moore,
use that is to be made of the facts and 
how they are to be used and what is to 
be done with them in order to know 
how to prepare them in the proper way.
I will admit we have lots to learn in 
connection with that.
John B. Tanner, C. P. A.
You can say what you like, men. If 
you are satisfied with the accounting 
profession purely as auditors and with 
the degree of success that the profes­
sion has accomplished, all well and 
good. I have been laboring under the 
apprehension and harboring the theory 
that the accounting profession as a 
whole was looking forward to the time 
when the members would stand out as 
business counsel, when the business 
man in the community would look up 
to the accountant as the man who was 
qualified to give him real genuine ad­
vice on his operating problems. That 
is my whole theory. If we don’t care 
to attain that height then my state­
ments fall flat. I am not criticizing the 
profession as is, but I am criticizing the 
mental attitude Which, if maintained, 
will never make the accounting profes­
sion real business counsellors. If we 
hope to elevate the profession to a real 
high point I think we must get a dif­
ferent fundamental slant on the kind of 
service we should try to render.
during his term as President of the Los 
Angeles Chapter, to draft a prominent 
speaker, well posted on his particular 
line, to deliver a special address at the 
regular monthly dinner meetings of the 
Chapter.
CONNECTICUT
The annual meeting of The Connecti­
cut Society of Certified Public Account­
ants was held in New Haven on April
11, 1928.
The following officers were elected for 
the ensuing year: President, Seth Had­
field, Hartford; Vice-President, Henry 
Knust, Hartford; Secretary, Warren M. 
Brown, Hartford; Treasurer, Lewis 
Sagal, New Haven; Auditor, William L. 
Keating, Bridgeport.
During the past year members of the 
Society have displayed some real activ­
ity for the promotion and welfare of the 
profession of the Certified Public Ac­
countant. The Publicity Committee, 
under the chairmanship of Charles F. 
Coates, has recently had published the 
first of a series of informational bul­
letins. These bulletins will be published 
about four times a year and will be on 
subjects chosen for their general in­
terest to the business public.
DISTRICT OF COLUMBIA 
The certified public accountants of the 
District of Columbia received the fol­
lowing communication at the close of the 
first year of weekly luncheons, which 
communication was sent out by the 
Luncheon Committee, J. B. Grice, chair­
man. It contains so many points that 
will be of interest to certified men every­
where that we are printing it in full:
“Our weekly luncheons have been regu­
larly held for a year, and to those who 
have attended frequently no explanation 
is needed as to the purpose and good of 
these meetings. But others, who have 
been receiving the weekly notices, may 
in their own minds be asking, ‘Can 
there be any good thing come out of 
Nazareth.’
“Attending these weekly meetings will 
not give any of us a new client, or any 
other DIRECT increase in income. But 
there is indirect and latent profit; we 
must not expect too much from so little 
invested. When the four hundred dollar 
automobile will take you there and bring 
you back, take the children to school, run 
errands around the house, pull stumps, 
and do many unheard-of things, it is un­
reasonable to expect it also to TALK.
“The primary purpose of these luncheon 
meetings is to promote the fraternity 
feeling and cooperative spirit such as 
should exist to a reasonable extent in any 
profession. A revelation to those who 
have been attending is that there are 
many of the certified public accountants 
living in and around Washington that 
are not even acquainted with the others. 
This is a condition that it is hoped will 
be entirely relieved before another year 
rolls around. Among the benefits found 
to come from these weekly luncheons are: 
“ (1) Exchange of news and views that 
are of mutual interest and value that 
relate, either directly or indirectly, to 
things of moment in the profession, or 
come within the scope of personal ex­
perience and observation.
“ (2) Discussion, in a limited way, oc­
casionally, of technical matter or local 
problems (not weighty or lengthy) re­
sulting in enlightenment and real help­
fulness, of a kind not otherwise within 
our easy reach.
“ (3) Greeting and talking with certified 
public accountants from other cities 
throughout the United States, who fre­
quently are brought as guests or who 
drop in on us casually, and who are al­
ways welcome. Quite a number of na­
tionally known accountants have visited 
at the luncheons during the year.
“ (4) And the development of brotherly 
feeling which surely will spring from co­
mingling and knowing one another. This 
intangible thing is something needed at 
every important turn in our profession, 
we never know when.
“A profession may be properly defined 
as—a calling or vocation in which the
STATE SOCIETY NEWS
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members possess special mental attain­
ments and skill, and adhere to cooperative 
spirit and fraternity in the higher sense. 
Why is an accountant an accountant? 
Why are you an accountant? You will 
not answer ‘To make a living.' We 
venture to answer for you, that it is be­
cause you found that to be the best 
avenue OPEN TO YOU through which 
you thought it possible to make a suc­
cess in life.
“With just special mental attainments 
and skill, and money, success in life is 
not had; we must contribute to coopera­
tion and fraternity. LOVE is said to be 
the greatest word in the language, but 
what can be said of the word COOPERA­
TION, which is all-inclusive, and, indeed, 
embodies love itself! Three hundred 
years ago Lord Francis Bacon laid down 
the precept, ‘I hold every man a debtor 
to his profession.’ This tenet is so force­
ful and just that it has been advanced 
time and again by thinkers since that 
day.
“The vital spark representing the spirit 
of cooperation and fraternity must be 
kept alive. This will not well be done 
unless we fraternize. And cooperation 
implies joint action and encouragement, 
not merely concurrence, concert, and 
agreement. We must be acquainted; 
must know one another. Without these 
luncheons, or something of the kind, 
months and years pass without our even 
seeing one another, or finding any op­
portunity or occasion to talk things over.
“ That benefits accrue to each of us, in an 
intangible way, from these weekly get- 
togethers no one can gainsay, yet the out­
lay in time and money is nil. We would 
eat lunch anyway, and the price paid for 
it here and the time devoted to eating 
it are no more than would be spent at 
any other place, and are regulated by 
each one as suits himself. The occasion 
is most informal.
“The luncheon meetings are of, by, and 
for, all the certified public accountants 
within the District of Columbia. The 
mere fact that the District of Columbia 
Institute of Certified Public Accountants 
started these meetings and sponsors them 
does not at all mean that those who are 
not members of the Institute are not 
welcome. They are, cordially so. All 
certified public accountants whether in 
practice for themselves, in private em­
ployment, or employed by the Govern­
ment, are fraternally invited to at­
tend these gatherings as often as they 
can. There is community of interest 
among us. Of course, it is hardly pos­
sible for any one of us to come every 
week, but each one should attend often as 
is convenient, and occasionally at least.”
MASSACHUSETTS
The Massachusetts Society of Certi­
fied Public Accountants held a meeting
on Monday evening, April 23, at the 
Hotel Bellevue, Boston. Professor R.
G. Walker of the Harvard Business 
School, was the speaker of the evening 
and talked interestingly on the subject 
“ Some Experiments in Accounting Edu­
cation.”
MINNESOTA
The Minnesota Society of Certified 
Public Accountants held their regular 
March meeting on Tuesday, March 27, 
at the St. Paul Athletic Club. Profes­
sor Ostlund of the University of Min­
nesota, who was guest and speaker of 
the evening, discussed the Eastman pro­
posed changes in our calendar and gave 
a history of calendar making. A res­
olution favoring a natural fiscal year for 
businesses was unanimously adopted.
NEW YORK
The Buffalo Chapter of the New York 
State Society of Certified Public Ac­
countants, the first and only Chapter of 
the State Society, holds regular month­
ly meetings except during the summer 
months. Its members, who comprise 
at least 75 per cent of the public ac­
countants of the City of Buffalo, who 
have received the title of C. P. A. from 
the New York State authorities, meet in 
friendly fashion at lunch or around the 
dinner table to forward their acquaint­
ance and to discuss their common prob­
lems. To these meetings their staff as­
sociates are frequently invited. They 
have also conducted meetings to which 
all the public accountants of Western 
New York were invited, attending in 
large numbers, and have met in joint 
session with the Erie County Bar Asso­
ciation and the Buffalo Association of 
Credit Men. Their meetings have on 
special occasions been addressed by Mr. 
Homer S. Pace and by Colonel Robert
H. Montgomery, past presidents of the 
New York State Society of Certified 
Public Accountants, and by Hon. J. G. 
Korner, former chairman of the Board 
of Tax Appeals.
OHIO
The Secretary had the pleasure of 
meeting eighteen of the certified men of 
Columbus at a luncheon held at the Ath­
letic Club Thursday noon, March 29. 
This luncheon was arranged by H. C. 
Miller, President of the local chapter of 
the Ohio State Society of Certified Pub­
lic Accountants.
PENNSYLVANIA
At the annual meeting of the Phil­
adelphia Chapter of the Pennsylvania 
Institute of Certified Public Acountants, 
held on Wednesday, April 18, the fol­
lowing were elected officers for the en­
suing year: Chairman, Robert B. Vol­
lum; Secretary, F. F. Byerly; Treas­
urer, Wm. R. Main; Executive Commit­
tee, J. K. Mathieson, W. C. Butscher 
and Horace P. Griffith.
The Pittsburgh Chapter of the Pennsyl­
vania Institute held its annual meeting 
on Thursday, April 26, at the University 
Club. The meeting which was held at
5.30 p. m. was followed by an informal 
dinner.
Gardner W. Kimball, President of the 
Pennsylvania Institute of Certified Pub­
lic Accountants, was honor guest and 
Paul Joseph Esquerre, C. P. A., of New 
York City, was the speaker. He had 
chosen as his subject, “ Excerpts from 
the diary of the Trojan Aeneas relating 
to his exploration of the domain of 
Pluto and Proserpine; Selected on ac­
count of their importance to Account­
ancy.” Professional entertainers added 
to the enjoyment of the evening.
VIRGINIA
In our last issue w e  published the 
new regulatory law of Virginia. This 
was sponsored by the Virginia Society 
of Public Accountants, Inc., the Legis­
lative Committee of which organization 
had entire charge of getting it through 
the Legislature. The Committee con­
sisted of C. S. Goldston, Chairman, T. 
Coleman Andrews, A. T. Henderson, R.
B. Jordan, A. P. Klavans, A. M. Pullen 
and A. Lee Rawlings.
WISCONSIN
The Wisconsin Society of Certified 
Public Accountants held its regular 
quarterly meeting at the Milwaukee 
Athletic Club, on Monday, March 26, 
19 28. The meeting was devoted to a 
very interesting and instructive discus­
sion and demonstration of the latest 
types of accounting machines.
A special joint dinner meeting of the 
Wisconsin Society with the Associated 
Conferences of Bank Auditors and Con­
trollers was held on the evening of April
17. John R. Wildman, C. P. A., of New 
York City, who was the principal speak­
er, gave a highly instructive talk on 
“ Classification of Accounting Services,”  
stressing especially those points that are 
of interest to bankers.
The Madison accountants have for 
the past six or seven months, been hold­
ing monthly dinner meetings and pro­
grams dealing with current matters af­
fecting accounting have been held im­
mediately after dinner. The meetings 
are open to men not only in public work 
but to those connected with the various 
branches of the State government, those 
in private employ and to students 
majoring in accounting at the Univer­
sity of Wisconsin. The primary idea is 
education— the thought being that the 
more men who are interested in the 
work become acquainted with some of 
the current situations, the better it will 
be for the profession as a whole.
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ANNOUNCEMENTS
Louis C. Linck & Co., Certified Pub­
lic Accountants, announce the removal 
of their offices to suite 803-811 Symes 
Building, Denver, Colorado.
Arthur S. Swenson, C. P. A., and as­
sociates announce the removal of their 
offices to 522 Fifth Avenue, New York 
City.
M. L. Higgins, C. P. A., is now located 
at 418 Roosevelt Building, Los Angeles, 
California.
Louis H. Pilie and Darby Sere, Certi­
fied Public Accountants, announce that 
they have taken over the accounting 
practice of Derbes, Pilie & Lampton, 
which they will continue to operate 
under the firm name of Pilie & Sere, 
Certified Public Accountants, 901 Pere 
Marquette Building, New Orleans, La.
Hubert V. Foy, C. P. A., announces 
the removal of his offices from the 
Tampa Theater Building to rooms 212- 
214 First National Bank Building, 
Tampa, Florida.
Lester Witte & Company, Certified 
Public Accountants, announce the re­
moval of their offices to the State Bank 
Building, 120 S. La Salle Street, Chi­
cago, Illinois.
Philip F. Stein & Company, Certi­
fied Public Accountants, are now located 
at 105 West Adams Street, Chicago, 
Illinois.
Raymond A. Duggan & Company, 
Certified Public Accountants, announce 
the removal of their offices from the 
Straus Building to Suite 605 Standard 
Trust Building, 112 West Adams Street, 
Chicago, Illinois.
Isenberg, Purdy & Company, Certi­
fied Public Accountants, announce the 
removal of their offices to suite 3223 
Barium Tower, Detroit, Michigan.
Scholefield, Wells & Company, Certi­
fied Public Accountants, Salt Lake City, 
announce the opening of a branch of­
fice at 1110 First National Bank Build­
ing, Ogden, Utah. The new office is 
under the management of Mr. Gordon 
M. Baxter.
Douglas Wilson & Company have 
moved their offices to 411-12-13 Strain 
Building, Great Falls, Montana.
N. H. Craig, C. P. A., has formed a 
partnership with Richard A. Grosse and 
opened an office for general accounting 
practice at 302 West Church Street, 
Knoxville, Tennessee.
Apfel & Englander, Certified Public 
Accountants, are now located at 119 
West 57th Street, New York City.
Arthur Osterweil and Leon Oshrin. 
Certified Public Accountants, announce 
the formation of a partnership to con­
tinue the general practice of account­
ancy under the firm name of Osterweil
& Oshrin, 500 Fifth Avenue, New York 
City.
J. Lee Nicholson & Company, Certi­
fied Public Accountants, have moved 
their offices to the Park-Murray Build­
ing, 11 Park Place, New York City.
Ostreicher & Schmuckler, Certified 
Public Accountants, have moved their 
offices to 274 Madison Avenue, New 
York City.
Zabelle & Golinko, Certified Public
Accountants, announce the removal of
their offices to 1776 Broadway, New 
York City.
Having admitted Charles H. Pimlott 
and Gordon McAusland as partners, Ur­
ban F. von Rosen, C. P. A., is now con­
ducting his practice under the name of 
U. F. von Rosen & Company, 858 Hanna 
Building, Cleveland, Ohio.
Rush & McGonigle, Certified Public 
Accountants, are now located at 647-48 
Oliver Building, Pittsburgh, Pa.
G. A. Watson & Company have re­
moved their offices to the Bank of Com­
merce Building, Memphis, Tennessee.
C. R. Phelps, O. H. Maschek and N.
O. Richardson, Certified Public Ac­
countants, announce the partnership of 
Phelps, Maschek & Richardson, Certi­
fied Public Accountants, Adams Build­
ing, Port Arthur, Texas and Goodhue 
Building, Beaumont, Texas.
Benjamin Brown, C. P. A., announces 
the removal of his offices to 217 Broad­
way, New York City.
Haskins & Sells announce the re­
moval of their offices from 30 Broad 
Street to 15 Broad Street, New York 
City.
ARBITRATION
J. Pryse Goodwin, who was Chairman 
of the Accountants’ Committee of the 
American Arbitration Association for the 
1926-1927 period, spoke to 500 New York 
Rotarians at their weekly luncheon held 
at the Waldorf-Astoria on March 8. The
theme of his address was “The Use of 
Arbitration for the Settlement of Com­
mercial Disputes Saves Time, Money, 
Publicity, Credit and Friendship.”
Illustrative of the delay and consequent 
waste in the settlement of business dis­
putes by court procedure, Mr. Goodwin 
mentioned that there are approximately
26,000 cases on the calendar of the Su­
preme Court, New York County, and that 
the court machinery was organized to 
handle approximately only 8,000 cases a 
year. As a result of these conditions, he 
stated that in the settlement of a com­
mercial dispute by lawsuit, it takes an 
average of three years in which to obtain 
a hearing, and another two years if there 
be an appeal. He cited several cases 
settled by arbitration in as many weeks.
To enable our merchants and manu­
facturers to obtain the advantages offered 
by arbitration is the purpose of the 
American Arbitration Association. Mr. 
Goodwin stated that through its efforts, 
more than 300 trade and professional or­
ganizations were now affiliated with that 
Association, and that these organizations 
were informing their members of the ad­
vantages of arbitration in the settlement 
of commercial disputes and were advising 
the introduction of an arbitration clause 
in their business contracts. Mr. Goodwin 
congratulated, on its success, the officers 
of the American Arbitration Association, 
including Honorary President Moses H. 
Grossman, who was a guest at the lunch­
eon. In reference to his own profession, 
Mr. Goodwin mentioned that the service 
as arbitrators had long been a function 
of the public accountants in Europe, and 
that through the efforts of the Account­
ants’ Committee of the American Arbitra­
tion Association there were now many 
public accountants trained in the princi­
ple and practice of arbitration.
He closed by recommending to the Ro­
tarians present that they individually 
adopt the principle and practice of arbi­
tration; also that they carry its message 
to the trade associations with which they 
are affiliated.
WEDDINGS
J. Milton Baker, a member of The 
American Society with an office at Bur­
lington, N. J., announces that he has 
added to his family one in the person 
of Miss Mary Banta of Philadelphia, the 
marriage having taken place on 
April 14.
Mr. and Mrs. Frank Wilbur Main of 
Pittsburgh, announce that their daugh­
ter, Evalyn Frances, was married to 
Harry Oliver Brahm on Wednesday, the 
twenty-fifth of April.  We do not know 
Mr. Brahm but we congratulate him on 
his choice.
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BOOKS RECEIVED FOR OUR 
LIBRARY
Year Book on Commercial Arbitration,
prepared by the American Arbitration 
Association, 342 Madison Avenue, New 
York City, and published by the Ameri­
can branch of Oxford University Press, 
35 West 32nd Street, New York. 1170 
pages, price $7.50. Herein is presented 
for the first time a fairly comprehensive 
account by industries of the practice of 
arbitration in the United States and of 
the status of arbitration laws. The 
methods by which arbitration functions 
in thirty different trade associations con­
nected with various industries are fully 
described, specific decisions being de­
tailed. One hundred and seventy pages 
are devoted to the interest in arbitration 
of chambers of commerce, national, state 
and local. This is followed by an 
analysis of the various State, Federal 
and foreign laws.
Multiplier for Intermediate Yield 
Rates, by Arthur S. Little of St. Louis, 
published by the Financial Publishing 
Company, 9 Newbury Street, Boston. 32 
pages, price $4.00. These tables have 
been prepared for use whenever close 
bidding or competition requires an exact 
bid at an odd basis. With this table, 
yield from investment may be found di­
rectly to one ten-thousandth of a per cent 
and by a further step to one one-hundred 
thousandth of a per cent. Especially 
valuable in determining present values of 
paper carried by bond dealers, insurance 
companies, trustees, etc.
Manual of Accounting and Reporting 
for the Operating Service of the Na­
tional Government, prepared by Henry 
P. Seidemann for the Institute for Gov­
ernment Research and printed by the 
Johns Hopkins Press, Baltimore, Mary­
land. 421 pages, price $5.00. After an 
analysis of the principles of accounting 
procedure, in which the dual functions of 
a system of accounts are discussed, the 
accounting procedure which is recom­
mended for the departmental service is 
presented. Following this, methods are 
given of testing accuracy in the detail 
work and suggestions as to field office 
accounting. Much attention is given to 
machine accounting.
Railway Accounting Procedure, edited 
by E. R. Woodson and published by the 
Railway Accounting Officers Association, 
1116 Woodward Building, Washington,
D. C. 1016 pages, price $3.00. The Rail­
way Accounting Officers Association, or­
ganized in 1888, includes as members the 
accounting officers of every railroad in 
the United States and Canada and some 
foreign lines, having a membership of 
over 1100 railway accountants. This 
volume contains the complete nomencla­
ture used in railway accounting together 
with copy of the various forms covering
both freight and passenger service, fol­
lowing closely at all points the require­
ments of the Interstate Commerce Com­
mission. It contains a very extended 
bibliography.
General Accounting Office, by Darrell
H. Smith for the Institute for Govern­
ment Research and published by the 
Johns Hopkins Press, Baltimore, Mary­
land. 215 pages, price $1.50. The first 
seventy pages are devoted to a history 
of government accounting from the Rev­
olutionary period to the present Budget 
and Accounting Act under which the of­
fice of the Comptroller General was 
established. Fifty pages are devoted to 
an explanation of the activities of the 
General Accounting Office as now prac­
ticed. Thirty pages are given to a rather 
detailed description of its organization 
and in the last fifty pages half a dozen 
appendices are furnished to supplement 
the text proper.
C. P. A. Review, by Clem W. Collins,
B. C. S. and C. P. A., of Collins, Witting 
and Company, Denver, Colo., published 
by John Wiley & Sons, Inc., 440 Fourth 
Avenue, New York City. 490 pages, 
price $5.00. This work contains all the 
questions asked by the American Insti­
tute from June, 1917, through November,
1925, and in addition thereto many sup­
plemental questions and an extended bib­
liography. The questions are arranged 
under the headings of Practical Account­
ing, Federal Taxes, Cost Accounting, 
Actuarial, Auditing, and Law.
Junior Auditing, by Samuel F. Racine,
C. P. A., published by the Western In­
stitute of Accountancy, Commerce and 
Finance, Leary Building, Seattle, Wash­
ington. 236 pages, price $3.00. The sub­
jects of the chapters indicate the scope of 
the work: What is Auditing and What is 
its Object ? Attitude and Procedure, 
Capital and Revenue, How will Your Re­
port Look? Verifying the Profit or Loss, 
Verifying the Cash, Notes Receivable, Ac­
counts Receivable, Investment, Inventory, 
Fixed Assets, Liabilities, Proprietorship, 
Errors and Corrections. Thirty pages 
at the close are devoted to questions.
NOTES
The American Mining Congress has 
recently issued the first of two mono­
graphs by Dr. Henry Mace Payne, Con­
sulting Engineer, on “ Natural Re­
sources and National Problems.” An 
extremely valuable bibliography follows 
each of the nine chapters.
The Bureau of Business Research, 
College of Commerce and Administra­
tion, Ohio State University, has issued 
six monographs, fifty cents each, cov­
ering the proceedings of Management 
Week, held in October, 1927. The sub­
jects covered in each are: Credit, Prices
and Prosperity; Management of En­
gineering Developments and Research; 
Psychological Factors in the Develop­
ment of Genius: How Management Can 
Profit by Analyzing and Pooling Labor 
Turnover Experiences; What is Man­
agement Engineering; Cost Reports for 
Plant Managers.
Persons interested in the taxation of 
business in Great Britain will find that 
Trade Promotion Series No. 60, recently 
issued by the Department of Commerce 
on the Taxation of Business in Great 
Britain, prepared by Mitchell B. Carroll, 
Chief, Section of Taxes and Corpor­
ations, Division of Commercial Laws, 
contains the latest information on that 
subject. It is a monograph of 122 pages 
and may be obtained on application to 
the Superintendent of Documents, U. S. 
Printing Office, and the remittance of 
twenty cents, to cover the cost of same.
Charles H. Hubbell, one of our Cleve­
land members, has announced his can­
didacy for State Auditor of Ohio, sub­
ject to the democratic primaries in 
August. Mr. Hubbell, who is an attor­
ney as well as a certified public account­
ant, was a former mayoralty candidate 
and was a runner-up for lieutenant gov­
ernor in the 1922 primaries.
Alexander & Hoag, of Seattle, Washing­
ton, prepared a little booklet on the causes 
of failure of business concerns which 
they distributed to their clients. It is an 
analysis of the survey of American busi­
ness made by the U. S. Government 
through the Federal Trade Commission 
and from a survey made by the Bureau of 
Business Standards of the Shaw publica­
tions. The data provided by these sur­
veys was analyzed with the idea that it 
could be utilized particularly in the con­
duct of various types of business.
Walter L. Morgan, of the firm of Mor­
gan and Company, Accountants and Audi­
tors, Philadelphia, spoke to the under­
graduates of Ursinus College at College­
ville, Pa., on Wednesday evening March  
21, on the possibilities which are open to  
college graduates in the accounting pro­
fession. He referred to the fact that in 
his class at Princeton he was the only 
one out of 385 graduates who entered the 
accounting profession and indicated that 
today a much larger percentage of young 
men were going into the profession than 
formerly.
John R. Wildman, C. P. A., New York, 
recently addressed the student body of 
the School of Accounting, Commerce and 
Finance of St. John’s College, on the sub­
ject of “ Duties of a Junior Accountant.”
The Society of Industrial Engineers, 
608 South Dearborn Street, Chicago, re­
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cently issued a bibliography of factory 
cost accounting and production engineer­
ing prepared by Paul M. Atkins, Vice 
President in Charge of Research of the 
Chicago Chapter, which can be purchased 
from the Society by non-members at $1.00 
per copy. It is printed in loose-leaf form, 
96 pages, and bound with a removable 
cover. The general bibliography contains 
a list of books arranged alphabetically 
by author, accompanied by the name of 
the publisher and the city in which lo­
cated. The analytical bibliography pro­
vides 28 classifications of topics pertain­
ing to factory cost accounting, giving 
specific references to chapter or page in 
the books where these various topics are 
discussed.
The Hammermill Paper Company of 
Erie, Pennsylvania, is issuing a series 
of reports in the form of a Survey of 
Business Practice based upon studies by 
the research staff of the Business Train­
ing Corporation. So far three reports 
have been printed: Safeguarding Mana­
gerial Time, Getting Things Done, Cut­
ting Down Overhead. It is expected that 
there will be five more reports covering 
the subjects: Saved Pennies That Pay 
Dividends, Facts That Build Sales, 
Quicker Collections With Less Grief, 
Establishing Correct Practice, Rebuilding 
the Silent Organization.
This is proving to be an extremely in­
teresting series and members interested 
in any or all of the subjects covered are 
invited to send a request to the Hammer­
mill Paper Company that they may be 
placed on the mailing list.
SOME ASPECTS ON INSTALL­
MENT FINANCING
(Continued from page 136)
(c) Losses resulting from collision
damage.
(d) Confiscation by federal and state
authorities.
(e) Reserves withheld, etc., etc.
The principal factor in an argreement 
of this kind may be said to place upon 
the dealer the obligation to accept de­
livery of repossessions made by the 
finance company resulting from the pur­
chaser’s failure to meet his installments 
and thereupon to reimburse the finance 
company for the unpaid balance. Under 
this plan, the finance company is called 
upon to repossess the car and to deliver 
it to the dealer and in the event of a 
material collision damage, the agreement 
usually obligates the finance company to 
make due allowance therefor to the 
dealer.
Legal opinions rendered by the highest 
authorities agree that under the Repur­
chase Agreement plan, it is unnecessary 
for the dealer’s balance sheet to show any 
contingent liability and this principle ap­
pears to be fully accepted by the banks.
It is not my object to attempt to dis­
cuss the relative merits of the above 
methods of installment financing. I might 
mention that at the inception of the busi­
ness, the prevailing custom was to secure 
the endorsement of the dealer upon all 
paper financed, but this practice is becom­
ing more and more uncommon and has, 
to a large extent, been replaced by either 
the repurchase or the without recourse 
plans.
At a very recent dinner which was at­
tended by the leading industrialists of the 
country, a noted economist, who together 
with a large force of statisticians has de­
voted well over a year to the study of in­
stallment financing in all its phases, ex­
pressed his conclusions as to the sound­
ness of installment financing and at the 
same time unequivocally endorsed the 
principle of the Repurchase Agreement 
Plan as distinguished from the Without 
Recourse Plan.
It will readily be appreciated that the 
automobile is a commodity which depreci­
ates through use and it is accordingly 
necessary to formulate certain distinctly 
restrictive rules in its financing, such as:
(1) That a sufficient down payment 
must be made by the purchaser to make 
his equity so substantial that per se he 
will have a financial incentive to pay his 
installments and thus liquidate his obli­
gation.
(2) That the period of a contract be 
not over-extended and the installments be 
large enough to the end that the unpaid 
balance is being reduced quicker than the 
current depreciation.
(3) That the purchaser is financially 
able to meet the obligation he is desirous 
of incurring, and, judging from past ex­
perience, is likely to remain so.
(4) That the purchaser is a good moral 
risk, gainfully occupied in a legally con­
ducted business, is industrious and has a 
reputation for honest dealings, that he 
is not a floater nor engaged in a hazard­
ous occupation.
(5) That the car is one that is being 
currently manufactured and has a ready 
market upon resale as a used car.
(6) That used cars be not sold to pur­
chasers at excessive prices, and further­
more, that they be sold without misrepre­
sentation as to the condition of the car. 
In this connection it will hardly be sur­
prising to note that the purchasers of 
used cars are notorious complainants on 
the score that they have not had value 
received. This question largely rests up­
on the practice of individual dealers who 
in some cases recondition the cars thor­
oughly and sell them at reasonable prices 
and in other cases are not quite so con­
siderate of the purchaser.
(7) That fire and theft insurance be 
placed on the car for protection of the 
finance company and the purchaser.
The dealings of finance companies with 
dealers are frequently covered by blanket
agreement between the factory and the 
finance company, the factory using its 
efforts towards having its dealers do 
business with a particular finance com­
pany. It is natural under these condi­
tions for the manufacturer to require a 
nation-wide service and this has neces­
sitated the opening of numerous branches 
throughout the country by the larger 
finance companies in more recent years. 
It was found that greatly improved serv­
ice could be given to the dealer through 
local representation both as to credits 
and collections.
One of the desirable phases of operat­
ing on a national basis is the fact that a 
greater spread of risk is to be had, com­
parable to that of insurance companies. 
We all know the tremendous boom that 
existed in Florida in 1924 and 1925, and 
we are well aware of the unfortunate 
violent recession that so suddenly fol­
lowed it. Obviously, during a boom 
period in any section of the country, 
automobiles, trucks, and all other com­
modities are being purchased to a phe­
nominal extent, a large proportion of 
them on the partial payment plan. Losses 
are bound to result and operating ex­
penses mount high when the bubble of 
prosperity breaks, and the advantages of 
nation - wide operation then become ap­
parent. Losses incurred in a certain sec­
tion of the country can be offset and ab­
sorbed by the earnings from the balance 
of the country.
It is an undoubted fact that the finance 
companies have learned a great deal in 
connection with this unfortunate experi­
ence in Florida. When the boom was on, 
men, who were known to be earning 
$10,000 a year and more, and who could, 
through the other credit tests, qualify 
as desirable risks, found their earning 
powers reduced over night, due to the 
sudden drop in business activities, and 
their real estate holdings became almost 
a liability instead of an asset. Under 
these conditions, many of them found it 
impossible to meet their obligations.
Let us now come to some of the phases 
dealing with the accounting problems in­
volved in installment financing.
The principal asset appearing on the 
balance sheet of the finance company is, 
of course, the item of notes receivable. 
These are its “stock in trade” and pre­
sent a detailed accounting with each pur­
chaser. The accounts are usually kept 
on cards which contain a wealth of in­
formation, such as:
1. File number.
2. Purchaser’s name and address.
3. Dealer’s name and address.
4. Date of contract.
5. Total selling price of car.
6. Amount of the note.
7. Number of monthly installments.
8. Amount of each installment.
9. Day of month upon which install­
ment is payable.
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10. The plan under which it is sold.
11. The make of car.
12. Serial number.
13. The motor number.
14. The year and model.
15. The accounting control in which it
is contained.
16. The grade of credit risk.
17. The insurance certificate issued
thereon.
18. The amount of insurance.
19. The service and finance charges.
20. The reserve withheld from the
dealer.
One must stop and consider for a mo­
ment the vast amount of accounting de­
tail that is necessary to keep track of the 
status of each purchaser account when 
it is realized that a 12-months’ transac­
tion necessitates at least 13 entries, plus 
occasional entries for returned remit­
tances, etc. It must be understood in this 
connection that the volume of obligations 
purchased during a year by certain 
finance companies approximates $200,­
000,000.
Naturally, accuracy and speed are es­
sential factors in maintaining the ac­
counts and intensive studies have been 
made of labor-saving devices which will 
turn out the work with the maximum 
speed and efficiency. In the larger or­
ganizations which, as I have previously 
explained, are usually operated on a de­
centralized basis, the number of accounts 
are, of course, split up among the various 
branches.
To aid in the application of remittances 
to the proper accounts which are not 
readily identifiable, cards are kept on 
rotaries and these rotaries are being con­
stantly referred to and serve a most use­
ful purpose during the entire life of the 
contract.
At the time each transaction is pur­
chased, a card is made showing the serial 
number, and this is immediately for­
warded to the Auto Financing Credit 
Men’s Association for the purpose of 
checking against duplication of financing. 
In other words, it naturally behooves the 
finance companies to protect themselves 
against the possibility of the same car 
being financed through different finance 
companies.
Very comprehensive records are kept 
setting forth the finance company’s ex­
perience in its dealings with the indi­
vidual dealer in the minutest detail, such 
as:
(a) Number of transactions purchased,
new and used.




(e) Losses incurred, etc., etc.
One of the very important functions is 
the preparation of itemized lists of past 
due accounts, at frequent intervals, to aid 
in the collection effort. Likewise, lists
have to be prepared showing the cars that 
have been repossessed, which have not 
been disposed of either to the dealer or 
outside purchaser. In the case of repos­
sessed cars, all losses sustained must be 
charged off and properly analyzed for 
statistical purposes.
The purchasers must be notified each 
month of the due date and amount of 
their next installment. It is only natural 
that all accounts are not paid on date of 
maturity and accordingly other notices 
reminding the debtor regarding his ob­
ligation also have to be mailed at inter­
vals of a few days.
The evidence of the obligation of the 
purchaser is his signed note and signed 
conditional sales contract (in certain 
states chattel mortgages are the legal 
equivalent) and it therefore behooves the 
finance companies to safeguard in every 
way these notes and contracts until such 
time as they have been paid out, where­
upon they are returned through the 
dealer, to the maker. It will be under­
stood that many finance companies pledge 
their notes receivable with banks in 
which case the latter become the cus­
todians of the collateral.
Arrangements are made with insurance 
companies to have insurance coverage 
effective immediately upon acceptance of 
the paper, and this necessitates the keep­
ing of records with which to check the 
bordereaux received from the insurance 
company monthly. In the larger finance 
companies, an insurance department 
usually attends to the many matters aris­
ing in respect of claims as well as can­
cellations, etc., and in this department 
it is necessary to have highly trained in­
surance men.
Probably two of the most important 
items appearing on the balance sheet of 
finance companies are deferred income 
and reserves for credit losses. When a 
sale is made by a mercantile company, 
the gross profit is quite rightly taken 
into income, but the finance company is 
governed by the same general rules that 
apply to all installment business. The 
major principle which must govern is 
that at any stated period there is a suf­
ficient deferring of income with which to 
pay future interest and operating ex­
penses so as to completely liquidate the 
asset of notes receivable outstanding as 
of that date, and furthermore, to defer 
an equitable proportion of profit during 
the collection period. It is in the treat­
ment of this account that certain con­
servative principles are most necessary. 
While there is no hard and fast rule 
among finance companies with respect to 
the spread of deferred income, the theory 
of spreading income over the life of the 
paper on the basis of the reduced out­
standings would appear to have the sanc­
tion of authority and unquestionably has 
stood the test of experience. I do not
propose to go into the details regarding 
the manner in which the computation 
for the monthly spread of income is ar­
rived at inasmuch as this has been cov­
ered in an excellent article appearing in 
the Journal of Accountancy dated July,
1927.
I believe that it is undoubtedly good 
accounting to deduct from the total dif­
ferential (representing the excess of the 
face of note over the amount paid there­
for) all insurance premiums payable and 
reserves to be created for future credit 
losses, and, in my opinion, it is equally 
good accounting to also deduct the acqui­
sition cost or selling expense, incurred; 
hence, upon this theory, it is only after 
these deductions that the spread of de­
ferred income is made taking up the pro­
portion thereof for the current month 
and each subsequent month.
Perhaps the point has occurred to you 
that, on the basis outlined, the deferring 
of income is made on what may be termed 
the ideal basis, namely, on the assump­
tion that all collections will be made in 
the month of maturity. In actual prac­
tice, of course, it will be understood that 
this ideal condition does not exist, but 
the point to realize is that it is neces­
sary to immediately allocate the monthly 
gross income to the future months and 
that it would be impracticable to defer 
the allocation upon the basis of actual 
collection experience.
Coming now to the question of reserves, 
the same general remarks apply to this 
item as have been made with respect to 
deferred income. It is essential that a 
sufficient reservation be made out of in­
come, specifically ear-marked, which will 
enable the outstanding notes receivable 
as of any date to be liquidated in the 
future without in any way attacking net 
income. Experience is the great teacher 
as to what is needed to protect the out­
standing receivables and you may well 
understand that the executives of well 
managed finance companies are most 
watchful at all times as to the condition 
of their reserve accounts.
As I have just explained, it is consid­
ered to be the best practice to immedi­
ately set aside out of gross income an 
amount for reserves which reasonably 
assures the liquidation of the receivables 
created. There is no escaping the fact 
that finance charges include a sum equiv­
alent to the proportion of losses that 
are entailed in the ordinary course of 
business due to delinquency of purchas­
ers. The finance business is highly com­
petitive and therefore it strictly behooves 
the individual finance companies to keep 
their loss ratio down to the very mini­
mum so that in turn the finance charge 
may be as low as possible. A wealth of 
statistical data is kept relating to losses 
charged off and it is readily determinable 
whether they are exceeding the reserves
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provided, in which event the company is 
immediately aware that its profits are 
being dissipated by excess losses and pro­
ceeds to take the necessary corrective 
measures.
Fortunately, losses do not arise without 
giving full warning of their approach. 
The warnings come through the past due 
figures and the percentage which they 
bear to the total outstandings and also 
the number of unliquidated repossessions 
with similar percentages. These are the 
danger signals, and it is over these that 
the executives naturally keep a most 
watchful eye. You will readily under­
stand that operating in a national way 
certain territories will present an un­
favorable picture at certain times. For 
instance, in a coal mining region where 
there is a strike on, collections are bound 
to be slow and the past dues will ac­
cordingly mount up. Having a picture 
as to each territory, however, provides 
the executives with the means to cope 
with the unfavorable situations that arise 
and forestall abnormal losses.
For convenience, it is preferable to 
classify reserves to the varied losses which 
occur. They may be appropriately 
grouped together and thus provide the 
executives with extremely valuable sta­
tistical information.
Before leaving the question of reserves,
I would like to call attention to practices 
which may tend to confuse rather than to 
clarify the balance sheets of finance com­
panies. I have in mind the combining of 
impure reserves with true reserves. As 
an illustration of what I mean, I will re­
fer to the prevailing practice of creating 
a reserve for dealers which is payable at 
intervals during the year. These hold­
backs will probably be found under some 
such caption as “Dealers’ Reserves,” but 
in my opinion they are nothing more nor 
less than a current liability under which 
caption they should appear on the balance 
sheet. While there is a reservation be­
tween the finance company and the indi­
vidual dealer, and in effect this hold-back 
is a security to the finance company for 
the performance of the dealer’s obliga­
tions, it will at once be seen that this 
type of reserve does not meet all of the 
accepted requirements of reserves, 
namely, what I would term mutuality. In 
other words, a true reserve must be able 
to contribute towards the deficiency of 
any account, whereas this type of reserve 
is composed of individual items which 
can not be merged together to provide for 
general losses.
In the development of finance com­
panies, it has become more and more im­
perative that numerous analyses be made 
which will provide a wide range of sta­
tistical information to enable the execu­
tives to have before them a composite 
picture, preferably comparative, dealing 
with such phases of the business as losses,
divided by territories and classified as to 
their nature, also repossessions, classifica­
tion of paper financed by makes of cars, 
by territories, and a wealth of other in­
formation.
The closest supervision is maintained 
over the monthly expenses and the per­
centage they bear to the outstandings. 
With the average being known, it is pos­
sible to very approximately compute the 
theoretical profit by setting up a standard 
of expense to outstandings, the interest 
rate being easily determinable. This 
theoretical profit can then be compared 
with the actual figures and the variations 
carefully inquired  into.
STATE BOARD NEWS
Charles F. Rittenhouse of Boston, 
has recently been appointed by Gover­
nor Fuller to serve as a member of the 
Massachusetts Board of Registration of 
Certified Public Accountants for a term 
of five years.
Classified Advertisements
A  M EM BER of The American Society of 
C. P. A ’s, New York City, would pur­
chase clientele of retiring accountant or 
individual audits. —  Box No. 189, THE  
C E R TIFIE D  PUBLIC ACCOUNTANT.
The outstanding feature of the
Prentice-Hall Federal Tax Service 
is its
Cu m u l a t iv e
 1928
arrangement
THUS, in one set of binders (the current 1928 Service pictured above), are contained the complete Federal Income Tax Laws of 1918, 1921, 1924, and
1926. The Regulations under each act are given in full and all rulings and 
decisions are also shown directly under the Act or Acts affected by each.
This exclusive feature saves a great deal of time and effort for the ac­
countant who has a problem on a return filed under a previous year’s law. 
The Prentice-Hall Cumulative system makes it. unnecessary for the user to 
refer to past years’ binders.
An interesting booklet explaining this unique Service is avail­
able at no cost or obligation.
PRENTICE-HALL, Inc.
70 FIFTH AVENUE. NEW YORK, N. Y.
JUST M AIL THE COUPON BELOW
Prentice-Hall, Inc.
70 Fifth Avenue, New York, N. Y.
You may send me the booklet describing your Cumulative Federal Tax  









—an accepted daily guide for 
the accountant; a complete 
source book for the student. 
Organized for ready use.
in a Single 
Handy Volume
Makes J answers to 
accounting questions as 
accessible as the defini­
tions in a dictionary.
Accountants’ 
Handbook
ACCOUNTANTS everywhere, whatever their 
training and experience, know and use the 
A c c o u n t a n t s ’ H a n d b o o k . More than 60,000 cop­
ies are in daily use. In public accounting offices, 
in the accounting departments of private con­
cerns, on the desks of financial officers in large 
and small organizations— wherever accounting 
questions come up in the day’s work— there you 
will find this volume regarded as indispensable.
Ask Any Accountant About It
No other single volume to approach this in all 
around use and value to accountants has ever been 
offered. Hardly a question of policy or detail can 
arise in the ordinary course of your work which 
the authors have not foreseen and for which they 
have not provided in its 1596 pages.
The volume is designed to supplement, not 
replace, the other works in your library. It is a 
book to which you can turn for basic information 
in working out a practical solution where consul­
tation of more extended treatises is not conven­
ient or possible. Included as part of your work­
ing equipment, it prepares you to meet with con­
fidence matters with which you are even only 
generally familiar.
Assembles an Amazing Fund of Working 
Information
Concentrated in the 32 sections of this Hand­
book is essential information you would other­
wise have to seek out in scores of specialized 
sources. The information is given in the form of 
incisive, definite statements of policy and meth­
ods, with a minimum of theory. Without sacrific­
ing clarity, the editors have boiled down whole 
paragraphs into brief, pithy statements. Tables,
rules, formulas, and definitions abound. 300 
charts and forms offer valuable and easily under­
stood guides to actual practice.
The 32 Sections Include
Accounting Principles; Audits and Working Papers; 
Business Law; Consolidations and Consolidated State­
ments; Corporate Organization; Corporation Accounting; 
Cost Accounting.
Commercial Credit and Collection Procedure; Bank 
Methods and Bank Credit; Depreciation; Fiduciary Ac­
counts; Foreign Exchange.
Financial Statements; Audits and Working Papers; 
Preparation of Reports; Financial Practice; Goodwill 
Values; Making Installations; Procedure in Bankruptcy, 
Insolvency, Receivership.
Inventories; Management Policies; Mathematics (with 
Tables); Handling Net Income and Surplus; Office Practice 
and Appliances; Public Utilities; Use of Statistics and 
Graphics; Valuation.
Sent You for Examination. No accountant or accounting 
department will be without this reference manual once 
the book has been seen and examined. Fill out and mail 
the order form below and we will send a copy postpaid. 
Use it in your work for a full five days, if you wish. 
Within that time after its receipt, you can send us the 
price or return the book as you decide.
  Use This Order F o r m  
THE RONALD PRESS COMPANY 
15 East 26th St., New York, N. Y.
Send me postpaid a copy of the Accountants’ 
Handbook. Within five days after its receipt, I 
will either send you $7.50 in full payment or re­








Orders from outside continental U. S. and Canada must be 
accompanied by cash plus 25 cents to cover shipping.
THE CERTIFIED
PUBLIC ACCOUNTANT
OFFICIAL ORGAN OF THE AMERICAN SOCIETY OF CERTIFIED PUBLIC ACCOUNTANTS




A RESOLUTION recommending that the Indus­tries Accounting Bureau investigate methods 
of helping accountants in the industry to translate 
into non-technical language the information presented 
in statements and reports was adopted by the central 
district of the Cost Council of the International Asso­
ciation of Ice Cream Manufacturers at its recent
meeting in Chicago.
There is great significance in this suggestion. Man­
agement is realizing the service which accountants 
can render to it, but management is still failing to 
find itself on a common language-plane with the ac­
countants.
If I were to say that this is the fault of the account­
ant, there would be many who would take exception 
to my statement, but I may safely say that the bur­
den of correcting the situation must be upon the ac­
countant because if he is to impress himself upon 
management and increase the importance of his work 
he must interpret his statements for management. 
Management will not interpret them for itself.
The service which the accountant can and should 
render to the executive is a topic which is being dis­
cussed at almost every industrial convention. This 
discussion is not introduced entirely by accountants. 
Executives themselves are alive to the value of ac­
countancy as a means in the solution of their prob­
lems.
But the discussion seldom becomes sufficiently con­
crete to be of real value. Everyone agrees— espec­
ially the accountants— that the work of the account­
ants is not recognized as much as it should be, and
that the accountant’s work should be of great service 
to management.
The executives want figures. C. W. Patterson, 
President of Austin, Nicholls & Co., the largest whole­
sale grocery house in the world, has said that “the 
language of business is figures.” Figures are the 
stock in trade of the accountant. They are his lan­
guage, but he and the executive seem to speak differ­
ent dialects.
Again the trouble seems to be largely with the ac­
countant and this is perhaps more true of the public 
accountant than it is of the accountant in private 
practice, because the latter is constantly in more or 
less close contact with the executive and is made to 
realize more directly the executive’s needs.
The accountant must find a way of presenting the 
results of his work in what the resolution of the Cost 
Council calls “non-technical language,” but he must 
go further than that. The relationships which fig­
ures indicate seem so obvious to him that he does not 
realize the necessity for specifically pointing out these 
relationships for management. In his work he col­
lects and classifies and arranges and presents all the 
necessary figures, but he does not interpret them. 
Since management will not do this for itself the pub­
lic accountant must if he is to meet the demands 
upon him, nor is there any reason why he should not. 
Public accountancy has always feared the appearance 
of seeming to forecast, but interpretation of financial 
history and analysis of trends up to a date not in the 
future do not constitute forecasting.
This interpretation of financial history and analy­
sis of trends constitutes the largest service which 
management seeks from the accountant. Until the 
accountant realizes this fact and accepts the burden 
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BOARD OF DIRECTORS MEETING
THE spring meeting of the Board of Directors was held at the office of the Society on May 7, 1928. 
The minutes of the last meeting were approved. The 
Secretary reported that the Directory of Members 
as of May 1, 1928, contained 2613 names, an increase 
of 98 over the Directory as of the same date a year 
previous.
The Board authorized the appointment of a Com­
mittee on Calendar Simplification.
The Chairman of the Committee on Natural Busi­
ness Year reported that the United States Chamber 
of Commerce had before it for consideration at the 
meeting that week a resolution endorsing the prin­
ciple.
The Board authorized the appoinment of a Com­
mittee on Classification of Accountants’ Services, in 
response to the request of the American Association 
of University Instructors in Accounting, made at 
their last annual meeting.
The Board officially endorsed the Simplified Stand­
ard Invoice suggested by the United States Depart­
ment of Commerce, on the authorization given to it 
by the annual meeting at Pittsburgh.
The President announced the appointment of Dean 
Madden as the representative member of The Ameri­
can Society on the Executive Committee of the pro­
posed International Accountants Congress. He also 
announced, as a matter of record, the appointment of 
the Committee of twenty-one on the International 
Accountants Congress which had been appointed last 
December. A communication was presented from 
Colonel Robert H. Montgomery, Chairman of the Ex­
ecutive Committee, with reference to the proposed 
International Congress and the Board directed its 
representatives to cooperate to the fullest possible 
extent for the purpose of assuring a successful 
Congress.
The President announced the appointment of James 
A. Councilor as National Councillor of The American 
Society to the United States Chamber of Commerce.
Much time was spent in discussion of details with 
regard to the annual meeting of the Society to be 
held in New Orleans, October 9, 10, 11, and 12, and 
a suggested outline was prepared for the use of the 
Committee on Annual Convention of the Society and 
the Local Committee of the Louisiana State Society.
The Secretary was directed to issue two Directories 
next year as an experiment, one to be printed in the 
fall and the other in the spring, as at present.
June,
Five State societies had made formal application 
to be considered in connection with the State Awards, 
as outlined in the December issue of THE CERTI­
FIED PUBLIC ACCOUNTANT. The states were 
Wyoming, Texas, Virginia, Florida and Ohio. The 
President announced the appointment of Messrs.. 
George Wilkinson, of Philadelphia, S. D. Leidesdorf, 
of New York, and C. F. Rittenhouse, of Boston, as a 
Committee on State Society Awards.
The subjects of state organizations, legislation, reci­
procity and publicity were discussed without formal 
action being taken.
The relationships which have been established with 
the American Arbitration Association through the 
Society’s Committee on Arbitration have been pro­
ductive of an increased interest on the part of account­
ants in this subject which is of particular value to 
them. The Committee, through its Chairman, Homer 
A. Dunn, announced that a contribution had been 
made to The American Society of $500 to be used 
by the Society in furthering the cause of arbitration. 
In accepting this the Board expressed to the Com­
mittee, through Mr. Dunn, its appreciation of what 
had been accomplished through its efforts. The Board 
authorized a subscription to the Research and Pub­
lications Fund of the American Arbitration Associa­
tion of $500 for the furtherance of its program. In 
acknowledging the receipt of this subscription the 
President of The American Arbitration Association, 
Lucius R. Eastman, wrote as follows:
“Replying to your letter of May 14th, it was most 
delightful news to our Directors that we are to have 
another evidence of the practical cooperation of The 
American Society of Certified Public Accountants in 
the contribution of $500.00 toward our Research and 
Publications Fund.
“Arbitration is already heavily in debt to The 
American Society for valuable aid in counsel, pub­
licity, memberships and practical suggestions for the 
extension of the use of arbitration; and we now add 
to that indebtedness your assistance in our research 
work.
“On behalf of our Directors I have the privilege of 
expressing their thanks and of congratulating the 
cause of arbitration upon so staunch a friend as your 
Society proves to be.”
The Board unanimously approved a statement as 
to the policy of The American Society with regard to 
preparing examination questions for State Boards.
The Board devoted twelve hours to the work of the 
Society and adjourned at 11.00 p. m.
Through the three following days the individual 
members of the Board, all of whom had been appointed 
as delegates representing the Society at the annual 
meeting of the United States Chamber of Commerce, 
attended the sessions where programs were presented 
in which accountants were especially interested.
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Accountants’ Certificates
" T H E accountant’s certificate,”
  said a representative of one 
  of the leading investment 
houses in New York City, recently, “ is 
the most forceful selling point in a circu­
lar offering securities to the public.” The 
words used are not verbatim. They are 
quoted, however, in substance. The 
thought they express is the point of im­
portance. The significance which they 
carry is the thing that gives them vi­
tality for accountants.
If the statement is true, and there is 
no reason to doubt it, certified public ac­
countants have a responsibility to the 
public of large proportion. Securities 
are bought not only by banks, trust 
companies, institutions, and business con­
cerns, but by widows, estates, small in­
vestors, and investment trusts which, in 
turn, are patronized extensively by per­
sons of small means. With this array 
of critical talent considering the respon­
sibility of the accountant, there is every 
reason why the accountant should con­
sider carefully the nature of his under­
takings, character and extent of his work 
on each, the kind of certificate which he 
will give, and what is his responsibility 
in connection with the service rendered.
Not all certificates are given in connec­
tion with financial statements used in of­
fering sheets. It is safe to assert that 
90 per cent of the statements certified 
by public accountants are not what are 
called balance-sheet audits. Statistics, 
compiled from carefully classified data 
relating to about 15,000 engagements, 
show that only about one-third of all 
engagements executed by one large firm 
of certified public accountants can be re­
garded as audits in the true meaning of 
the term. The remaining two-thirds 
cover a variety of work, classifiable into 
at least twelve additional categories.
Certificates, as an integral part of ac­
countancy practice, may not be discussed 
intelligently, it seems to me, until some 
consideration is given first to the classi­
fication of services which are performed 
by certified public accountants; at least 
the types of service which represent the 
more fundamental classes. This seems 
rational, inasmuch as differences in the 
character and extent of work performed, 
and in the degree of responsibility which 
the accountant must assume, naturally 
indicate that there will be differences in 
the certificates to be given.
Verification, with various gradations 
and applications thereof, is the basis of 
classification for the types of service most 
frequently rendered. The maximum 
amount and extent of verification is 
found, in what may be called the first 
type, and is applied to balances in ac-
By JOHN R. WILDMAN, C. P. A. 
New York City.
(An address before the North Carolina 
Association of Certified Public Account­
ants, at the University of North Carolina, 
Chapel Hill, May 11, 1928.)
counts representing assets, liabilities, re­
serves, capital, and surplus, as of a given 
date; to accounts representing income, 
expense, profit and loss for some period 
ended on the given date; and to the cash 
transactions resulting in the balance of 
cash on the same date.
The first abridgment of verification 
comes in the second type, when the as­
sets, liabilities, reserves, capital, and sur­
plus, as of a given date are verified, but 
the income, expense, and profit and loss 
accounts are reviewed analytically in­
stead of being verified, and there is no 
direct verification of the cash transac­
tions.
In the third type, verification is limited 
to the stated assets, liabilities, reserves, 
capital, and surplus, as of a given date, 
without review of the income, expense, 
and profit and loss accounts except such 
as may be necessary in connection with 
the verification of balances in accounts 
representing assets and liabilities at the 
given date.
In the fourth type, the figures as shown 
by the books are accepted as being cor­
rect, and verification is applied only to 
conclusions drawn from data shown by 
the records.
The three typical classes which may be 
established on the basis of the foregoing 
procedure are audits, examinations, and 
investigations. Audits may be classified 
further into general audits and cash 
audits. Examinations may be divided 
into general examinations and examina­
tions of financial condition. Investiga­
tions are so highly specialized as not to 
be susceptible of further classification.
A general audit comprehends verifica­
tion of the financial condition as of a 
given date, of the operating results for 
a period ending on that date, and of the 
cash transactions for the same period. 
This type of service implies sufficient 
verification to detect fraud of any char­
acter. The accountant who certifies to 
statements resulting from a general audit 
must expect to answer to interested 
parties, in the event that he fails to de­
tect existing irregularities, or fraud.
A cash audit is understood to cover 
verification not only of a balance at the 
end of a given period, but all receipts and 
disbursements which should have been 
accounted for during some agreed period 
terminating on the date of the cash bal­
ance. Obviously, an accountant who ren­
ders a certificate following a cash audit, 
may not be charged with responsibility 
for irregularities involving accounts other 
than cash.
A general examination constitutes veri­
fication of the financial condition as of a 
given date, and an analytical review of 
the operating results, frequently for a 
period of three to five years preceding the 
given date. A certificate on a general 
examination does not bind the account­
ant to responsibility for irregularities 
concealed in the operating transaction, 
or by manipulation of the records.
An examination of financial condition 
contemplates verification of the financial 
condition as stated at a given date. It 
implies that the condition is as good, at 
least, as that stated. A certificate on an 
examination of financial condition does 
not involve the accountant in respon­
sibility for irregularities concealed in the 
operations, or by manipulations of the 
records.
An investigation does not contemplate 
systematic verification of the funda­
mental transactions and deals only with 
conclusions drawn from the records of 
such transactions. Certificates, dealing 
with investigations, are binding only as 
to opinions expressed with respect to con­
clusions drawn.
Certificates may vary because of varia­
tions in the classes of service to which 
they relate, or certificates relating to a 
particular class may vary because of 
qualifications which apply to a particu­
lar case.
A good rule to make seems one which 
requires that all reports on audits and 
examinations, except limited examina­
tions, shall be certified. An unqualified 
certificate on a general audit report im­
plies that the balance sheet and the in­
come statement may be accepted at their 
face value. There is no reservation as 
to fraud. Reserves as stated are assumed 
to be adequate. Surplus, unless other­
wise described, is understood to be earned 
surplus, indicating an amount distribut­
able as cash dividends.
Illustrations of unqualified certificates 
and qualified certificates on a general 
audit follow:
General Audit (Unqualified Certificate).
We have made a general audit of your 
accounts for the year ended December 31, 
1927; and
We Hereby Certify that, in our opinion, 
the above balance sheet, December 31,
1927, and the accompanying statement of 
income and profit and loss for the year 
ended that date, are correct.
General Audit (Qualified Certificate). 
We have made a general audit of your
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accounts for the year ended December 
31, 1927, except that we have not ob­
tained confirmation of balances in ac­
counts of customers, nor determined the 
adequacy of the reserve for depreciation 
of physical property; and
We Hereby Certify, subject to the fore­
going, that, in our opinion, the above bal­
ance sheet, December 31, 1927, and the 
accompanying statement of income and 
profit and loss for the year ended that 
date, are correct.
Certificates on general examinations 
may be unqualified or qualified. An un­
qualified certificate carries the same in­
ference of completeness as does an un­
qualified certificate on a general audit, 
except that it does not cover any fraud 
concealed in the operating transactions, 
or by manipulation of the records. The 
reason should be obvious, inasmuch as 
the operating transactions are reviewed 
analytically rather than verified, and the 
cash transactions are subjected to little, 
if any, verification.
Examples of certificates on general ex­
aminations may appear thus:
General Examination (Qualified 
Certificate).
We have made a general examination 
of your accounts for the purpose of veri­
fying your financial condition at Decem­
ber 31, 1927, and of reviewing your oper­
ating results for the three years ended 
that date; and
We Hereby Certify that, in our opinion, 
the above balance sheet, December 31,
1927, and the accompanying statement of 
income and profit and loss for the three 
years ended that date, are correct.
General Examination (Unqualified 
Certificate).
We have made a general examination 
of your accounts for the purpose of veri­
fying your financial condition at Decem­
ber 31, 1927, and of reviewing your oper­
ating results for the three years ended 
that date;
We have not verified the quantities in 
inventories, nor have we attempted to 
establish any liability which may exist 
on account of Federal taxes applicable 
prior to the year 1927.
We Hereby Certify, subject to the fore­
going, that, in our opinion, the above 
balance sheet, December 31, 1927, and the 
accompanying statement of income and 
profit and loss for the three years ended 
that date, are correct.
Qualifications in certificates often are 
objectionable to clients. There are many 
instances, of course, where they are un­
avoidable. Many times, however, they 
may be dispensed with by using paren­
thetical explanations in the captions of 
the statements; sometimes by foot-notes 
on the statements. Thus, reference to 
possible liabilities for Federal taxes ap­
plicable to prior years may be eliminated 
from a certificate by appending a foot­
note to the balance sheet. The certificate
may be relieved of qualification in the 
case of failure to obtain confirmations 
of balances in customers’ accounts by in­
serting parenthetically in the balance 
sheet caption for accounts receivable— 
“Accounts not confirmed.” Where inven­
tories are verified as to values, but not 
quantities, the qualification may be made 
in the balance sheet, instead of in the cer­
tificate, by inserting parenthetically after 
the inventory caption—“Not verified as 
to quantities.”
The practice of qualifying certificates 
by reference to accompanying comments 
is one to be frowned upon, and seldom 
is warranted. The necessity for reading 
several comments in order to be able to 
appraise the value of financial statements 
is a trial to which the reader should not 
be subjected. Probably it is safe to as­
sert that if the qualifications are so 
numerous, or so involved, that they can 
not be transferred to the captions of 
statements, or to foot-notes, or to the 
certificate itself, a certificate should not 
be rendered. Sometimes a slight exten­
sion of the process of investigation and 
verification, and a little more original 
thought, will result in removing entirely 
the necessity of qualifying an item. 
Qualification often is too easy a substi­
tute for other effort.
Limited examinations should not be 
certified. As a type of service they 
should be tabooed. They are a device for 
taking advantage of an accountant’s serv­
ices, limiting that service to the verifica­
tion of one or two accounts, and getting 
him to render a report which, unless 
carefully read, may give the impression 
of comprehensive service. Each item in 
a statement, rendered in a report on a 
limited examination, should be marked 
to show whether or not the item was 
verified, and if not verified fully, the ex­
tent thereof.
A form of certificate much in vogue to­
day is one attached to a so-called state­
ment “giving effect.” Such certificates offer 
opportunity for originality on the part of 
the accountant, and at the same time 
involve a certain amount of danger to 
the uninitiated. Such danger, however, 
may be avoided by a full recital of all the 
pertinent facts surrounding the proposed 
action to which effect is given in the 
statements.
A certificate appended to a balance 
sheet giving effect to the proposed sale 
of an issue of preferred stock might read 
as follows:
“We have made a general examination 
of the accounts of Blank Manufacturing 
Company for the purpose of verifying the 
financial condition thereof at December 
31, 1927, and of reviewing the operations 
for three years ended that date;
“We have examined a contract with 
bankers for the sale of 50,000 shares of 
preferred stock having a par value of 
$100 each, and the minutes of the cor­
poration authorizing the use of approxi­
mately $4,000,000 of the proceeds for the 
redemption of outstanding bonds, the re­
mainder to be used for working capital; 
and
“We Hereby Certify, that, in our opin­
ion, the above balance sheet correctly sets 
forth the financial condition of the com­
pany at December 31, 1927, after giving 
effect to the proposed financing.”
Certificates well may be standardized 
as to their general structure in accord­
ance with the classes of service to which 
they relate. To this extent standardiza­
tion is useful and convenient. There is 
no reason, apparently, why all unqualified 
certificates for general audits should not 
be identical, allowing, of course, for vari­
ation in names and dates. The same 
statement may be made without fear of 
contradiction as to unqualified certifi­
cates for cash audits, general examina­
tions, and examinations of financial con­
dition. Each investigation is a matter 
unto itself. That standardization of cer­
tificates on investigations is impracti­
cable should be obvious to the veriest 
tyro. It should be equally apparent that 
any attempt at standardization of qualifi­
cations in certificates would be highly 
nonsensical. Service described in the 
opening paragraph of the report presen­
tation as a general audit, entitles the 
reader of the report to expect a concise, 
clear-cut, understandable certificate which 
means what it says. Any necessary 
qualifications in the certificate should be 
equally frank and clear. Any dilution, so 
to speak, in the verification feature of 
the service, that is, departure from the 
comprehensive service of the general 
audit, may be made clear by structure in 
the certificate which relates it to the 
specifications of the service involved.
NEW ORLEANS COMMITTEES
The General Executive Convention 
Committee, listed in our March issue, has 
named the following committee chair­
men:
Finance Committee, Archie M. Smith, 
Chairman, 830 Hibernia Building, New 
Orleans.
Business Show Committee, E. J. Rovira, 
Chairman, 1208 Union Indemnity Build­
ing, New Orleans.
Publicity Committee, Henry J. Miller, 
Chairman, 1000 Maritime Building, New 
Orleans.
Hotel and Transportation Committee, 
R. C. Lloyd, Chairman, 602 Louisiana 
Building, New Orleans.
Registration Committee, Chas. L. See­
mann, Chairman, 1716 Masonic Temple 
Building, New Orleans.
Program Committee, Elsie H. Braddock, 
Chairman, 617 Maison Blanche Building, 
New Orleans.
Entertainment Committee, L. E. 
Schenck, Chairman, 1312 Pere Marquette 
Building.
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The C. P. A. as a Receiver
OVER in Oregon J. G. Gillingham is demonstrating that the certi­fied public accountant may ren­
der a service to the business public 
through receiverships to a greater ex­
tent than has heretofore been thought 
possible. Receiverships have been 
looked upon as of necessity going to at­
torneys because of the legal problems 
generally involved. On the other hand, 
in a majority of cases questions of ir­
regular accounting entered into the 
failure to a greater degree than did mis­
understandings with regard to legal 
situations.
At a meeting of the Oregon Society of 
Certified Public Accountants recently 
held, Mr. Gillingham presented some 
suggestions regarding the laws in 
Oregon, all of which had grown out of 
his experience as trustee for the credi­
tors of the defunct Overbeck-Cooke 
bucket shop.
The Oregon Voter, a weekly magazine 
of citizenship which has a wide in­
fluence in the State, commented in its 
issues of March 31 and April 7, with 
reference to the situation and their 
comments should be of such interest to 
certified public accountants that we are 
reproducing them in full with the sug­
gestion that our readers might make a 
study of the situation in their several 
states for the purpose of ascertaining 
whether there is any change which 
might properly be made in their laws. 
We axe also quoting from an article in 
the Oregonian of April 1, 1928, with 
reference to this address as showing 
that the situation described had a news 
value.
BLUE SKY LAW SEEMS CLOUDY
(From  Oregon Voter, March 31.)
“ Efforts on the part of creditors’ 
trustee and state corporation commis­
sioner to make head or tail out of the 
books, bookkeeping system and general 
affairs of the defunct Overbeck-Cooke 
bucket shop, alias stock brokerage con­
cern, leads to at least one certain con­
clusion— That the powers conferred by 
the state’s blue sky law upon the cor­
poration commissioner to enforce an ex­
amination of the affairs of such a firm 
that claims to be exempt from that law, 
are vague, probably entirely inadequate 
and certainly clothe that commissioner 
with no authority to enforce the use of 
bookkeeping practices that would aid 
quick and accurate understanding of 
the firm’s business.
“Overbeck-Cooke have been filing annual 
financial statements with the commis­
sioner, each statement accompanied by
a letter, repeated in precisely the same 
terms year after year, which claims ex­
emption for the firm from supervision 
by the corporation commissioner on the 
ground that the firm buys and sells only 
listed stocks on commission basis. There 
is no record of there ever having been 
an examination of the firm’s books or 
manner of doing business by the state 
officer, notwithstanding the fact that the 
firm’s financial statement, one of which 
we reproduce below, is claimed by Trus­
tee Gillingham, a certified public ac­
countant, to reveal a patently unsound 
condition warranting immediate investi­
gation:
“The firm’s 1927 annual report was
as follows:
ASSETS
Cash .................................................  $82,769.72
Accounts Receivable ................  1,988,855.05
Stocks, Bonds, etc..................... 5,000.00
Membership .................................. 10.00
Fixtures ........................................  10.00
2,076,644.77
LIAB ILITIE S
Accounts Payable ....................  11,925,622.41
Capital Stock .............................. 10,000.00
Surplus .............................................  141,022.36
2,076,644.77
“ Without going into extended discus­
sion of the accounting principles in­
volved in Mr. Gillingham’s argument 
that the presence of the huge receiv­
able and payable accounts indicated that 
the firm was not operating solely as a 
commission house, the fact remains that 
that statement is susceptible of varied 
interpretations, particularly when both 
payable and receivable accounts carried 
the notation that they were secured by 
deposit of collateral in New York City. 
It is fair to the several corporation com­
missioners involved to say that the 
above statement may have thrown them 
off their guard, even though that office 
had been sure of its authority to enforce 
a rigid examination of the firm’s books 
and methods, which it was not.
“ The point is, should the firm’s affi­
davit that their financial statement is 
correct, plus the fact that it could claim 
technical exemption from examination, 
suffice to deprive the general public of 
protection from chicanery in a financial 
institution against which there was 
never a breath of suspicion before it col­
lapsed?”
GILLINGHAM WOULD FIX LAWS
(From  Oregon Voter, April 7.)
“Joseph G. Gillingham, trustee for 
creditors of the Overbeck-Cooke debacle, 
has made some pertinent suggestions 
for strengthening those state laws that
are supposed to be potent in their in­
tended effect of regulating the keeping 
and handling of other people’s money.
“ Mr. Gillingham has had an interest­
ing experience as temporary receiver, 
then receiver, and now trustee for the 
creditors of this fashionable bucket 
shop. He has learned of the ways of be- 
spatted and Rolls-Royceian financiers—  
and of dignified but effective methods 
of separating the public from its money. 
He has not yet solved the puzzle of the 
firm’s apparent immunity from state 
control, investigation and exposure, but 
through his contact with this receiver­
ship he thinks that he has found sev­
eral legal loopholes whereby the public 
is deprived of that degree of protection 
that it supposed existed. In the course 
of his recent remarks before a group 
of professional colleagues, certified pub­
lic accountants, Mr. Gillingham proposed 
some remedies that the accountants 
agreed to support before the 1929 Oregon 
legislature.
“ As they related to the part that ac­
countants could and in his opinion 
should play in the examination of books 
of firms handling the public’s money, 
Mr. Gillingham's remarks touched three 
points—
“He urged that the Oregon law needs 
amending in a manner that will require 
foreign co-partnerships, such as the firm 
of Logan & Bryan, New York correspon­
dents of Overbeck-Cooke Company, to 
establish an attorney in fact, in this 
state. The present law does not require 
co-partnerships to do this, as it does 
corporations. As a consequence legal 
service on this New York firm for the 
purpose of attempting to establish re­
sponsibility for acts of the defunct 
house, has been blocked, Mr. Gilling­
ham pointed out. The firm, he said, is 
doing business in Oregon, but none of 
its customers can reach it legally. Ac­
cording to Gillingham, Logan & Bryan 
may eventually be willing to accept serv­
ice on lawsuits brought for this purpose, 
but the absence of statutory require­
ment that they establish themselves 
legally in the state should be corrected, 
in his opinion.
“ Since it is now revealed that the 
Oregon corporation commissioner, last 
July, and for several years past, ignored 
the conflicting statements of the con­
cern as to its financial condition, he 
urged that a law be passed requiring 
that all corporations, co-partnerships or 
individuals be required to make a re­
port of financial condition to either cor­
poration commissioner, superintendent 
of banks or to any other state commis­
sion or department, should be compelled
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to submit a financial statement made by 
a certified public accountant.
The third suggestion was that these
C. P. A. reports should be filed as pub­
lic documents, and not merely retained 
by the audited firms.
It is not to be supposed that the as­
sembled C. P. A ’s, as business men, 
would fail to enthuse over suggestions 
that their services be placed in greater 
demand by the fiat of a state law. To 
the extent that Mr. Gillingham’s pro­
posals would prevent more dishonor­
able failures of financial institutions, of 
which Portland seems to have more 
than its share during recent years, we 
enthuse with the accountants over any 
prospect of putting some teeth into ad­
ministration of laws regulating the con­
duct of financial institutions. It hap­
pens that C. P. A ’s are the only people 
whose financial analyses are accepted as 
accredited reports. It is not only not 
improper for them to take the lead in 
proposing remedial legislation of this 
character, but commendatory, in view 
of the fact that once representatives of 
the profession, such as Mr. Gillingham, 
get in possession of inside dope on the 
manner in which some concerns are al­
lowed to run wild through public in­
difference, they are in the best position 
to offer constructive criticism of our 
laws.”
(From Oregonian, April 1.)
“He pointed out that there is no pro­
vision in the law compelling an out­
side partnership to name an attorney 
in fact in this state and that such part­
nership may enter the state, open offices, 
handle other people’s money and, 
should dispute arise, residents cannot 
seek adjustment in the courts because 
service cannot be had. To prevent fu­
ture losses such as occurred from the 
Overbeck - Cooke Company disaster, he 
urged that the law be amended to re­
quire outside partnerships or associa­
tions, other than corporations, to ap­
point resident agents or attorneys in 
fact before a permit to do business is 
granted.
“He also suggested a provision re­
quiring concerns, corporations, partner­
ships or associations, except state and 
federal banks, handling funds for the 
public on commission or otherwise, to 
have their books and records audited 
regularly, at least annually, by certified 
public accountants, and that copies of 
the reports be filed with the corporation 
commissioner or some other proper 
state official.
“ ‘It is no secret that if such pro­
visions were in the present blue sky 
law I would not today be trustee elected 
by 1,200 creditors, whose claims ag­
gregate $2,200,000, to pay which there 
is $200,000 in cash and an additional
amount to be salvaged from debts large­
ly represented by losses in the market,’ 
he said. ‘The collection of this presents 
many problems and will result probably 
in the filing of involuntary bankruptcy 
proceedings against those who deny or 
refuse to assume the obligation.’ ”
COURT DECISION
Is a Certified Accountant an Expert?
State of Colorado, City and County of 
Denver, ss.: in the District Court, 
Division VI, No. 29312. The people 
of the State of Colorado v. George T. 
Taylor, et al., defendants.
Ruling of court on objections to testi­
mony, etc., Thursday, April 12, 192s.
THE COURT. This matter coming 
on for argument before the court out 
of the presence of the jury on the right 
of defendant’s counsel to cross examine 
the witness, Allen Redeker, certified 
public accountant, as to the name or 
names of some one or more of his clients 
whose books he had experted or investi­
gated, the court having heard argument 
and being sufficiently advised in the 
premises rules:
FIRST. The court understands the 
very liberal rule that is laid down re­
garding examination, or cross examina­
tion of expert witnesses, and there are 
many strong cases applying to experts, 
one of the strongest that the court 
knows of is the case of Kentucky Trac­
tion & Terminal Co. v. Humphreys, 182
S. E. 854-856. And, there are many 
others, but the court points out this dis­
tinction in the case of an expert ac­
countant, he deals with books and fig­
ures, ontwithstanding the saying that 
figures will not lie, but that liars will 
figure, and such expressions, neverthe­
less mathematics is an exact science, 
and it is possible to prove by good mathe­
maticians whether an expert has come 
to a correct conclusion or not. Con­
sequently, this kind of an expert and 
this kind of an examination is not sub­
ject to all of the objections that can be 
made to experts who undertake to give 
their opinion as to whether a person is 
sane or insane, or some such similar 
questions which are not exact sciences, 
and it is merely a question of opinion 
that can not be accurately demonstrated 
like bookkeeping and figures.
The question before the court is this: 
The District Attorney in his examina­
tion qualified the witness, Allen Red­
eker, as an expert accountant, that he 
is certified, and went in as far as the 
record shows as to the experience he 
had. The District Attorney did not, and 
the witness did not, mention the names 
of any of his clients or clientele.
The court rules that the defendant’s 
counsel has the widest latitude in exam­
ining him as to his qualifications, his 
experience, how long he has worked, 
and about how many cases he has had 
in such lines, but in his cross examina­
tion he was asked about whether he had 
experted Otis & Company, or Wilson- 
Cranmer & Company, well-known brok­
erage houses in Denver, and asking him 
to give the name of some one. The 
witness himself objected to giving the 
name or names of his clients. The Dis­
trict Attorney also imposes an objection 
and the court sustained that objection. 
The matter is re-argued, and the de­
fendant’s counsel cites the case of Big­
craft v. The People, 30 Colo., p. 298, 
page 304 of the opinion. The court 
has carefully examined that case and 
rules that it does not apply to the ques­
tion that we have before us here . . . .  
The court holds that is not authority 
for the question that we have before us, 
and that a man’s private business, his 
client’s business, cannot be exposed in 
court unless it is a case on trial that 
involves their names, and it is not neces­
sary. in the opinion of the court, in the 
interest of justice to go into it.
The court decides in this case it is not 
necessary for this witness to bring in 
the name or names of any brokerage 
firm or firms whose books he has ex­
perted, or in the language of the ques­
tion “ tell one brokerage house that you 
have investigated.”
That in itself made public might be 
objectionable to not only the witness 
but to his clients as well. For that rea­
son the objection is sustained.
1928 REVENUE ACT
Congress adjourned on May 29, having 
passed on May 26 the first bill introduced 
when it convened on December 1.
It will be recalled that the House 
passed the Revenue Bill before it ad­
journed for the Christmas vacation and 
that the Senate Finance Committee 
awaited the completion of the returns for 
the last fiscal year, as reflected in the re­
ports due March 15, before undertaking 
a serious consideration of the same.
The American Society, as well as other 
national organizations, presented its 
views of the bill, as passed by the House, 
to the Senate Finance Committee. The 
Senate Finance Committee presented its 
report to the Senate and when the Senate 
passed the bill it contained 266 amend­
ments to the House bill, all of which, of 
course, went to the Conference Com­
mittee.
Due to the time taken in the discus- 
This naturally increases the average 
longevity to such an extent that it even 
overcomes the increase in deaths of 
men between 40 and 50, due mostly 
to heart troubles, (caused, no doubt, 
by our haste to get pelf and power).
(Continued on page 191.)
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Reversing The Trend of Profit
A S the annual reports of many of the large corporations are published and the final results 
of the medium and small organizations 
are definitely determined, it is obvious 
that the general trend of profit for the 
year of 1927, is very unsatisfactory. 
The reports showing increased sales 
and decreased profit or normal sales 
and decreased profit reveal a condition 
that should be studied carefully, and 
remedied, to avoid recurrence of the 
results of last year. To the business 
managers who are interested in making 
their business pay at least a reasonable 
return on the volume of business done, 
as well as a reasonable return on the 
amount of capital invested in the busi­
ness, this condition should indicate 
that it is now time to take definite ac­
tion on the factors which have con­
tributed to the results of 1927. In other 
words, this may be termed a signal, 
pointing out the dangers ahead if the 
same methods and policies are pursued 
in the future.
Regardless of the conclusion that may 
be drawn from an experience of one 
or more years on declining profit, or 
emerging into the loss era there is only 
one final and definite thing to consider, 
and that is, that unless a concern can 
be brought back to a fair or normal 
profit-making basis it is not fulfilling 
the expectations of its stockholders or 
owners, and unless their capital can be 
profitably employed in the present man­
ner, it will be but a short time until a 
feeling of dissatisfaction arises. Operat­
ing a business on a hit-and-miss finan­
cial basis has a tendency to lower the 
morale of the whole executive staff and 
the stockholders or owners of the or­
ganization.
There is another phase which is even 
more important, viz: that of the various 
creditors. Whether it be a bank extend­
ing a line of credit; the regular note 
and open account creditors; the bond­
holders or others, the decline in earn­
ings can have but one psychological ef­
fect, namely, that of creating a feeling 
of lack of confidence in the manage­
ment to continue operating the business 
in a successful manner.
No doubt there are certain factors 
encountered by the management which 
may throw a business into a subnor­
mal condition for a short time, but 
every problem has a solution if the 
proper processes are applied and no 
condition can be remedied without a 
careful analysis and such an application. 
Hoping is one thing— action another.
LELA ND E. TERRY, LL.B., C. P. A. 
Chicago, Illinois.
Factors as vital as these should be ap­
proached at once with a well-laid plan 
of remedial processes.
A competitive market is one of the 
most important factors. However, com­
petitive markets can be met successfully 
with proper sales policies, right prices 
and quality merchandise. Where com­
petition forces a reduction of the sales 
price of a product, there should be a 
reduction in production costs immed­
iately so that the usual per centum of 
gross profit may still be maintained. It 
is an easy matter to produce, whole­
sale or retail any product at a small 
margin of gross profit. It requires bet­
ter management, advertising and sales 
policies to market the same volume of 
business on a real profit-making basis. 
The first method is quite common and 
accounts in part for the present earn­
ing capacity of some of the large and 
a majority of the medium and small in­
dustrial organizations.
With proper production, labor and 
accounting methods it is possible to 
gauge the trend of the business each 
month and stop a possible disastrous re­
sult long before the end of the year 
when as a rule the final outcome first 
becomes known. Where production is 
properly controlled by adequate meth­
ods and the accounts are arranged to 
tell what is actually happening it is 
possible to prepare the necessary finan­
cial statements at regular intervals and 
thus avoid a recurrence of the results 
of the year of 1927.
An increase in volume of sales should 
always carry a proportionate increase in 
gross and net profit. Where results 
show this is not being maintained no 
time should be lost in getting to the 
real facts of the situation. It is an easy 
matter to allow labor costs to increase 
while sales prices are being forced down 
by competition. It is an easy matter 
to continuously increase the hourly 
wage rates without getting any addi­
tional production in return. Still this 
is done regularly, and while the wage 
increases go on the company is getting 
just that much less profit. Another 
danger is that of buying in small quanti­
ties on a non-competitive basis. This, 
of course, runs the cost of material en­
tirely out of proportion to what the 
actual cost should be. In addition to 
these two factors, the factory overhead
may show an increase, and as a result 
the cost of the product increases sim­
ultaneously with the effort being made 
by a reduction in sales price to meet a 
competitive market.
How can the average concern expect 
to make a real profit under these con­
ditions? Still people complain of profit 
being unsatisfactory and make no real 
effort to remedy the situation. Where 
price reduction is necessary a plan 
should be devised at once to reduce 
costs. Even if a reduction in the sales 
price is not required and a business is 
being operated under improper labor, 
material, production or marketing meth­
ods, a revision of these methods will, of 
course, result in increased profit.
It would seem as though the results 
of 1927, generally speaking, have fur­
nished plenty of opportunity for thought 
on the part of business managers and 
certified public accountants who are 
qualified by proper training and ex­
perience to correct this condition. By 
careful planning, adjusting present man­
agement policies and the use of scienti­
fic methods, operations for the year 
of 1928 may be moulded into more 
satisfactory results than that of 1927. 
During a period of time, such as the 
present, when profits are unsatisfactory 
business could well afford to be run on 
scientific principles using every possible 
precaution and method to cut costs, and 
keep the selling and administrative ex­
penses within a reasonable amount of 
what they should be.
Competitive operation is a pre-requi­
site of competitive selling and unless a 
reasonable limit can be placed on the 
cost to produce, wholesale or retail any 
article or group, how can a company 
expect to market its products in com­
petition with another organization or 
group of organizations in the same field 
who are giving thought and attention to 
these matters? The final profit and loss 
statement for the year furnishes the 
answer.
When business managers apply scien­
tific study and methods to the conditions 
in their plant or organization so that 
the amounts expended are somewhat in 
keeping with the values received in 
merchandise and services in return 
therefor, then the unsatisfactory reports 
may be changed and the downward 
trend of profits resulting from losses 
through various channels of waste may 
be reversed and the profit and loss ac­
count made to show even better results 
than those previously experienced by  
the company.
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The Development of Management Investment
IT is a well known fact that within recent months the investment market has been virtually sat­
urated with a plethora of capital search­
ing for profitable employment, with only 
relatively mild signs of a slackening de­
mand. Business and professional men 
have for the most part, turned to stocks 
and bonds for the investment of their 
surplus funds. The motive ranges all 
the way from a desire to accumulate 
funds at a moderate rate of increase 
to the alluring prospect of a rapid rise 
to wealth via the hazardous road of 
speculation.
During this process a new type of in­
vestment has, almost unnoticed, ap­
peared on the scene. We might term 
this “ Management Investment.” The 
usual demand for investment funds 
calls for capital only. The investor is 
expected to entrust his funds to the wis­
dom of the management, for better or 
for worse, not infrequently the latter. 
But many enterprises susceptible of 
additional growth need something more 
than financial assistance. The all im­
portant ability to Wisely guide the em­
ployment of additional capital may be 
lacking, even though present operations 
may be well under control. On the 
other hand there are many investors, 
successful in their own particular lines 
of endeavor, who feel that they can 
render financial and a modicum of 
managerial assistance to concerns gen­
uinely in need of both. The rewards to 
such a management investor promise 
to be rich if he makes his choice wise­
ly, and he can readily count on at least 
average interest return on his capital. 
The combination of brains and capital 
contributed in this type of investment 
usually assures the investor a substan­
tial interest in the enterprise. He, in 
fact, becomes practically a partner in 
the organization.
Outstanding examples of manage­
ment investment have been furnished 
by investment bankers, who have ac­
quired substantial interests in large 
business units. In addition to render­
ing financial assistance they have ar­
ranged for managerial supervision eith­
er through participation in a director­
ate, or other representation. The fun­
damental problem in this type of in­
vestment centers about adequate con­
trol of the business after the invest­
ment is an accomplished fact, not min­
imizing of course, the necessity of a 
thorough investigation prior to associa­
tion with the enterprise. The principal 
must be safeguarded and the business 
guided to greater success and prosper­
ity. The banker scrutinizes the modern 
business with the assistance of trained
By LUDWIG B. PROSNITZ, C. P. A., 
New York City.
specialists. The management investor, 
be he merchant or professional man, has 
also turned to expert guidance, the re­
sult of a natural desire to protect and 
enhance his investment, as his own 
activities must be largely confined to 
consultation with his representatives 
and those actively engaged in the man­
agement of the concern.
The fact that a trained “doctor of 
business” so to speak, has gradually 
fitted into the picture, has in no small 
measure contributed to the growth of 
management investment. The certi­
fied public accountant because of his 
close contact with the intimate affairs 
of large and small enterprises, has ac­
quired a background of experience that 
has become of tremendous value to the 
business community. The efficient C. 
P. A. has his affairs highly organized. 
He operates through capable assistants
Some time ago the writer read an 
article in a financial magazine which 
propounded the query: is the business 
man o f America becoming a slave to 
charts? Are his actions dictated by a 
so-called business cycle and by the mass 
of statistical literature which every 
day is presented to him through com­
pilations by economists, pseudo-econom-­
ists, statisticians and writers? What 
do the curves and percentages that 
swing in fantastic zigzags across a 
checkered map mean to him as guides 
to the future of his own particular 
business?
Are finance and commerce suffering 
from graphitis? The graph captures 
one. It is fascinating and tells the 
story so completely that it becomes a 
fetich, and, even if it pictures only 
what has happened, there is a broad in­
ference that it can be taken as an in­
fallible guide of the future.
The accountants, and some of the 
most prominent ones of late years, in 
making up the annual reports for their 
clients, have fallen victims to the idea 
of showing the percentage of increase 
or decrease of sales or expenses as com­
pared with previous years. The idea, 
is of course, laudable and, assuming, 
of course, that the percentages are cor­
rect, they still lead to false inferences, 
due to the fact that they do not com-
who assemble all detailed information, 
thus retaining his status as a general 
practitioner. He supplies the missing 
link in the chain between the investor 
and the business that needs financial 
assistance. His analysis can be inval­
uable to both the concern involved and 
the investor. Monthly, weekly, and if 
desired, daily reports can be drawn up 
in such a way as to present a vivid pic­
ture of the progress of the business. 
Percentage schedules of sales, cost and 
overhead, can guide the management 
to effect needed economies and improve­
ments as the case may be. Often he 
countersigns checks, passes on vital 
contracts, and practically takes over 
the functions of the investor, were he 
himself to be active in the business. 
Consequently, he has become the logical 
source to which the investor has turned 
for information and advice, and fre­
quently the inception and development 
of large scale enterprises have had as 
a basis the guidance furnished by the 
survey, past and potential, of the cer­
tified public accountant.
pass all of the factors that should be 
taken into consideration. In support 
of this view I will later in this article 
show percentages which in my opinion 
tell the whole story and leave nothing 
to inference. There are so many cross- 
currents in business that the accountant 
has no right to prophesy. It is not his 
function.
Our belief in statistics would not be 
of much moment were it not for the 
fact that we have been pelted with so 
much information in the past few years 
that does not clarify a subject. It 
merely leaves us gasping with wonder. 
The accountant’s duty i3 to combat this 
pseudo-learning. To be true to his pro­
fession he must be a bulwark to any­
thing that is not scientific. As an 
illustration of the wrong conclusions 
arrived at by relying on statistics: W e  
have often read in the daily paper that 
a century ago the average life was 26 
years and that today it is 58 years, 
leaving the impression that we are 
hardier than our ancestors and live 
longer. Now what are the actual facts? 
As the writer sees it, medicine, surgery 
and sanitation have made such won­
derful progress within the last century 
that only a fraction of the children 
under 5 years die now as compared 
with a century or even fifty years ago.
(Continued on page 191.)
SOLILOQUIES OF AN ACCOUNTANT
By a Constant Reader
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The Lawyer and the Certified Public Accountant
IT is a mooted question, just now, as to whether an individual can qualify as a lawyer-accountant 
and vice versa. The number of per­
sons who possess the dual training is 
relatively small, and, inasmuch as the 
lawyer-accountant is a very recent de­
velopment of the complex, social and 
commercial organization of the present 
day, it is not an easy task to conceive 
of the possibilities in this field of en­
deavor.
There is a very close analogy be­
tween the two professions. The most 
extensive legal fields are those which 
relate to commercial activities and the 
cases which involve pecuniary matters. 
Accounting, of course, is essentially com­
mercial. Even if it is impracticable for 
one individual to practice proficiently 
both professions, it undoubtedly would 
be of inestimable value to either the 
lawyer or accountant to have a clear 
comprehension of the basic funda­
mentals of the other profession, in order 
to better serve the interests of his 
client in his own field. Although the 
legal standing of the lawyer as to his 
professional ethics has been established 
to a greater degree than in the case of 
the accountant, nevertheless, there is 
extant a code of ethics amongst certi­
fied public accountants, that is prac­
tically the same as that of the lawyer. 
Thus, from a moral point of view, one 
who qualifies in one profession also 
does so in the other.
The lawyer is compelled to call in the 
services of a certified public accountant 
in order to enable him to handle prop­
erly those problems which involve sta­
tistics and keen analysis of figures, in 
order to serve to the best of his ability 
the interests of his client. This is es­
pecially true of organizations, re-organi­
zations, mergers, consolidations, pur­
chasing of business enterprises, inheri­
tance and Federal estate taxes, income 
taxes, receiverships, liquidations, and 
many other groups which comprise the 
bulk of the practice of the commercial 
lawyer. In order to controvert his de­
ficiency and to obviate the need for em­
ploying the accountant, and, also, in 
order that the lawyer may have a more 
comprehensive perspective and better 
understanding of the intricacies and 
complexities that are encountered in 
these matters, he has undertaken the 
study of the other profession, account­
ancy.
The accountant, likewise, in the prac­
tice of his profession is constantly fac­
ing legal problems and is aware of the 
urgent need of a thorough understand­
ing of the law, in order that he might 
interpret properly for his clients vari-
By HENORD J. MILLER, C. P. A.,
Chicago.
ous matters of law. It is true that the 
accountant is placed at a disadvantage 
in that his work is customarily per­
formed in the client’s office, whereas 
the lawyer meets his foe in his own den. 
Thus, if the accountant-lawyer were to 
give snap judgment on legal matters, 
he would be open to errors of opinion. 
However, there is no reason why the 
accountant should submit quick answers 
and should not answer legal questions 
after taking his time to look up the 
points involved.
Many propositions are often rendered 
weighty and difficult to handle when it 
is necessary to call in the service of the 
accountant and lawyer and the necessity 
of conferences, which are eliminated 
when the Work can be performed by 
one person.
The average lawyer does not under­
stand the most elementary matters of 
bookkeeping as a consequence of which 
he places himself in many instances in 
a very ludicrous position, the expense 
for which is a burden foisted upon his 
client. It is not uncommon for lawyers 
to expound with great ease of mind 
and complete self assurance upon mat­
ters involving the disposition of funds, 
or, the profits of a business enterprise 
without a scintilla of understanding of 
that which they are discussing. Surely, 
a knowledge of the principles of ac­
countancy would be of great worth to 
one who is endeavoring to decide ques­
tions which are fundamentally prob­
lems of accounting.
The accountant is called upon to pre­
pare financial statements, reflecting the 
losses or profits from the operations of 
a business enterprise, statements show­
ing the relative conditions of two busi­
nesses for the purpose of a consolida­
tion, and numerous other statements. 
He is looked to for intelligent analysis 
of the important items involved and 
great credence is in general placed 
upon his advice. The accountant is 
often times handicapped because of the 
lack of understanding of the legal 
aspects of the problem with which he is 
contending.
Especially With the advent of income 
taxes and more particularly within the 
last few years when the present day 
United States Board of Tax Appeals was 
created, has the necessity developed for 
a more thorough understanding of legal 
principles on part of the accountant. 
There have been no few cases within 
the knowledge of the writer, alone, 
where the accountant’s petition had
been dismissed for mere want of proper 
pleadings and a failure to state his al­
legations in effective legal style. This 
is not the only imposition under which 
the accountant has suffered because of 
lack of legal understanding, for it is 
practically an every day occurrence in 
Washington, where, before the United 
States Board of Tax Appeals, cases in­
volving thousands of dollars, are lost 
merely because of the accountant's in­
ability to present his evidence in a legal 
manner before the tribunal.
It is also, perhaps, appropriate to 
mention in order to indicate the tend­
ency of conditions, that at the time this 
judiciary taxation board was established 
its members consisted of lawyers’ and 
judiciary minds exclusively, but within 
the last two years no few of its members 
have been both accountancy and legally 
trained, and as a consequence are aid­
ing at all times to reduce circumstances 
of the aforementioned kind to a min­
imum.
In England and in the other of the 
more important European countries, ac­
countants rather than lawyers have 
been appointed in receivership cases, 
while in this country the tendency is 
just the opposite. That the account­
ant rather than the lawyer has been the 
foreign choice is based more or less on 
the reasoning that a knowledge of ac­
counting is more indispensible in con­
ducting a business under receivership 
than a knowledge of law, although some 
understanding of law is admittedly es­
sential. The conclusion thereby to be 
gained from observing the conditions 
prevailing in these two continents is 
that a combination of law and account­
ing understanding is obviously of great 
advantage.
It would be altogether amiss to neg­
lect to take cognizance of the educa­
tion and training which an accountant- 
lawyer must pursue to realize his am­
bition in the State of Illinois. To be­
come a certified public accountant, a 
title conferred by every state in the 
Union, a person must be a four-year 
high school graduate, or equivalent 
thereof, must have attained the age of 
21 years, must be of high moral char­
acter, and must pass a rigid written 
examination in auditing, commercial 
law, and theory and practice of account­
ing. In preparation for the examina­
tion it is suggested that a thorough 
study of accounting and finance be pur­
sued in a recognized school, and in ad­
dition followed by a few years of public 
experience in the office of a certified 
public accountant.
The present requirements for a 
(Continued on page 185.)
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Dime Wise, Dollar Foolish
Your client, John Doe is speaking: 
“ This is a very interesting report, Mr. 
Accountant. That loss in Department 
X  is discouraging. Just how would you 
propose to eliminate it?” That puts 
Mr. Accountant in a trying position. 
Frequently he does not even know what 
causes the loss, let alone the remedy. 
He can only fall back on the now out- 
of-date idea of an auditor and tell his 
client: “ I am only an auditor; my busi­
ness is to present the facts as I find 
them, to the best of my knowledge and 
ability. The correction of the condition 
in Department X  is up to you.”
This is unsatisfactory to the client; it 
is the same to a really competent ac­
countant. But too frequently the client 
will not accept the proposed remedy, 
which may be a good one. Sometimes 
he will call in an “ efficiency expert,” 
pay him a fee much larger than he paid 
his auditor, and get a remedy of doubt­
ful value. Sometimes he will get a 
real solution. Too often he will engage 
a new accountant, which is distressing 
to the old.
And yet what is the honest account­
ant to do with some clients who won’t 
or can’t change? It is frequently pos­
sible for the accountant to put his finger 
right on the sore spot, and still not 
cure it. For example, production costs 
are too high, due to obsolete machinery 
and the client cannot finance the pur­
chase of new. It is useless to point out 
that had more depreciation and less 
dividends been taken in the past, the 
plant could be modernized. Client and 
auditor are faced with a condition, not 
a theory. And Mr. Doe, if the auditor 
stresses the point, and urges new fi­
nancing, taking in a new partner or 
merging with a stronger competitor will 
retort angrily: “That’s easy for you to 
say, Mr. Accountant, but it’s my money 
you want me to spend, or my business 
that you want me to surrender control 
of.” And poor Mr. Accountant is com­
pelled to remain silent, and pray for a 
boom in Mr. Doe’s business that will en­
able him to make a sufficient profit to 
recoup former losses and prevent them 
in the future.
Sometimes the case is the other way. 
Mr. Doe doesn’t want to effect an easy 
saving. Mr. Doe has his general offices 
and salesroom in a high rental Man­
hattan building; his plant in Brooklyn. 
The salesroom occupies but one quar­
ter of the Manhattan space. It is im­
perative that it remain in Manhattan, 
but there is plenty of space in Brook­
lyn for all the bookkeepers, clerks, 
safes, files, etc. The saving would be 
not alone in rent but in intra-company 
phone and messenger costs. Yet Mr.
By L. GLUICK, C. P. A.
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Doe, who lives in Manhattan, flatly re­
fuses to make the daily trip to Brook­
lyn, which the removal thence of the 
general offices would entail. And a pre­
ventable loss continues.
But such clients are relatively easy 
to handle compared to another class, 
whose petty “ economies” lead to large 
losses. The old English adage of which 
the title of this article is the American 
alliterative equivalent, describes them. 
“ Penny Wise and Pound Foolish.” The 
writer desires to give here a few of the 
instances which he has encountered, 
which exemplify it, and happy the read­
er who can’t s ay “ That’s nothing; why,
one of my clients ------------  etc.” The
writer can offer no general, or even 
specific remedy, except one. That is the 
slow, painful process of education, 
which is most tactfully accomplished by 
writing articles for trade papers, mak­
ing brief addresses before business men’s 
associations, Rotary Clubs, etc., in the 
hopes that the lesson may be learned. 
They must always bear in mind, how­
ever, that every man, even the biggest, 
has at least one pet economy, which he 
will stick to through thick and thin, and 
from which it is hopeless to dislodge 
him.
Such a case is that of Mr. S. The 
economy is scratch pads and petty-cash 
vouchers. He just won’t buy them. 
The writer, every month has to handle 
several hundred dirty, odd sized petty- 
cash vouchers, written on any scraps of 
paper that can be salvaged. They are 
not too numerous for the volume of 
business; the profits are a cause for re­
joicing, arising from modern equip­
ment, well maintained, good manage­
ment in all departments, everything in 
the office up-to-date; but printed petty 
cash vouchers, at 25 cents per hundred, 
are to Mr. S. a rank extravagance.
The damage done in the foregoing 
case is small. More annoyance than 
loss is caused thereby. But consider 
the case of the N. Company. There are 
five salesmen employed for waiting on 
customers who come to the beautiful 
big show room. They have an office, 
with one telephone in it. There is no 
extension anywhere in the show room. 
A salesman in the show room must 
walk all the way back to the office to 
answer a phone call, after an office boy 
has gone out to fetch him. Or a cus-
tomer has to wait on the wire until the 
one salesoffice extension is clear, be­
cause another customer is talking to 
another salesman. How much business 
is lost that way, it is impossible to fig­
ure accurately; the irritation to both 
customers and salesmen cannot be meas­
ured in dollars and cents; but it exists. 
Three or four extensions at 50 cents 
per month for each would remedy the 
situation. But will Mr. N. authorize 
this? Answer: He will not. Yet here 
we have a real loss, even if the amount 
is indefinite.
Mr. B. was another hard case. When 
he started in business 35 years ago he 
not only worked in the shop but waited 
on all customers and kept the books. 
When he had prospered to the extent of 
having a full - time bookkeeper, he 
seemed to think the limit of office help 
had been reached. One man, to do all 
the billing by hand and bookkeeping 
and nothing else, was quite an expense. 
An auditor was one of the nuisances re­
quired by the income tax. But Mr. B. 
made a superior product, and the de­
mand for it rose till his plant now oc­
cupies all of a nine-story building. But 
still one man was deemed sufficient to 
do all the billing and bookkeeping. For 
months the auditor pointed out the in­
creasing number of errors, more of 
omission than commission. It was ask­
ing too much of one man to do all the 
posting, let alone do it all right and 
check the result, but Mr. B. couldn’t see 
it. When four bookkeepers in six 
months gave up their jobs because of 
overwork, Mr. B. just delivered a ser­
mon on how lazy the modern man was 
as compared to himself in his youth. 
Finally conditions got critical. The 
busy season was on in full blast, and 
the poor bookkeeper had all he could 
do to bill by hand the shipments and 
record cash received and disbursed. The 
purchase book and ledgers were entire­
ly neglected, of necessity. Then the ac­
countant had his inning. Mr. B. got a 
rude awakening. He authorized the ac­
countant to bring the books up to date 
(even at junior rates the cost would 
have paid the salary of a billing clerk for 
six months), but the complete results 
were even worse. Six thousand odd dol­
lars worth of accounts receivable had to 
be written off, not because intrinsically 
bad, but because lapse of time made it 
impossible to collect them; calling cus­
tomers’ attention to errors on and omis­
sions from statements months after they 
had occurred would have been undiplo­
matic to put it mildly, especially when 
most of them had paid all they had been 
asked to. Well, Mr. B. now has a billing 
(Continued on page 186.)
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Accounting for Business
Y OU gentlemen as merchandisers of automobiles are charged with two distinct responsibili­
ties. First, secure the dollar by prop­
erly selling your product. Second, re­
tain your percentage of the dollar by 
properly accounting for the business 
transacted. Both of these charges fall 
under the responsibility of manage­
ment.
The majority of you gentlemen know 
that sales are secured by a proper 
knowledge of your product and terri­
tory, combined with a determined ef­
fort. Substantial business is not 
secured by a change of product. The 
most profitable dealers of my experi­
ence have been those with sufficient con­
fidence in their product to stick. You 
will have your bad years but with prop­
er management they will be more than 
offset by the good ones. It is the re­
sponsibility of your Sales Department 
to clear the deck for the Accounting 
Department and I mean by this that 
the accounting department cannot be 
expected to retain the funds in the form 
of profits if the funds do not exist. An 
over-valued Used Automobile or Finan­
cial Paper is not a fund and it is quite 
a task for the Accounting Department 
to find a profit hidden therein.
Your factory allows a percentage of 
Gross Profit which is sufficient to per­
mit a reasonable net profit to your 
business. This statement is made from 
experience with our own clients hand­
ling practically every make of auto­
mobile. We recently had the assign­
ment of auditing fifty dealers handling 
the same make of automobile, ten of 
these dealers were found to be operat­
ing at a profit while forty operated at a 
loss. These forty dealers lost money on 
account of their inability to properly 
manage their business, meaning in 
some instances their inability to mer­
chandise their product, and in all in­
stances their inability to properly con­
trol operating expenses. We recently 
completed the audit of a dealer and 
found that his year’s business had re­
sulted in a loss. The client explained 
that this loss was due to the inability 
of the factory to deliver certain models 
and his sales suffered to the extent of 
approximately $100,000. An analysis 
disclosed that his volume of sales for 
the current year were approximately 
the same as they had been each year for 
the past five years, and each year had 
resulted in a loss. The management had 
for five years found some justification 
for his losses. He committed the ex­
pensive mistake of constructing an
By FORREST E. FERGUSON, C. P. A. 
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organization for a purpose which he had 
consistently failed to meet. Sane and 
conservative business management does 
not approve of such practice. Do not be 
too willing to justify your shortcomings 
and you will reap a greater profit from 
your experience. It has been said that 
“ One of the most deceitful and demoral­
izing traits of human nature is the 
tendency to justify in our own minds 
the irregularities in our efforts. When 
the conscience cries out in distress we 
rush in with the ‘salve’ of self-justi­
fication as first aid to the injured, in­
stead of improving our methods and 
profiting by the pain.” Our client had 
used this salve for five years and it 
proved very expensive.
The Accounting Department is 
charged with responsibility of disclos­
ing the facts as they exist. Such facts 
can be converted into real profits if 
properly used by the management.
All data prepared by your Account­
ing Department should be properly 
classified by departments; these depart­
ments should consist of the following: 
New Cars, Used Cars, Parts, Accessor­
ies, Service and Miscellaneous.
A large volume of business means 
nothing unless it is properly balanced. 
Your business should be operated on 
the plan of a budget. From my experi­
ence I have found that a dealer doing 
approximately a $500,000.00 total vol­
ume should receive a minimum of 65 
per cent of this amount from new car 
sales; used car sales should not exceed
20 per cent of the total volume. Your 
other departments will offer no real 
problem in this respect as the volume is 
ordinarily small in comparison with the 
total. You are familiar with the diffi­
culties surrounding the merchandising 
of Used Cars; you must recognize the 
fact that purchasing is an essential ele­
ment of every business, you must also 
recognize the fact that you are purchas­
ing merchandise for resale when you ac­
cept a Used Car. The amount you al­
low is controlled to a large extent by 
your ability in selling Used Cars Some 
dealers show unusual ability in this re­
spect and they accordingly have a 
greater trading margin. Other dealers 
have a difficult problem to market their 
Used Cars. Do not determine your al­
lowance on what some other dealer has 
offered but consider your present in­
ventory, season of the year, popularity
of the make, etc. Become a firm be­
liever in a fair percentage of profit 
from every dollar of business. A  larger 
percentage for a small volume is some­
times greater than a smaller percentage 
on a large volume. It is unsafe for any 
dealer to be overstocked on Parts and 
Accessories, this merchandise is perish­
able. You do not know your business 
any better than you know your inven­
tory. I recently found one dealer with 
enough parts for 1916 models to re­
build several times all of these cars in 
his territory. This was the result of 
improper buying in the past. Are you 
in this position now, or will you be five 
years from now? Due to the rapid 
changes taking place in models and 
styles it is imperative that you carry 
only a minimum of stock.
Inactive Capital is an added expense 
to be stood by the active capital. Throw 
off the handicap and run the race in a 
business way.
You should insist on complete operat­
ing statements for each department 
every month. Your business is purely 
seasonal and you must have accurate 
facts upon which to base future ad­
ministrative policies. Accounting is 
the scorekeeper for business and as the 
poet said “ When the great scorer comes 
to write against your name, he will not 
write that you won or lost, but how you 
played the game.” Accounting tells 
you the final story ,that is, whether you 
won or lost, and it is told in such a 
way as to clearly point out administra­
tive mistakes. This is really the es­
sential part if the merchandise has been 
sold under unfavorable conditions. 
Knowledge of the result alone will not 
avoid such an occurrence in future pe­
riods. This explains the reason for a 
detailed report of your operations. By 
studying such a report you can deter­
mine the source of your revenue, that 
is, the new car volume, etc. The per­
centage of operating expenses—are they 
too high? Have you too much floor 
space, help and other charges which 
make up the difference between Profit 
and Loss? Are your inventories active? 
Are you getting sufficient turnover? 
Are you over-capitalized for your vol­
ume of business, and are your assets 
properly apportioned as between cur­
rent and fixed? What is your ratio of 
Current Assets to Current Liabilities?
If you are unable to locate the 
trouble in your business by such an 
analysis you should compare your re­
ports with some other successful dealer. 
This will immediately bring out the de­
fects.
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Comments on Installment Accounts
REFERENCE is made to the address 
of Caddie H. Kinard, C. P. A., 
given before the Retail Credit 
Men’s Association of El Dorado, Arkan­
sas, in which he outlines the accounting 
procedure for keeping the accounts where 
merchandise is sold on the deferred pay­
ment plan. (THE CERTIFIED PUBLIC 
ACCOUNTANT, February, 1928.)
Mr. Kinard outlines in this paper a 
complete and simple system for handling 
installment accounts and I am in perfect 
accord with his method with but two 
exceptions, which are: The way in which 
he takes care of repossessions and he uses 
gross profits as the basis of figuring his 
percentages, whereas, I use the net profit 
in figuring mine. As I find that ninety 
per cent of the books employed by in­
stallment dealers do not give the neces­
sary information to prepare the entries 
as suggested, and an auditor is compelled 
to work up his statements and income tax 
returns from the records in use by his 
client.
From experience, I find that firms of 
this sort rarely, if ever, carry a cost 
system or perpetual inventory, and find 
their profits by closing their books in the 
same manner as any other trading con­
cern. That is to say, that the cost of 
goods sold is found by taking the inven­
tory at the beginning of the year, plus 
the purchases during the year, and de­
ducting the inventory as at the close of 
the period.
Most of these firms employ a book­
keeper whose duties are many, as they 
are expected to keep the books, fill the po­
sition of credit manager, assist at the 
window with collections, and often they 
are asked to aid the salesmen on the floor 
during rush hours, therefore, you can 
see that he is doing fine if he keeps his 
cash book written up and his accounts 
receivable ledger in balance, without at­
tempting to try to classify collections as 
to the years in which the goods were sold. 
In this connection it is well to bear in 
mind that most of these bookkeepers are 
employed at a small salary and usually 
you will find them a finished product of 
some commercial college that guarantees 
a finished accountant in three months’ 
time, beginning his bookkeeping training 
as an individual dealer in coal and wind­
ing up at the end of the course in the 
college bank. This will give you some 
idea as to what the public accountant is 
up against when he is called in to audit 
the books of the average installment 
dealer.
In arriving at my conclusion as to the 
use of the net profits in figuring the per-
By RODNEY B. HORTON, C. P. A., 
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centage applicable to sales sold on in­
stallment, during that year as against the 
gross profits as illustrated by Mr. Kinard, 
I base by findings on the following rea­
sons:
First, we will assume that The Blank 
Company began business on January 1st, 
1912, with a one hundred thousand dollar 
capital paid in as follows:
THE BLANK COMPANY 
BALANCE SHEET 
January 1, 1926
Cash ...............................................  $100,000.00
Capital ...........................................  $100,000.00
At the close of the year we find the 
following trial balance:




Cash ...............................................  $40,500.00
Receivables ...................................  65,500.00
Purchases .....................................  50,000.00
Furniture and Fixtures .............. 5,000.00
Repossessed .................................  2,000.00
Expenses .......................................  12,000.00
Total ...................................  175,000.00
Credit.
Capital ...........................................  $100,000.00
Sales ...............................................  75,000.00
Total ...................................  175,000.00
This company is an installment jewelry 
dealer and a great portion of its sales are 
small in amount, and a review of its busi­
ness discloses the fact that repossessions 
are flowing in daily, and in addition to 
this, the firm has a policy of accepting, as 
part payment, certain classes of jewelry, 
such as rings, diamonds, etc. When a 
piece of goods is repossessed or received 
through exchange, it is valued and a cost 
price given it, to allow the firm approxi­
mately the same write-up as new goods. 
Their sales records show only the net 
figure of each sale and there is no other 
record made of the article received, other 
than to place it in stock. Of course, 
everything is listed and extended at in­
ventory time according to the cost tag it 
bears. Therefore, you can see, to trace 
the individual cost on these small items 
is a physical impossibility, unless an 
elaborate system of accounting is em­
ployed and maintained. This you know, 
is expensive and the results obtained 
would not justify its use.
Second, if we use the gross profits in­
stead of net, it would work to the serious
disadvantage of the client in later years, 
for the reason that the expense applicable 
to each year should be applied against 
that particular year’s profit or else it 
would be necessary to continually be 
making adjustments and carry forward a 
certain portion of 1926 expense to apply 
against the profit received on collections 
made from sales sold during this year 
and this practice could not be in keeping 
with good accounting. Therefore, I have 
prepared the solution to the above trial 
balance and submit my findings as shown 
in the following balance sheet:
THE BLANK COMPANY 
BALANCE SHEET 
January 1, 1927
Cash ...............................................  $40,500.00
Receivables ...................................  65,500.00
Inventory .......................................  13,000.00
Furniture and Fixtures .............. 5,000.00
Total ............................. .. 124,000.00
Capital ...........................................  $100,000.00
Profits Realized ............................ 2,460.00
Profits Unrealized (1926) .......... 21,540.00
Total ...................................  124,000.00
In making up the tax returns for this 
firm, I simply include $2,460.00 as taxable 
income for this year, of course, support­
ing these figures by the ordinary Profit 
and Loss Statement with the necessary 
information to show how I arrived at the 
percentage used and other data that would 
enable the Department to intelligently 
check the returns.
After getting the trial balance as shown 
above, I began closing my books by cred­
iting repossessions with $2,000.00 and 
charging sales, which makes my net sales 
for 1926 $73,000.00. This figure run 
through the net profits as shown by the 
company’s Profit and Loss account gives 
me the percentage to be used for this 
year, which is 32.8 per cent. In this con­
nection you will note that my income tax 
figures can be reconciled at any time with 
the company’s books, and should a dif­
ferent auditor follow me the succeeding 
year it is easy for him to take up where 
I left off.
Carrying the problem through to the 
close of business at December 31, 1927, 
we find the following trial balance:





Receivables ...................................  115,500.00
Inventory .......................................  13,000.00
Purchases .....................................  60,000.00
Furniture and Fixtures .............. 5,000.00
(Continued on page 185.)
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Arbitration Advancing More Rapidly Than 
Statutory Provisions
EVIDENCE accumulates tending to indicate that the legislators of states who have not legis­
lated to make adequate provision for 
Arbitration of Commercial Disputes may 
become confronted with pressure from 
the commercial public desirable to be 
considered from a political angle. The 
need is not so much for overcoming op­
position on the part of legislators as it 
is for inculcating an understanding by 
them of the benefits of Arbitration di­
rectly to those engaged in commercial 
pursuits and indirectly to the public at 
large. This need affords certified pub­
lic accountants, individually and 
through their state organizations, op­
portunity for cooperating with those 
who are subject to commercial disputes 
and their organizations. The late Sen­
ator John J. Ingalls (Kansas), once 
wrote some verses on “ Opportunity” 
which it might be well for certified pub­
lic accountants to read and ponder.
Progress on the part of trade or­
ganizations in their espousal of Arbi­
tration may be illustrated, and no more 
than that, by mention of some of the 
recent accessions to the Cause which, 
at least in part, are placing their re­
liance on the Common Law in the ab­
sence of adequate statutory provisions, 
viz: National Association of Amusement 
Parks, Automobile Merchants Associa­
tion of New York, American Zinc In­
stitute, Corset and Brassiere Association 
of America, Society of American Flor­
ists and Ornamental Horticulturalists, 
American Fur Merchants Association, 
Toy Manufacturers Association of U. S. 
A., New York Furniture Warehouse­
men’s Association, Warehousemen’s As­
sociation of the Port of New York, and 
Pennsylvania Furniture Warehouse­
men’s Association.
A new field for the utilization of Ar­
bitration as a means of relieving the 
congestion of court calendars and of 
speedily disposing of disputes arising out 
of automobile accidents has recently 
been developed by the American Arbi­
tration Association in cooperation with 
two of the leading casualty insurance 
companies. Under the guidance of that 
Association the United States Casualty 
Company is to carry on the experiment 
locally as to New York City and the 
Metropolitan Casualty Insurance Com­
pany is to carry on the experiment nat­
ionally through its twelve branch of­
fices and three thousand agents and 
with the assistance of the American 
Arbitration Association’s National Panel 
of 3,170 arbitrators distributed in 1,135 
communites, operating under a uniform 
system of rules, forms and schedules of
By HOMER A. DUNN, Chairman, Com­
mittee on Arbitration.
fees, and in accordance with the arbi­
tration laws (statutory or common) of 
each state, and constantly growing in 
number and community distribution.
In relation to relieving the congestion 
of the court calendars, the Metropolitan 
Casualty Insurance Company has made 
the following pledge to the American 
Bar:
“ For an experimental period of at 
least one year, beginning June 1, 1928, 
or earlier if the effective machinery can 
be provided, the Metropolitan Casualty 
Company will consent to the immediate 
arbitration, under the standard rules of 
the American Arbitration Association, 
of any claim for damages for personal 
injuries growing out of an accident cov­
ered by a Metropolitan policy.
“ Every claim will be determined by 
impartial arbitrators to be agreed upon 
by the parties or to be appointed by the 
American Arbitration Association, Nat­
ional Headquarters, No. 342 Madison 
Avenue, New York City, N. Y.
“The American Arbitration Associa­
tion is a non-profit-making, public-serv­
ing, membership corporation. Not one 
of its directors or officers profits from 
its work, but all are engaged in the 
public service of expediting the settle­
ment of disputes. It has 3,170 arbi­
trators covering every state and more 
than 1,135 cities and towns.
“ Inasmuch as the usual policy pro­
vides limits of only $5,000-$10,000, and 
since the Metropolitan, in fairness to 
the assured, cannot control the pro-
An Act to regulate the practice of Pub­
lic Accounting; creating a Board of Ex­
aminers; providing for the granting of 
certificates of Certified Public Account­
ant, and for other purposes.
Be it enacted by the Legislature of Por­
to Rico:
Section 1.— Any citizen of Porto Rico 
who works regularly as a professional 
accountant in the Island of Porto Rico, 
and who, as provided by this Act, shall 
have received from the Executive Secre­
tary of Porto Rico a certificate authoriz­
ing him to practice as a public account­
ant as hereinafter provided, shall be au­
thorized to call himself and be known as 
a certified public accountant, and to use 
the abbreviated title of “C. P. A.”
cedure where the latter’s excess liabil­
ity is also involved, the offer is neces­
sarily confined to cases within the 
$5,000-$10,000 limits.”
The American Society of Certified 
Public Accountants was called upon by 
the American Arbitration Association to 
make nominations of certified public ac­
countants for its National Panel of Arbi­
trators. Consistent with the policy of 
The American Society to foster and pro­
mote the interests and welfare of State 
Societies, The American Society’s Com­
mittee on Arbitration placed in nomina­
tion the presidents of State Societies, 
excepting as states had previously been 
covered by appointment of members of 
the Committee on Arbitration, and sug­
gested that such presidents be called 
upon for nominations of certified public 
accountants distributed throughout the 
communities of the state. If any of the 
nominees have not yet responded to the 
American Arbitration Association by ac­
ceptance of appointment, it is hoped 
they will act promptly in so doing.
Certified Public Accountants were 
obliged to prepare themselves to serve 
as advocates for clients in Federal in­
come tax matters. They already are pre­
pared to serve as advocates for clients 
in arbitration cases. Public under­
standing and machinery of law are the 
immediate needs. Certified Public Ac­
countants are in a position to utilize 
those needs for their advancement in 
the esteem and recognition of the com­
mercial and financial public— not alone, 
but by cooperation with commercial and 
financial organizations in promoting the 
doctrine of the Arbitration of Commer­
cial Disputes.
No certified public accountant shall 
practice his profession as such in the Is­
land of Porto Rico without first having 
filed in the office of the Executive Secre­
tary of Porto Rico his signature and seal, 
and having also filed a fidelity bond in 
the sum of two thousand five hundred 
(2,500) dollars which shall be approved as 
to form and execution by the Attorney 
General and filed in the Department of 
Finance.
Every certified public accountant who 
practices his profession in the Island of 
Porto Rico shall keep a register num­
bered correlatively of the certificates is­
sued by him and a report of such certifi­
cates shall be forwarded on the last day 
of each month to the Executive Secre­
tary. In case of the death of a certified
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public accountant his register shall be 
delivered to the Executive Secretary.
Section 2.— Within the thirty days fol­
lowing the date on which this Act takes 
effect, the Governor, with the advice and 
consent of the Senate, shall appoint three 
persons who shall constitute a Board of 
Examiners of Accountants, and it shall 
be an indispensable requisite, in order to 
be appointed a member of the Board of 
Examiners of Accountants, to hold a cer­
tificate as certified public accountant, 
granted in accordance with the laws of 
any state of the Union and to have prac­
ticed as such for a term of not less than 
five years; Provided, That in case there 
are not three persons in Porto Rico hav­
ing such qualifications, three persons 
having at least seven years of practice as 
accountants may be appointed. The per­
sons first appointed shall occupy their po­
sitions in the Board of Examiners of Ac­
countants for the terms of one, two and 
three years respectively. On the expi­
ration of each of said terms, one new 
member shall be appointed for a term of 
three years; Provided, That after there 
shall be certified public accountants by 
virtue of this Act, new appointments shall 
be made from persons who hold the cer­
tificate of certified public accountant; 
And provided, further, That in cases of 
vacancy, the appointments shall be made 
for the unexpired term of the member 
who causes the vacancy.
The board shall draft its regulations, 
which shall be approved by the Gover­
nor and duly promulgated.
Section 3.— The Board of Examiners of 
Accountants shall prescribe the require­
ments of the applicants for certificates in 
accordance with this Act, and shall draft, 
with the approval of the Governor of 
Porto Rico, rules for their examination 
which shall include the following:
(a) The board shall hold examinations 
at least once yearly, and on the dates and 
at the places which it may determine. 
The date and the place for the holding 
of the examinations shall be published 
at least three times in a period of one 
month, prior to the date of said exami­
nations, in at least two daily newspapers 
of general circulation in the Island of 
Porto Rico.
(b) The examinations shall be on Prac­
tical Accounting, Theory of Accounts, 
Auditing, Taxes and Commercial Law.
(c) Before taking the examinations, ap­
plicants shall have practiced as account­
ants for not less than two years and, 
moreover, shall submit evidence satisfac­
tory to the board that they are over 
twenty-one years of age, graduates from 
a high school or have equivalent instruc­
tion.
Section 4.— Every person who passes 
the examination provided for by this Act 
shall be issued the corresponding title by 
the Board of Examiners of Accountants. 
The board shall certify to the Executive
Secretary of Porto Rico the name and 
address of each one of said persons and 
it shall then be the duty of the Executive 
Secretary of Porto Rico to enter in a reg­
ister which he shall keep for the purpose, 
the name of each of said persons as a cer­
tified public accountant and to issue them 
the corresponding certificate. The Ex­
ecutive Secretary of Porto Rico shall at­
tach and cancel on each certificate of reg­
istration as certified public accountant, 
internal revenue stamps to the value of 
one (1) dollar, which shall be furnished 
by the candidate.
Section 5.— All applicants shall pay 
the following fees to the treasurer of the 
board:
For examination or exemption 
therefrom as provided by Sec­
tion 8 ................................................ $15.00
For registration of title in the of­
fice of the Executive Secretary,
as provided in Section 4 ............. 15.00
For issuance of certificate by the
Executive Secretary ................... 5.00
Provided, however, That in case any 
person shall not pass all the subjects re­
quired to obtain the title of accountant, 
he shall have the right to be admitted to 
the next examinations to take a second 
examination on those subjects which he 
did not pass, without paying any fee.
Section 6.— From the fees collected, the 
board shall pay all the expenses connect­
ed with this Act. The members of the 
board shall receive a per diem of five (5) 
dollars for each session of the board. The 
board shall render to the Governor of 
Porto Rico at the close of the fiscal year, 
a comprehensive report of all its activi­
ties during the year. The board shall 
elect annually from among its members 
a chairman, a secretary and a treasurer 
and shall appoint the necessary office per­
sonnel.
Section 7.—All the funds collected by 
the Treasurer of the Board of Examiners 
of Accountants shall be turned over to 
the Treasurer of Porto Rico by the treas­
urer of said board, for deposit to the 
credit of a trust fund which shall be 
known as “Trust Fund of the Board of 
Examiners of Accountants.” Expendi­
tures may be made from said funds only 
by voucher issued by the treasurer of the 
said board, countersigned by the presi­
dent.
Section 8.— The board shall exempt 
from examination any person of good 
moral conduct, a citizen of Porto Rico in 
possession of his civil rights, who is over 
twenty-one years of age and who, prior 
to the approval of this Act, has practiced 
for at least five years as accountant, chief 
accountant or auditor with one or more 
firms or corporations of recognized impor­
tance, in the opinion of the board, or 
with the Insular Government or with a 
municipality of the first class, or who has 
practiced for not less than five years as
public accountant or as teacher of ad­
vanced accounting, and who presents his 
application to the Board of Examiners of 
Accountants within the six months fol­
lowing the date on which this Act be­
comes effective, together with the fees 
prescribed by Section 5, as well as the 
documents necessary to show that he is 
entitled to exemption from examination 
in accordance with the provisions of this 
Section.
Section 9.— Every person holding a cer­
tificate issued by a State or Territory of 
the Union where qualifications similar to 
those prescribed by this Act are required, 
in the opinion of the Board of Examiners 
of Accountants, shall be entitled to re­
ceive from the Executive Secretary of 
Porto Rico a certificate of certified pub­
lic accountant. Such person shall pre­
sent to the board a written application 
accompanied by the certificate accrediting 
him as such, and the fees which this Act 
prescribes; Provided, That this certifi­
cate shall be granted only in case of re­
ciprocity with the State or Territory 
from which the applicant comes.
Section 10.— The board may cancel, re­
voke or suspend the registration of any 
certificate issued by virtue of this Act, 
for delinquency, dishonorable conduct, 
negligence or inexcusable ignorance; Pro­
vided, That notice in writing shall be sent 
the holder of said certificate, at least 
twenty days prior to the holding of any 
hearing, specifying the cause of such ac­
tion, and fixing the date of the hearing 
before the board; Provided, further, That 
no certificate issued by virtue of this Act 
shall be canceled, revoked or suspended, 
until such hearing shall have been held 
and the interested person been granted 
an opportunity to defend himself and to 
be heard at said hearing. In case that 
any certificate be canceled, revoked or 
suspended, the board shall inform the 
Executive Secretary of Porto Rico of such 
action and the Executive Secretary shall 
register such order of the board in the 
record of his office.
The interested person may petition the 
reconsideration of the decision within 
the period of thirty days after it is ren­
dered, and if he is not satisfied with the 
decision, he may within the period of 
thirty days after notification of such de­
cision, appeal to a district court through 
a writ of certiorari, for said court to re­
vise the acts of the board.
Section 11.— Any person who shall prac­
tice as a certified public accountant and 
who shall maliciously or by gross negli­
gence issue or permit to be issued a state­
ment, or shall sign or certify a false 
statement of the transactions and finan­
cial standing of any corporation, partner­
ship or individual, shall be guilty of a 
misdemeanor and, upon conviction, shall 
be punished by a fine of not less than two 
hundred (200) dollars nor more than one
(Continued on page 185.)
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Symposium at Pittsburgh Convention
“INTERESTING INCIDENTS IN M Y EXPERIENCE AS A  CERTIFIED PUBLIC ACCOUNTANT ”
THE Certified Public Accountant who wants to be successful usually works so hard trying to 
attain his goal that it is sometimes years 
before he realizes what Robert Louis 
Stevenson once pointed out, that joy 
consists not in arriving, but in the go­
ing.
I thought it would be a nice thing if 
we could take a little time to consider 
the purely business and professionals 
side of our activities in seeing whether 
we did not have some interesting events 
in our own lives as accountants which 
were worth rehearsing.
You don’t have to go abroad to ex­
perience things which are worth re­
counting. As a matter of fact, one of 
the most interesting experiences I ever 
had happened right in America shortly 
after I became one of those wonderful 
people called senior accountants. I was 
sent to Virginia, out in the field where 
a whiskey establishment had built three 
large warehouses.
A certain number of barrels of whis­
key, represented by warehouse receipts, 
were pledged in New York City as col­
lateral for a loan. I was commissioned 
by a firm to go down with a list showing 
the barrel numbers of the barrels of 
whiskey pledged as collateral for the 
loan, to see whether the whiskey was 
there.
I went there and found that Uncle 
Samuel had his revenue agents in 
charge. You could put whiskey in, but 
you couldn’t take it without paying 
duty. It was the practice to sell the 
saloonkeepers whiskey through the 
traveling agents of the distillery, and 
the saloonkeepers bought the whiskey 
in the shape of warehouse receipts or 
certificates, and when they wanted the 
whiskey, they would send one certificate 
down to the warehouse in Virginia, pay 
Uncle Samuel’s agents the tax, and the 
whiskey was forwarded.
Armed with the receipts, I was able 
to find a thousand barrels bearing the 
numbers pledged for loan in New York, 
but it occurred to me, suppose some­
body should issue two or three certifi­
cates against the same barrel. People 
had been dishonest before that day and 
I telegraphed the office in New York and 
suggested that I go to Baltimore and 
examine the duplicate stub and see 
whether there was more than one cer­
tificate issued for these barrels. I re­
ceived a telegram in reply stating that 
while due courtesy was paid to the sug­
gestion, it wasn’t necessary to go to 
Baltimore.
It so happened that I had a brother
Conducted by ELMER E. STAUB,
C. P. A., Detroit, Mich.
in Pittsburgh and I proceeded to have 
further experiences. There was no train 
out of this little place except late that 
afternoon to Huntington, West Virginia, 
from where I could catch a through 
train to Pittsburgh. It was in the days 
of mileage books. I don’t know wheth­
er you still use them in the East. For 
the first time in my life, I rode on a 
Jim Crow car, the only passenger car 
at the end of a forty-eight-car freight 
train.
Arriving at Huntington, I had the 
experience that a tramp has when he is 
hungry and has no meals. When I went 
to the hotel I had no money at all. I had 
a mileage book and I had just enough 
money for a berth to Pittsburgh, but 
after that I had no money left. I didn’t 
know a soul in Huntington, so I went 
up to the best-looking hotel and asked 
for the manager and I told him he had 
probably heard the story before, but 
this was a true one. I had spent my 
last cent for a berth to Pittsburgh and 
I had nothing to eat and I proposed to 
eat on the house and when I got back 
to the office, I would send him a check. 
He said, “ Go in and eat. Don’t put 
your name on the register, because if 
you send it when you get back, I don’t 
want to know your name.”
I wrote a collect telegram to my 
brother to make sure he would meet me 
at the station because I didn’t have car 
fare. They said they didn’t send col­
lect telegrams, but I said they would 
have to send that one because I had no 
money and the fellow said, “Now, I 
know I won’t send it.”
I went back to the hotel and I started 
playing checkers with a fellow. I am 
not a salesman, but I don’t think an 
hour went by before I had a dollar of 
his money for my telegram. I sent him 
the dollar when I got back. I never 
realized what it was to be far from 
home and have to borrow from strang­
ers. I got to Pittsburgh and finally 
back to the office in New York.
A few months later the president of 
that distillery committed suicide and 
of the certificates covering nearly a 
thousand barrels the bank had four 
barrels. Some of the barrels had as 
many as twelve certificates against 
them.
Janies Hughes, C. P. A., Jersey City,
N. J.:
This is not exactly an accounting ex­
perience, but it is rather an interesting
one. It happened in New York City just 
a few weeks ago. A chap walked into 
a brokerage house and said he wanted 
to buy some bonds. The manager of 
the brokerage house said, “That is our 
business, selling bonds, but we like to 
have every customer identified.”
The prospective customer said, “ I do 
business with such-and-such a bank, Mr. 
So-and-so.” They called up Mr. So-and- 
so and he said, “ Yes, that man is sound. 
He hasn’t a big account with us, but 
he is perfectly sound.”
So this chap bought a few hundred 
dollars’ worth of Liberty Bonds and 
paid for them with a certified check on 
the bank. The transaction went through 
in due course and a few weeks later he 
drifted in again and bought a few more 
Liberty Bonds, clearing the transaction 
in the same way by means of a certified 
check on the bank.
He did that a third time, so that he 
had established the situation quite well 
and then he came in one day and or­
dered $6,000 worth of these bonds. It 
was the same kind of bond he had been 
buying and the bonds were ready for 
delivery on a Friday. He came in Fri­
day morning with a certified check on 
the bank. They turned over the bonds 
and took the certified check. It was 
just as regular as all the other transac­
tions up to that point.
The stock exchange house deposited 
that check on Friday. On Monday 
morning the bank called up, that is the 
bank in which they deposited called up, 
and said that check for $6,000 had been 
returned. It was a certified check, but 
the bank of issue said it was a forgery. 
The stock exchange house was then 
asked whether they had permitted the 
money to be charged back to their ac­
count and they said, “ Just a minute,” 
and called up their lawyer and he said, 
“ When did you put it in the bank?” 
They said, “We got it Friday and put 
it in Friday.”
He said, “ You didn’t hear about it 
until Monday?”
“No.”
What had happened was this: This 
chap, getting a certified check from the 
bank Friday morning had gone off and 
in an hour he returned to the bank and 
presented the certified check and said, 
“They are fussy; they want cash, so 
give me the cash, and I will go and give 
them cash for the bonds.”
He got the money. He also got the 
bonds. Now it is the belief, of course, 
that the bank of issue of the certified 
check did not know there was a forgery 
until Monday.
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I think the story is interesting as re­
lating how good some people are at get­
ting something for nothing.
Chairman Staub:
Things don’t always pan out that way.
I remember an experience, not exactly 
along the same lines, but it is amusing. 
I was sitting in the office in Berlin when 
a man came in and presented his card 
and said, “ I am from Mr. So-and-so, of 
Hamburg.” He claimed to have met 
me and asked if we were making Amer­
ican loans.
I said, “No, I am merely investigating 
certain things. What is your problem?”'
He said he wanted to borrow some 
money, half a million or so, and I asked 
him what he wanted to borrow it on 
and he went over a lot of details of a 
proposed loan and everything seemed to 
be very satisfactory, and I said to him, 
“Now, I suppose you know that Ameri­
cans not only make loans of money, but 
they also want money repaid. How do 
you expect to repay the loan?”
“Why,” he said, with a strange look 
on his face, “Now, really, I never 
thought of that.”
D. H. McCollough, C. P. A., Charlotte,
N. C.:
I had a rather interesting experience 
with what was at one time a corporation 
and if any of you want to dissolve a 
corporation, you might do as this man 
did. He was an old bachelor and he 
had two nephews who requested him to 
have his company incorporated. He 
proceeded to do it in 1917, and then the 
Government commenced to ask for re­
ports.
He was an old Scotchman and close- 
fisted, so he wrote to me and asked 
whether I would come over and make 
out these “ damned forms” the Govern­
ment was sending. I went and made all 
the returns for him for that year, and 
I went back the second year and he 
said, “This is not a corporation any 
longer. We are not going to be both­
ered with all these damned forms and 
reports any more.”
I said, “ Where are your dissolution 
papers and certificate from the Depart­
ment of State?”
“ Oh,” he said, “ I just took the certifi­
cates and tore them up and put the 
books and everything in the stove. It’s 
back in my own name now, everything.”
Paul  Pinkerton, C. P. A., Chicago, Ill.:
An extremely prominent Chicago ac­
countant, whose name I think you will 
all agree with me it is wise to withhold, 
unless he chooses to disclose it himself, 
called a meeting of his partners at one 
time and told them that certain infor­
mation had come back to him as hav­
ing originated in a letter which he had 
written to a business acquaintance.
He said, “I wrote such a letter, dic­
tating it to the stenographer in our of­
fice and when she brought it to me, I 
thought perhaps the letter was too 
strong and I tore up both the letter and 
the carbon copy. I haven’t talked 
about this matter to anyone and the 
only way in which this could have got­
ten out is through her. The phraseol­
ogy in the charges that have come to 
me in this matter is so identical with 
the way in which I dictated it, that the 
person who is making this complaint 
must have seen a copy of that letter, 
and yet there was no letter, because as 
soon as it was typed, I tore up both the 
letter and the carbon copy.”
The stenographer hadn't been con­
nected with the firm for some three or 
four days prior to this time. She had 
been released because they questioned 
her attitude on various matters and sort 
of felt there was something wrong. It 
was the custom of the firm to preserve 
the stenographers’ note books in the 
vault and they went there and found 
none of her note books were in the 
vault.
You know we sometimes have sys­
tems that we don’t check up as well as 
we might. It was deemed advisable to 
get hold of those note books and they 
thought she probably had them at her 
apartment. She had another position. 
She had an apartment with another 
young woman and they were both em­
ployed in the day time. They wanted 
to get those note books.
Well, in Chicago, you know, when 
you want something like that done, as 
for instance hiring an efficient burglar, 
you go to the Chief of Police. The ac­
countant went to the Chief of Police, 
made the proper arrangements and had 
all the note books brought back within 
an hour. The burglar who returned 
them said, “Whenever you need any 
other services in my line, go over and 
see the Chief and he will get in touch 
with me wherever I may be.”
A. L. Rawlings, C. P. A., Norfolk, Va.:
In my limited experience down South 
I have had some rather amusing inci­
dents in connection with tax returns. I 
recall one morning that a Greek or an 
Italian, I don’t recall which, came into 
my office and I think he figured out I 
was going to do all the work and so, I 
turned him over to the man on my staff 
and he proceeded to interrogate him to 
get a line on the situation.
“ Do you operate a corporation?”
“No, a restaurant.”
“ Do you keep any books?”
“ No.”
“ What do you do with your money, 
put it in the bank?”
“ Yes, some of it, and pay the bills 
with it.”
This fellow was questioning him 
closely and suddenly he reached over 
and said, “ Mr. Smith, how much money
do I have to make to pay the Govern­
ment $25?”
I heard that myself.
A  friend of mine told me a week ago 
of an experience he had. It was a Jew 
this time. He had a son. There was 
considerable additional assessment 
against him as a result of a revenue 
assessment against him and he was 
much disturbed and worried about the 
proposed tax. He called the account­
ant in to go over it and straighten it 
out.
Then he went out and got drunk and 
he got into an argument with him over 
the amount he was paying him and the 
accountant said, “ You are drunk. Go 
home and go to bed until I send for 
you.”
Four days afterwards the fellow’s son 
came into the accountant’s office to see 
him and he said, “ Mr. Brown, my fa­
ther says he has been in bed four days 
and he would rather pay the tax and 
go to jail than stay in bed any longer.”
E. L . Pride, C. P. A., Boston, Mass.:
I had a little amusing case in connec­
tion with a brokerage affair in Massa­
chusetts. The District Attorney was 
prosecuting a case involving Roi de 
France, which was a stock that was listed 
on the New York Stock Exchange.
I went to New York and down to Mer­
cer Street to find out for the District At­
torney what kind of a manufacturing 
business was conducted by the Roi de 
France. They manufactured toilet arti­
cles. They hadn’t more than fifty dol­
lars’ worth of material up on the fourth 
floor, but the fellows who manipulated 
this scheme had that firm incorporated 
and floated the stock. They worked it 
up in New Jersey and New York at five 
dollars a share and they came over into 
Massachusetts to sell a little of their 
stock.
The scheme was this: They gave the 
two fellows who operated it in Massa­
chusetts a thousand dollars. One of them 
went into one of our first class brokerage 
concerns, and said he would like to buy 
five thousand shares of Roi de France 
and he wanted to pay for them. He asked 
them to quote the stock and see what it 
was worth. They said they could buy five 
thousand shares and they accepted the 
thousand dollars as part payment for that 
stock.
Well, having bought the five thousand 
shares through the New York concern 
for three thousand dollars, the brokerage 
concern paid the three thousand dollars, 
and, having sent over the thousand dol­
lars as a part of the purchase price, they 
had made two thousand dollars on the 
transaction because the stock wasn’t 
worth anything.
Then the man went to another broker­
age house, and did the same thing. By 
that method three days before the stock 
was delivered, they were able with all of
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the brokers they had involved in Massa­
chusetts, to corral about forty thousand 
dollars.
By the time they looked around for the 
men to pay for the stock and advise them 
it was on hand for them, they weren’t to 
be found, but the District Attorney found 
them and prosecuted them. They were 
indicted and the case went to trial.
I was used as one of the Government 
witnesses and the case was won before 
the grand jury hands down. They had no 
case whatever. I never shall forget, how­
ever, how beautifully one of our very able 
attorneys defended that case for those 
boys. There were three of them and they 
sat at the bar ready to go to jail, but he 
put on the stand one broker to ask him 
what he knew in regard to this transac­
tion. He said that the fellow came in 
and he gave him a thousand dollars and 
agreed to come back in a couple of days 
and put up the balance of two thousand, 
but he did not show up and therefore he 
lost two thousand dollars by the transac­
tion.
The lawyer said, “That is nothing but 
a common brokerage transaction, an 
everyday thing, that people come in and 
put up a thousand dollars margin, but 
this man didn’t come back and he was 
perfectly satisfied to lose his thousand 
dollars.”
“No,” he said, “that wasn’t a margin 
transaction. It was a straight cash trans­
action and he agreed to come back and 
pay the balance in cash.”
“You are losing money through these 
transactions of this kind, so let’s agree 
that it is a margin transaction.”
“No, I can’t agree to that at all.”
“Let’s see. Did you ever lose money in 
any other way with any other customer?” 
“Yes, we’re losing money that way all 
the time.”
“Do you remember Mexican Seaboard 
when it was floated?”
“Yes.”
“Did you agree to take any of that 
stock and participate in the floating of it 




“To whom did you sell it?”
“Anybody who wanted it.”
“Did you tell your customers and cli­
ents it was good stock and they had bet­
ter have it?”
“Yes.”
“How much is it worth today?” 
“Twenty-three dollars.”
“And you sold it to them for forty dol­
lars a share?”
“Yes.”
Well, he made a beautiful witness for 
his clients out of that. When he argued 
that case he said, “Mr. Foreman and 
Gentlemen of the Jury: You have heard 
this case from start to finish and seen
these three boys who sit here, who are 
being tried and may be sent to jail. Why, 
Mr. Foreman and Gentlemen of the Jury, 
you probably have lost money in the 
brokerage concerns. I don’t believe that 
there is a man who hasn’t speculated and 
lost good money that way, but did you 
hear what the witness said? He took forty 
thousand shares of stock and he spread 
it around for a brokerage concern and 
profited by the transaction and stuck 
every one of his clients who bought it. 
If any man should go to jail, it should be 
the witness and not those three boys.”
The jury acquitted them and they 
agreed that the witness was the one who 
should go to jail.
Chairman Staub:
I wonder if any of you realize the dif­
ference between calling on a bank officer 
in America and calling on one in Ger­
many as it was when I was there in 1925. 
The American tendency is to do away 
with private rooms and partitions and 
expose the officers to the requests and 
conferences of the customers.
In Germany it was a little different. I 
don’t know how Americanized they have 
become since then, but you would go into 
a large bank with one or more letters of 
introduction and you would be stopped 
by a man in uniform, the porter.
Some of the banks have their officers 
in separate buildings and there are 
separate entrances to those buildings, and 
I have been in banks where the entrances 
were closed and you had to ring the bell 
before the door would be opened. Then, 
after you had explained that you wanted 
to see a director, one of the two or three 
assistants would lead you to an elevator. 
No matter how large the building itself 
is, it has a very small elevator. They 
usually hold about four people. The ele­
vator is heavy bronze or brass, a delight­
ful contraption of metal and crystal. He 
would produce a very large key from his 
pocket and unlock the elevator door, 
open it, and bid you go in.
I was hoisted to the second floor in 
one of these experiences and on the sec­
ond floor there was a desk in the middle 
of the hall with one uniformed man and 
two other assistants there. He took my 
letters of introduction addressed to the 
powerful director and immediately as­
signed one of his assistants to lead me 
down the hall and around another hall 
and up to a pair of steps where I was 
turned over to still another uniformed 
man. He suggested that I take off my 
overcoat and leave my cane (they all 
carry canes over there), which I did, and 
he led me down the hall further to what 
was supposed to be a waiting room. I 
have called it a meditation room because 
of the time one has to spend there alone 
thinking about what is going to happen 
next.
The room was very beautifully deco­
rated, had wonderful furniture, and was 
supplied with magazines, papers, and 
cigars and cigarettes. But you are left 
alone! You are allowed to think. I pre­
sume they expect the visitors to think 
over what they are going to say. At 
least, they give them plenty of time to 
do it.
Finally a young man comes in and 
asks who you want to see, I presume 
that is merely a check and you again give 
the name of the powerful director and he 
says, “Step this way.” You may or you 
may not see the director. I was led to 
another room where I again waited, and 
I presume that was in case you were 
trying to put one over, you would be 
discouraged long before you saw the di­
rectors.
Finally the partition was opened be­
tween that room and the next one, and 
another man ushered me into the pres­
ence of the royal director, and it had 
taken about an hour and a half to do it, 
and let me tell you, if it had been in your 
mind when you started that he was going 
to be impressed by the fact that you were 
from America and that he would drop 
everything to see you, you had regained 
an humble attitude by that time and you 
are thankful at last to have reached the 
sanctum where they preside over the 
destinies of financial Germany.
Five large banks in Germany do the 
majority of the banking business in that 
country. At one time the largest of them, 
the Deutsche Bank, had some six hundred 
branches and some forty thousand em­
ployees. They have a system whereby 
their large number of directors are rep­
resented usually as chairmen of the 
finance committee on the boards of di­
rectors of nearly all of their larger bor­
rowers. The result is that when you be­
come a borrower in Germany, you start 
in to pay tribute to one of the five large 
banks.
They are financial department stores, 
having their own auditing departments, 
and they do nearly all of the buying and 
selling of securities on the stock ex­
change, and practically all of the under­
writing and foreign exchange business. 
If you ever expect to succeed in business 
in Germany, it is a wise plan not only 
to make your peace but also to get into 
the good graces of the “D” banks and 
realize that you must share your profits 
and prosperity, and share them liberally 
with the banks. Of course, they don’t do 
that here.
George D. Wolf, C. P. A., Chicago, Ill.:
I have been at the convention since its 
inception this week and I believe I have 
probably taken away more really con­
structive thoughts so far than I have 
from any convention I have ever attended. 
I have made no contribution whatever to 
the program as I sat here thinking over 
the discussions that were taking place, 
and I wondered why we did not have
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some discussions of the constructive side 
of our experiences.
A few days ago I read an article by one 
of the country’s prominent accountants, 
in which he rather stretched the danger 
of the accountant’s going too far afield 
in his work. I think that is a danger 
that is ever present. It is present in the 
work that the Certified Public Account­
ant is now recognized as doing. We have 
long recognized it as a part of the con­
structive work in the accounting field.
Budgets are based on assumed condi­
tions. They work out or do not work out 
depending upon the result of sales and 
manufacturing conditions, and so forth.
I am one who does not believe that 
there is a definite restriction of the pub­
lic accountant’s field. I am one who be­
lieves that the public accountant, equip­
ped as he is with facts and with the 
ability, through experience and training, 
to read these facts, is the man who is 
best qualified to render a service along 
constructive management and associate 
management lines. I believe that the 
public accountant of the future in the 
conventions and in the local meetings, is 
going to give more and more attention 
to the question of these constructive 
services.
I want to give to you a personal ex­
perience and I, in doing so, want to make 
some apology for what may appear to be 
the ego that may be involved necessarily 
where a story is around personal con­
tacts.
It is not the story of the accountant’s 
being called in or forced into a situation, 
or forced into the bond issue by dis­
gruntled directors or by the banks be­
cause of financing frozen loans, but one 
where every condition was on the surface 
satisfactory, not only to the management, 
but also to the ownership.
This company is in a manufacturing 
business. It is not large, probably three 
hundred thousand a year in volume. The 
industry is highly specialized. There is 
no company in the industry in this coun­
try doing a larger volume, so they were 
at least representative from the stand­
point of size. The principal owner of 
this business, the majority owner, had 
considerably over 50 per cent of the stock, 
was its president, sales director, and 
salesman, and the real developer of ideas 
and patentee of the devices which they 
were marketing. He did a highly specia­
lized business.
During the period of the war there 
grew up in the organization many prac­
tices which they could take care of be­
cause of the profits which were coming 
in in those days on a somewhat abnormal 
basis.
From time to time this organization 
had their accounts audited and the presi­
dent of the company, on his frequent 
trips in the vicinity of our office, would
come in and advise with us about condi­
tions. On almost every trip he would 
ask me some particular question on cost 
accounting and would go away only to 
come back in two or three weeks or 
months suggesting some reason why that 
particular plan or idea would not apply 
to his particular business.
I realized that his difficulty was in his 
lack of accounting knowledge. He was 
taking these suggestions and presenting 
them to his associates and they, not be­
ing interested in cost accounting or any 
other type of detailed check over the fac­
tory management, were offering objec­
tions, and he was not able to answer the 
objections so he would come back and get 
the answer and then find some other ob­
jection had been proposed.
I said to him one day, “You are making 
a great mistake in your relationship with 
your accountants. At the present time 
you are having an annual audit which 
is costing you a few hundred dollars. As 
far as the integrity of your records is 
concerned, you need have no question, 
but I personally feel that the audits are 
lulling you into a sense of security about 
your business which you are not justified 
in assuming. I think other things are 
far more important than the results 
which you are securing through your 
audit.”
“Well,” he said, “I don’t know that I 
understand you.”
That was in November.
I said, “Think it over between now and 
March and in March come and see me 
and between now and that time you think 
over the question as to whether you do 
not want to come and see me and ask 
me to make a survey of your organization 
and see whether we can not propose to 
you a service that will take care of many 
of the things which I think your business 
needs.”
“Why wait until March?”
My answer was that we were in a busy 
season and preferred to let it rest. He 
did come back in March or April and 
asked us to look over their entire busi­
ness, which we did. We found in that in­
dustry that he had a successful company 
making money, in spite of all the handi­
caps under which he was working. I 
Will not tell you what these handicaps 
were, but simply let you draw your con­
clusions as I tell you some of the steps 
taken and some of the advantages later 
on secured.
One officer of the company with a sub­
stantial stockholding and a salary of 
$7,500 a year could not outline any of 
his duties which on paper would look as 
though they might take not more than 
half an hour of his time a day. The of­
fice manager, a $5,000-a-year man, on oc­
casions said good morning to the presi­
dent and many times ignored him. An­
other substantial stockholder in the com­
pany was working in the factory also at
$7,500 salary, and the superintendent was 
doing the same and at the same salary.
I think that grew out of the excess tax 
situation in 1916, 1917, and 1918, with 
which we are all familiar.
I found that this man who was in con­
trol of the business, as far as stockhold­
ings was concerned was not in control 
of his company. When he had a direc­
tors’ meeting, the minority stockholdings 
were the majority on his board, and the 
policies were decided by them and he 
was obliged to abide by them or await 
the next election day and force a board of 
his own choosing.
The health of this man, his limited 
business experience outside of the line in 
which he was operating, and his natural 
hesitancy to take hold of a situation of 
that type aggressively, resulted in his 
letting these conditions ride along over a 
period of years.
After a reasonable amount of time 
had been spent in securing a real pic­
ture of the manufacturing problems and 
personnel problems, we found it desir­
able to have the services of an engineer, 
an industrial engineer, and he was 
called in. He wanted to do the job in 
his own way as a direct employee of 
the organization and not for us. He 
outlined an initial survey and an out­
line of the work they proposed to do 
and the approximate time for handling 
each phase of it, and then he required 
a weekly report and there was to be a 
weekly meeting. As all of the directors 
of the company were employed there, it 
was practically a directors’ meeting 
which passed on the work that had been 
done, and discussed the program for 
the following week.
We found that the difficulties were 
thrashed out in that meeting and there 
was no conflict of a serious nature in get­
ting the new methods and practices es­
tablished which made it possible to sub­
stantially reduce the operating costs in 
the plant, also to reduce the inventories
25 per cent and carry more balanced in­
ventories than before.
After we asked one of the officers 
who had a salary of $7,500 a year to 
make a personal survey of his own 
time, he came in and said, " I  think I 
have been in this business long enough. 
I want to retire. I should like you to 
be as lenient as you can as to how soon 
I shall be removed from the payroll and 
I should like to see if there is not some 
way whereby my stockholdings can be 
taken over.”
He proceeded to retire and felt per­
fectly comfortable about doing so under 
those conditions. His brother, also in 
the plant, made the same sort of sug­
gestion and his work was turned over 
to a $175-a-month man already working 
there, and he absorbed that work and 
went along without realizing that there 
was any additional burden on his 
shoulders, so you see these two men
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were putting in their time taking ad­
vantage of their stockholdings and di­
rectorship and penalizing the business, 
for it was placing the business in the 
position that if a war on price should 
develop, they could not survive.
Today the situation is that the man’s 
health has broken, but he is able to 
leave his business six weeks to two 
months at a time. His manufacturing 
costs are lower and the sales costs 
are approximately the same with a sub­
stantially increased volume and there­
fore an increased profit.
I can’t give you in these few words 
the real picture of the service the ac­
countant renders in a case of that kind. 
You will have to draw on your own ex­
perience to realize the value of an ac­
countant in connection with a business 
of that sort in which he can advise the 
management intelligently. It is not be­
cause the accountant is smarter than 
the business man, but because in many 
cases the business man either does not 
have the facts and information on which 
to make decisions, or he is unable to 
read them as they should be read.
I think there is a place where the ac­
countant can be of the greatest service. 
What does that mean from the account­
ant’s standpoint? It means in this case 
that that client spends ten to twelve 
times as much with his accountants as 
he did before, and I know if it were pos­
sible to measure the degree of appre­
ciation, that we would find his appre­
ciation of that service has increased 
greater than the bill has.
Chairman Staub:
The time is going on and I should 
like to take you for a trip to Poland, 
because I think it is a little further 
than most of you have been. It is the 
job farthest away from the head office 
that I have ever had, and I am going to 
read a letter which I wrote in March, 
1925, in connection with that trip, not 
so much the business side as the per­
sonal experiences at that time.
Have any of you ever been to Poland 
or to Hungary? It happened to be my 
duty to make both trips and they were 
an eye-opener.
“ Far away from Europe and the bat­
tle fields which are so devastating of 
morale as well as of physical and ma­
terial things, America has no idea of 
how the world war has shaken the peo­
ple here. No one knows how long it 
will take to restore something of the 
pre-war feeling to say nothing of im­
proving thereon. Europe has been set 
back fifty or more years in spirit and 
in some respects it is still living in the 
Middle Ages, as a nation that even in­
dividuals within their own boundaries 
regard each other with suspicion and 
the traveler always feels it.
“ He knows that he is at the border 
because there things begin to happen. 
With a fellow traveler I left Berlin in
the evening for Warsaw. After settling 
down to a good sleep at ten-thirty p. m., 
I was awakened by loud talking and the 
opening of our compartment door from 
the outside. You lock it on the inside, 
but they have keys that open it just the 
same. (Always travel stag.) It was 
a German Passport Inspector.
“ It is impossible for anyone to go 
from one country to another over any 
road, railroad, or by ship without pass­
ing all the inspections of both countries.
“After he has made an elaborate rec­
ord and stamped your passport, you set­
tle down once more to sleep. Just as 
sound sleep returns, there is another 
racket and again the door opens from 
the outside. This time it is a Polish 
customs inspector. What a difference 
between the German and the Polish of­
ficials! The spick and span German of­
ficer is replaced by a carelessly-dressed 
Pole whose uniform may once have 
been a German war uniform and which 
is ill-fitting and dirty. You resent his 
looking through your grip, especially 
since you have assured him you don’t 
smoke or drink. Nevertheless, you 
come from Germany and they hate Ger­
mans and the hatred is returned with 
usury. The Pole can’t conceive of any­
one’s coming from Germany who doesn’t 
smoke or drink.
“ Berlin and the German cities are 
full of beer and liquor at the restau­
rants and cafes. It is hard to get a se­
lection of vegetables in Germany. It 
is true that the people live on meat and 
drink. The first thing you get when 
you go into a restaurant in Germany is 
a wine list. This is true, of course, of 
other European cities as well.
“ The Polish customs inspector disap­
pears and you turn over again to go to 
sleep, but no, it is not so easy, for he 
has found a rascal two compartments 
away who had concealed a bottle of 
cognac, and the discovery is hailed with 
delight.
“ At an art gallery I saw a drawing of 
a man being hustled to a guillotine, 
clothed in black, even to his head. The 
executioner was reaching forth for his 
victim and he appeared to guffaw with 
delight at having another head to chop 
off. Something of that feeling must 
have pervaded the Polish customs offi­
cial when he made his find, for he spent 
at least ten minutes in loud talk and 
laughter before he disappeared.
“ Once more you again settle to sleep, 
to be again awakened later by the cus­
toms inspector’s demands from the 
smugglers. Some of them were asked 
to pay two hundred zloty, or about forty 
dollars. Forty dollars was demanded 
for that one bottle of cognac he tried 
to smuggle in.
“At last, you say, I will get to sleep 
and you turn over. Once more you sink 
into deep sleep, but you are not per­
mitted to do it for longer than twenty
minutes, when loud voices are again 
heard and once more the door is opened 
from the outside, notwithstanding you 
have already locked it several times. 
More Polish officials are there. This 
time it is a passport inspector for Po­
land. You hope he will do as the Ger­
mans did, examine the passport, make 
copious notes, and then go; but no, that 
is too easy. You wouldn’t be impressed 
with the fact that Poland has become 
an independent state. The officer hands 
you a metal check and keeps the passport 
and tells you he will be back again, 
maybe within a half hour. Whether 
they examine it under a microscope I 
don’t know, but they keep it so long 
that once more you fall asleep. They 
keep it for some time anyway and you 
fall asleep. That is what they are wait­
ing for, so they can awaken you and ex­
change that filthy, greasy, metal check 
for your passport, and you will be im­
pressed by the fact that they are the 
party in power. In any event, that is 
the practice they have adopted.
“ You look at your watch and discover 
that three good hours have been wasted 
in details born out of suspicion and 
hatred and enmity and you thank God 
there are not forty-eight borders, forty- 
eight customs inspections, and forty- 
eight passport inspections in the United 
States of America.
“ I am not sure that the erection of 
more independent states is good for Eu­
rope because the more there are erected, 
the greater the taxes, and the suspicions, 
and the greater the burdens that all the 
nations of Europe will bear.
“After fitfully sleeping for the bal­
ance of the morning, you arrive early 
in Warsaw. You have heard it is a 
beautiful old city and there are many 
indications that it was, with fine build­
ings and fine wide streets, and the broad 
Wista River and the bridge carrying a 
continual stream of traffic, but oh, what 
it is now! In its principal streets, made 
of wooden blocks, there are many holes 
and since horses are used, one-horse 
straskies, like the Victoria of old times 
with the top folded back, it is rather 
dangerous. The odor is bad, and yet 
the principal hotels are on that street. 
Most of the women are middle aged and 
wear shawls and it is a pity to see the 
beggars, old women, even at the en­
trances to the cathedrals.
“ The cathedrals are themselves de­
crepit looking and the worshipers are 
a heartrending sight. They are mostly 
old women and men of whom many are 
still carrying the war tragedies of God 
knows what. Their faces are seared 
with worry, and they are pathetically in 
tearful earnest at prayer.
“ One must use what they use. The 
hotels have furniture and carpets so 
worn, that with few exceptions the aver­
age American family would not have 
the stuff in the house.
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“ That there is hatred aplenty it is 
evident from the soldiers you see there 
everywhere. It is said that they have 600,­
000 soldiers, six times as many as Ger­
many or the United States, and they 
talk of fighting both the Germans and 
the the Russians.
“ I shall never forget the railroad sta­
tion at Warsaw, a low building, on the 
railroad side of which there is a porch 
of heavy timbers. The waiting room 
was crowded with people without hope, 
most of them in rags, the men with 
heavy high boots and caps, dirty, un­
kempt and unshaven, the women in 
shawls and dresses which must have 
been in use for years without pressing, 
and what old-looking people! Even the 
children have old faces. There is help­
lessness written all over their faces. 
They are slaves to their diplomats. 
What will these diplomats have to an­
swer for before the throne of the Al­
mighty! They have caused the peo­
ple to be murdered and sustenance to be 
shot away and seven years after the war 
the burden is not lighter and no honest 
effort has been made to lighten it.
“ I have been told that people die 
gladly here. I believe it. They are 
afraid to take their own lives and death 
gives them the relief they cannot get in 
any other way.
“ The cost of living is higher than in 
the United States, and the people in 
Poland are paid less than in Germany. 
An English engineer in Warsaw told me 
in the smaller places and the iron works 
and coal mines in West Poland com­
mon laborers get the equivalent of the 
purchasing power of five cents per hour in 
American currency, and others get very 
little more. He claims to have been told 
this by an official of the Government 
and the Government had hoped to force 
a raise and even if they were successful 
in doubling it, you can imagine the ter­
rible existence in Poland. No wonder 
there are Bolshevists there.
“ The American working man, being 
able to eat, clothe his family decently, 
and even hoping eventually to buy an 
automobile (and in most cases buying 
one), is surely more fortunate than his 
European brothers. Any of those who 
have Bolshevik tendencies in America 
should come and see these people. I 
have been told that it is so much worse 
in Russia than it is in Poland, that it 
makes Poland a paradise in comparison, 
yet we have politicians who have never 
been there raising their voices loudly for 
the recognition of Russia.
“ It is interesting to know what all 
these folks think of America. (This 
was in 1925.) Everyone thinks that 
America has been the big winner in the 
war. They say openly that they took 
everything they have and that is the 
reason they in Europe have nothing. 
America is their lawful prey and they
chuckle with glee when they get an 
American loan. I have sat at a table 
with Germans and Poles who said frank­
ly if only America were just over the 
border, what a country that would be to 
plunder.
“ There are others who think differ­
ently, but most of them would be glad 
of the chance to play the bandit on us. 
They are sore at America because they 
feel if America would cancel her loans, 
the cancellations would go down the 
line and all Europe would be relieved of 
its debt, but America doesn’t cancel.”
M. D. Bachrach, C. P. A., Pittsburgh,
Pa.:
Before I hung out my own shingle, I 
worked for Frank Wilbur Main and he 
was called upon to audit the books of 
the Jewish Home for the Aged. He 
sent a man out but he came back and 
said he couldn’t do anything with it be­
cause every entry in the books was made 
in Jewish. Fortunately my parents had 
seen to it that I had a fair Jewish edu­
cation, and I was able to read the en­
tries in the books and proceed with the 
audit.
About a year later we received a call 
from the Lithuanian Lodge in McKees­
port and they told me to go out. I took 
a man with me and when I got there I 
discovered why they sent for me. Every 
line of writing in the books was Lith­
uanian. I knew nothing about the 
language. I sent the assistant back and 
sat down with a Lithuanian who could 
speak English and I studied enough 
Lithuanian, such as the names of the 
months, the headings of all the differ­
ent books and the various entries on the 
vouchers, which were limited to such
items as salaries, office expense, death 
benefits, interest on loans, to be able 
to make a fairly intelligent audit.
There is another experience which I 
consider humorous. It was a little 
audit of an installment furniture house. 
The proprietor received a letter from 
the Government asking him to appear 
to explain one of his tax returns and 
that reminded him of the fact that some 
time before he had received a letter 
from the Government containing a re­
fund check with an explanation. As 
he told it to me, he couldn’t make out 
What the letter was all about and, fear­
ing to get in wrong, he mailed the 
check back.
Chairman Staub:
That reminds me of one job in Hun­
gary where, instead of working from 
one language to another, we had to 
work through a third language. The 
books were in Hungarian and we had 
to make the reports in English, so we 
got a stenographer who could speak Hun­
garian and German, and we had the 
Hungarians talk to the stenographer in 
Hungarian and the stenographer talked 
to us in German, and we talked to the 
other parties in English. It was a very 
interesting proposition, I assure you.
There was one other interesting 
thing. W e sent a man down to Italy 
and when he got back I discovered that 
after all, those European countries have 
a real language, because to my astonish­
ment, when he was working over the 
profit and loss account that he brought 
back and copied off the ledger there,
I saw the heading “Profito Peridito,” 
and I said, “ That is right, you either 
make a profit or you go to perdition.”
C. P. A. EXAMINATION QUESTIONS, 
DISTRICT OP COLUMBIA, MAY, 1928
AUDITING
May 14— 8 A. M. to 12 M.
Answer all questions.
Relative weight, No. 1, 50 points—  
others 10 points each.
I.
You are requested by a corporation to 
make an audit of its books for the pur­
pose of preparing a report to be used by 
banks in floating a bond issue.
Give briefly the method and general 
scope of your audit and state specifically 
how you would verify the following 
items:
Accounts Payable (Comprising 1,000 
accounts).























Office Furniture and Fixtures. 
Patents.
Real Estate— Plant.
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Real Estate— Subdivided Land.
















“A ” Company, investment bankers, 
submit the following balance sheet and 
profit and loss account of the “B” Manu­
facturing Company and ask you to audit 
and prepare a statement therefrom to be 
used for financing purposes stating that 
the funds received from a proposed bond 
issue are to be applied as follows:
$70,000 to retire notes payable.
$20,000 to remain as working capital.




As at December 31, 1927
Cash .....................................  $1,000
Accounts Receivable ..........  10,000
Notes Receivable ................ 5,000
Inventories .......................... 60,000
Deferred Charges—
Insurance Prepaid ..........  500
Taxes Prepaid ................ 1,500
Plant and Equipment........  100,000
Land .....................................  52,000
Good Will ............................ 50,000
Accounts Payable .............. $10,000
Notes Payable .................... 100,000
Reserve for Depreciation .. 20,000
Capital Stock ...................... 50,000
Surplus .................................  100,000
280,000 280,000
PROFIT AND LOSS ACCOUNT 
For the Year 1927
Sales .....................................  $200,000




General Administrative . 5,000
Depreciation .................... 5,000
Interest ..........................15,000
Fire Loss ........................ 10,000
-------- - 45,000
Net Profit ............................ 55,000
(a) Prepare the statement as re­
quested.
(b) What suggestions, if any, would 
you make to the bankers as to the scope 
of the audit and form of the report as 
prepared ?
(c) Do you consider it advisable for 
the B Manufacturing Co. to float this 
bond issue?
III.
The “B” Laundry Company suspects 
that there is thievery in some of its 
branches, but one of its employees has 
checked the bundles on the shelves of 
such branches and finds that the sum 
of all amounts shown on such bundles 
plus cash on hand equals the amount for 
which such branch managers are account­
able. The management has asked your 
opinion as to whether or not it is pro­
tected. Give briefly some questions, if 
any, that you would ask before making 
your reply.
IV.
Just what steps would you consider 
necessary to properly account for all in­
come of an insurance brokerage concern ?
V.
The “A ” Company uses a considerable 
amount in stamps in mailing its samples. 
Devise a system that would provide a 
reasonable safeguard against theft.
VI.
In the audit of an investment company 
making loans of its own funds on real 
estate and charging commissions as well 
as the usual rate of interest, you find 
that the commission is treated as income 
during the year in which the loan is 
made.
Give briefly your ideas as to whether 
or not this is the proper treatment.
THEORY AND PRACTICAL
ACCOUNTING
May 14— 1 P. M. to 5 P. M.
I.
(Five Points.)
X , a married man, has been doing busi­
ness as an individual and has averaged 
$30,000 a year profits for the last three 
years. He has no reason to believe that 
his profits will increase above the aver­
age for the next several years.
As a Certified Public Accountant, you 
are called in by Mr. X  and he asks you 
to advise him whether, under the Income 
Tax Law of 1926, he should continue to 
operate as an individual or incorporate 
his business and draw $15,000 a year 
salary.
What would be your advice and how 
would you prove your conclusion to 
Mr. X  ?
II.
(Five Points.)
M owns a patent right worth $35,000 
and X  a manufacturing plant worth 
$100,000. M and X  organize a corpora­
tion with capital stock of $135,000. M 
transfers his patent right to the corpora­
tion for $35,000 of its stock. X  trans­
ferred his plant to the corporation for 
$100,000 of its stock.
What is the gain or loss recognized 
from this transaction ? Explain fully.
III.
(Five Points.)
A  syndicate consisting of five members 
proportionately advance $100,000, which 
was used to purchase the property of a 
corporation, which property, when pur­
chased, was transferred to another cor­
poration, for which the syndicate re­
ceived $145,000 in cash and preferred 
stock.
What is the gain or loss realized on 
this transaction and how would it be 




On December 31, 1926, a certain busi­
ness was owned and operated by a part­
nership composed of A, B, and C. The 
M Company was incorporated and by bill 
of sale dated January 1, 1927, the assets 
of the partnership were transferred to 
the corporation in exchange for its capi­
tal stock, of a par value of $150,000. The 
stock was, in turn, transferred to A  and 
B in equal shares, after an adjustment 
among the partners by reason of a deficit 
in C’s account amounting to $50,000. C 
then purhcased from the corporation 
stock of a par value of $30,000, giving 
his note therefor.
What gain or loss resulted to the part­
nership or to either partners A , B, or 
C— C’s capital contribution in the part­
nership December 3 1 , 1926, being $30,000 ?
V.
(Five Points.)
The ABC Corporation has capital stock 
of $200,000 and accumulated surplus of 
$50,000. In 1927 the ABC Corporation 
sold its entire assets to the X  Corpora­
tion for all the capital stock of the X  
Corporation and a payment of $50,000 in 
cash direct to the stockholders. To what 
extent is the ABC Corporation and its 




At June 30, 1927, the balance sheet of
the M Corporation stood as follows: 
ASSETS
Current Assets ................................. .. $20,000
Fixed Assets .......................................  87,000
Deferred Charges and Debits .......... 5,000
Total .........................................  112,000
LIABILITIES
Current Liabilities ............................ $25,200
Fixed Liabilities ...............................  30,000
Deferred Credits ...............................  1,800
Capital—
Preferred stock 500 shares at $100
per share .....................................  50,000
Common stock ........................ No par value
Surplus .................................................  5,000
Total ...............................................  112,000
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The company needs more capital and 
in  order to procure it authorizes an in­
crease in the capital stock as under: 
Preferred stock from  500 to 2,500 
shares at $100 par.
Common stock from  250 to 4,000 
shares, no par value.
The old stock was ordered in to be 
cancelled and new stock to be issued on
the follow ing basis:
Old Stock Outstanding. New issue. 
1 share common ex­
changed fo r  .....................
1 share preferred ex­
changed fo r  ....... .............
Four o f  the original stockholders (A ,
B, C, and D ) o f  the company are also 
officers o f  the company and o f the cur­
rent liabilities shown above, $5,200 
($1,300 each) is due them fo r  salary.
The stock holdings o f  the original is­
sue stood as follow s:
Preferred. Common.
A  ........................................  68 76
B ........................................  50 50
C ......................................... 37 37
D ........................................  22 40
All others ......................  323 47
500 250
A fter  the original issue was taken care 
of, A , B, C, and D took the remaining 
common stock, cancelled the salary due 
them, and donated 1000 shares (250 
shares each) o f it back to the company 
to be used to promote the sale o f  the 
remaining preferred, by giving one-half 
share o f th is donated stock with each 
share o f  new preferred sold. On Decem­
ber 31, 1927, $97,000 was the total issue 
o f  preferred to that date issued and paid 
fo r  by cash or conversion.
Prepare the journal entries necessary 
to carry into effect the above stock trans­
actions.
Prepare a new balance sheet.
W hat is the book value and number of 
shares o f  Treasury stock at December 
31, 1927?
Show the share holdings o f A , B, C, 




The post closing trial balance o f  the 
Blank Corporation stood as follow s:
Dr. Cr.
Cash ........................................... $50,000
Notes Receivable, Officers. . 20,000
Accounts Receivable, Trade 25,000
Accounts Receivable, BC Co. 75,000
Inventory .................................. 8,000
Investments in other Cor­
porations .............................  2,000
Real Estate (Land) ...........  35,000
Auto Trucks ...........................  68,000
Garage Equipment .............. 2,000
Plant Equipment ..................  85,000
Office F and F ......................  2,000
Containers ...............................  37,000
Improvements to Building:
under lease ......................... 20,000
Good Will ...............................  20,000
Reserve for Depreciation on
Fixed Assets ......................  $63,000
Reserve for Depreciation on 
Improvements to Building
under lease .........................  15,000
Accounts Payable ................ 45,000
Capital Stock ......................... 290,000
Surplus Jan. 1, 1927 ...........  45,000
Loss for period Jan. 1 to
Mar. 31, 1927 ....................  9,000
Totals ...........................  458,000 458,000
A t this point they sold the fixed assets 
(except land), improvement to building 
under lease and good will to an indi­
vidual fo r  $115,000, payable $40,000 in 
cash and notes fo r  the balance payable 
in even installments over a period o f five 
years.
The follow ing transactions have oc­
curred since the date o f  the above trial 
balance:
Notes receivable officers realized $15,­
000 during 1927.
Accounts receivable trade realized 
$24,000 during 1927.
Accounts receivable B C Company was 
good, but under a contract payable 
over five years in even install­
ments— 1927 not having been paid.
Inventory was disposed o f at a loss of 
$3,000 in 1927.
Investments were disposed o f at a loss 
o f $600 in 1928.
Real estate (land) sold fo r  $47,500 in 
1928.
You are called in to advise them how 
to handle the closing o f  the books and 
to determine how much and when the 
stockholders would receive their money.
Prepare the necessary entries and ex­




BALANCE SHEET OF X  COMPANY
Cash ........................................................ $5,781.96
Notes Receivable ...............................   2,970.00
Accounts Receivable ......................  35,937.54
Inventories ........................................... 80,459.73
Investments ........................................  35,000.00
Patents ...................................................  55,000.00
Equipment ............................................. 76,200.00
Real Estate ........................................  138,000.00
Good Will ............................................. 35,700.00
Deficit ...................................................... 50,212.45
515,261.68
Accounts Payable (Trade) ...........  125,672.81
Federal Taxes .................................... 3,167.50
Accrued Wages .................................  1,421.37
Notes Payable Banks ....................  20,000.00
Notes Payable Others ....................  40,000.00
Mortgages Payable on Real Estate 75,000.00
Capital Stock, Preferred ................ 150,000.00
Capital Stock, Common ..................  100,000.00
515,261.68
The above balance sheet caused the 
corporation to ask that bankruptcy pro­
ceedings be instituted.
Assum ing that the follow ing estimates 
are correct and that the expenses o f
carrying through the proceedings 
amounted to $2,757.50, what per cent on 
their claims will the general creditors 
receive and in what order will the lia­
bilities shown above be liquidated:
Notes receivable proved good and col­
lectible.
Accounts receivable realized $32,537.54.
Inventory paid out only 66 2-3 per cent.
Investments loss $5,000 when sold.
Patents realized only $27,500.
Equipment brought $57,500 at auction.
Real estate was transferred to another 
company fo r  the amount o f  the X  
Company’s equity.
COM MERCIAL LAW
May 15— 8 A. M. to 12 M.
Fifteen questions —  Answer ten —  at 
least one out o f  each group. Relative 
weight, ten points each.
GROUP NO. 1
1. W hat is fraud and what are the 
remedies o f  a party defrauded?
2. A  executed a transfer o f  100 shares 
o f  stock o f the C Company to B and B 
executed a note fo r  $7,000 with interest 
at 6 per cent in favor o f A , but with a 
condition that the note was not to be 
paid otherwise than from  dividends de­
clared on the 100 shares o f  stock. A  now 
sues to set aside the transfer o f the stock 
on the grounds o f lack o f consideration. 
Can he succeed? State your reason.
3. A  contracted to sell 10 shares o f 
stock in the X  bank to B fo r  $136 per 
share, a price equal to the book value. 
The books showed that the paid in capi­
tal was intact and that there was con­
siderable surplus and undivided profits. 
Unknown to A  or B the capital had been 
impaired by reason o f concealed defalca­
tion o f  its employees and in reality the 
capital stock was only worth $60. B 
seeks to rescind the contract on the 
grounds that the parties to the sale were 
mutually mistaken as to the assets o f  
the bank, the book value o f the stock 
and the accuracy o f the books. W hat is 
your decision? State your reason.
GROUP NO. 2
4. A , B, and C are partners and as 
such issue notes “ payable only out o f the 
assets o f  the business o f  the partner­
ship.”  Are the notes negotiable? E x­
plain.
5. Define the follow ing negotiable in ­
struments :
A  negotiable bill o f exchange.
A  negotiable prom issory note.
6. Is a bearer bond o f a corporation 
negotiable which contains a provision 
conferring upon the holder the election 
to convert the bond into preferred stock 
at its m aturity? State your reason.
GROUP NO. 3
7. John Doe retired from  a partner­
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Subsequently the partnership failed and 
a creditor, who became a creditor after 
Mr. Doe’s retirement, brought suit 
against him for the amount of his debt. 
Can he recover? State your reasons.
8. A  deposits a number of shares of 
stock with a firm of brokers with power 
to sell, hypothecate, or dispose of them 
in any manner and for any purpose as­
sign and transfer the same. One of the 
brokers pledges the stock for use of the 
firm. A  calls for an accounting. What 
recourse has A  and what is the liability 
of the partners?
GROUP NO. 4
9. What matters do the statutes usu­
ally require to be set forth by the articles 
or certificate of incorporation?
10. What is the difference between the 
stockholder’s right to profit of a corpora­
tion before and after a dividend is de­
clared ?
11. A  has acquired all the stock of the 
B Corporation. He entered into a con­
tract with C in name of the corporation. 
Now C seeks to hold him personally 
liable on the contract. Can he do so? 
Could X, a creditor of A , levy on the 
assets of the B Corporation? State the 
reasons.
GROUP NO. 5
12. In bankruptcy proceedings state 
the order or rank which debts due credi­
tors would take.
13. Differentiate between bankruptcy 
and insolvency.
GROUP NO. 6
14. What is meant by insurable inter­
est in property? Give some examples 
of insurable interest
15. Explain what is meant by the 80 
per cent co-insurance clause and indicate 
what amount would be recoverable under 




 1  $40,000 $24,000 $10,000
 2   40,000 32,000 10,000
THEORY AND PRACTICAL
ACCOUNTING
May 15— 1 P. M. to 5 P. M.
(Twenty-five Points.)
(1) The following is the balance sheet 
of the “A ” Company, January 1, 1927:
Cash ..................................... .... $1,000
Accounts Receivable .......... .....10,000
Inventories—
Raw Materials ................ 1,000
Finished Goods ...................10,000
Work in Progress .......... 1,000




Good Will ............................ 6,000
Accounts Payable ..............  $10,000
Dividends Payable, Pref’red 1,400
Dividends Payable, Common 900
Mortgage B on ds..................  50,000
Capital Stock, Preferred . . 20,000
Capital Stock, Common . . . 30,000
Reserve for Bad Debts . . .  700
Reserve for Depreciation . .  3,500
Surplus .................................  3,500
120,000 120,000
The following is the balance sheet of 
the same company, January 1, 1928:
Cash .....................................  $2,000
Accounts Receivable ..........  10,000
Inventories—
Raw Materials ................  2,000
Finished G ood s................ 15,000
Work in Progress ..........  2,000
Office F and F .................... 2,000
Land .....................................  30,000
Buildings .............................  60,000
Machinery ............................ 30,000
Good Will ............................ 10,000
Accounts Payable .............. $5,000
Dividends Payable, Pref’red 2,100
Dividends Payable, Common 1,200
Mortgage Bonds .................. 40,000
Capital Stock, Preferred . . 30,000
Capital Stock, Common . . . 40,000
Reserve for Bad Debts . . .  1,700 
Reserve for Depreciation . . 7,000
Surplus .................................. 36,000
163,000 163,000
Surplus includes appreciation of $4,000 
for good will; $10,000 for buildings, and 
$10,000 for land. There was charged 
against the reserve for bad debts $800 
for accounts determined worthless. The 
“A ” Company has employed you to pre­
pare a statement showing the disposition 
of funds during the year. Set out the 
facts in clear statement.
(Twenty-five Points.)
(2) Smith and Jones, operating as a 
partnership, have decided to liquidate 
and have employed you to prepare 
monthly reports stating the available 




Cash .......... ...........................  $10,000
Accounts Receivable .......... 10,000
Notes Receivable .............. 5,000
Inventories .......................... 10,000
Furniture and Fixtures . . .  1,000
Plant Equipment .............. 10,000
Land .....................................  5,000
Good Will ............................ 9,000
Accounts Payable .............. $10,000
Notes Payable .................... 5,000
Secured by Notes Rec.
Contra.
Smith Loan A ccou n t............ 5,000
Smith Capital—
Original Investment . . . .  20,000
Undrawn Profits ............  10,000
Jones Capital—
Original Investment . . . .  5,000
Undrawn Profits ............ 5,000
60,000 60,000
During January $5,000 was collected 
from accounts receivable; an offer of 
$20,000 was received for the plant equip­
ment, furniture and fixtures, inventories, 
land and good will.
During February $4,000 was collected 
from accounts receivable; purchaser of
plant equipment, etc., paid in t he $20,000. 
The bank sold the collateral held by it for 
$4,500. The remaining uncollected ac­
counts were found to be worthless.
(Fifteen Points.)
(3) The “X ” Corporation’s books for
1927 showed a net profit of $200,000. At 
the beginning of the year, there was an 
operating deficit of $50,000. There was 
outstanding at the close of the year 
$100,000, 7 per cent cumulative preferred 
stock, issued as follows:
Date. Stockholder. Amount.
Jan. 1, 1925 ..............Jones ............... $10,000
Oct. 1, 1926 ..............Smith............... 10,000
July 1, 1927 ..............Adams..............  80,000
There was outstanding December 31,
1927, $50,000 common stock issued as 
follows:
Date. Stockholder. Amount.
Jan. 1, 1925 ..............Jones ............... $10,000
Oct. 1, 1926 ..............Smith...............  10,000
July 1, 1927 ..............Adams............... 30,000
The by-laws provided that there must 
be reserved from profits 10 per cent of 
the total outstanding stock per annum 
before the payment of any dividends.
Make statement showing amounts dis­
tributable to each stockholder in event 
directors declare as much dividend as 
possible under provision of by-laws, at 
December 31, 1927.
(Thirty-five Points.)
(4) From the following balance sheets 
and information prepare consolidated 
balance sheet as at December 31, 1927:
COMPANY “A”
Balance Sheet
Cash .....................................  $10,000
Accounts Receivable .......... 20,000
Notes Receivable ................ 20,000
Inventories .........................  40.000






Investment Co. “B” (90 per
cent interest) .................. 100,000
Accounts Payable .............. $10,000
Notes Payable .................... 5,000
Common Stock .................... 50,000
Preferred Stock .................. 100,000




Cash .....................................  $1,000
Accounts Receivable ..........  2,000
Notes Receivable ................ 2,000
Inventories .......................... 10,000
Furniture and Fixtures . . 1,000 
Plant and Equip­




Accounts Payable .............. $1,000
Notes Payable .................... 2,000
Common Stock .................... 80,000
Surplus .................................  23,000
106,000 106,000
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Accounts receivable of Company “A ” 
includes $1,000 due from Company “B.”
Inventories of Company “A ” includes 
$10,000 of merchandise purchased from 
Company “B,” on which the latter com­
pany had included 25 per cent gross 
profit on the sales price.
During 1927 Company “A ” sold to 
Company “B” $10,000 worth of ma­
chinery which actually cost it $9,000, al­
though Company “A ” contends the dif­
ference was for a special discount al­
lowed it because of its buying power. 
You find that had “ B” purchased such 
machinery direct, it would have been re­
quired to pay $10,000 for it.
ECONOMICS, FINANCE, AND  
INCOME TAX
May 16— 8 A. M. to 12 M.
Economic and Finance
Write at least 500 and not more than 
1000 words, giving your views on one of 
the following subjects:
(Credit will be given for the logical 
reasoning and general intelligence dis­
played by your answer.)
I.
The public debt of the United States 
which at February 29, 1928, amounted to 
about $18,000,000,000, is being retired at 
the rate of about one billion a year. 
What is your opinion of the economic 
effect of the continuation of this policy?
II.
The McNary-Haugen farm relief bill 
now pending in Congress, provides for a 
so-called equalization fee in order to 
stabilize prices of farm products.
What is your opinion of the economic 
soundness of this provision or what sug­
gestion have you to offer as a substitute ?
III.
There is at present due from foreign 
countries to the United States with ac­
crued interest, about twelve billions of 
dollars, the result of loans made to those 
countries during the late war. It has 
been proposed that these debts be can­
celled. Discuss this proposal from the 




1. What- special provision is made in 
the Revenue Act of 1926 for reporting 
capital net gain or loss ? Explain briefly 
how the gain or loss is determined and 
what rate of taxation applies.
2. Under the Revenue Act of 1926 
what are the general rules which will 
enable a corporation or a number of cor­
porations to determine whether they 
could or could not file a consolidated re­
turn?
3. On the 1927 corporation form under
the heading “computation of Tax” line
26 reads as follows:
“Less credit of $2,000.00 for a Do­
mestic Corporation having a net income 
of less than $25,270.00.”
Line 29:
“If the net income of a Domestic Cor­
poration is less than $25,270.00 enter the 
amount in excess of $25,000.00.”
What is the purpose of these two no­
tations and what would be the tax of a 
domestic corporation whose net income 
for the year 1927 amounted to $25,160?
4. What may the members of a part­
nership engaged in a trade or business 
in which both personal service and capi­
tal are material income-producing factors 
claim as earned income on their personal 
returns ?
5. In the preparation of the Federal 
Income Tax Return for an individual, 
name the items wholly exempt under the 
law from taxation.
THEORY AND PRACTICAL 
ACCOUNTING
May 16— 1 P. M. to 5 P. M.
THE EMPORIUM, INC. 
GENERAL LEDGER TRIAL BALANCE 
December 31, 1927 
Accounts Payable . . . .  $985,000
Accounts Receivable . .  $1,500,000
Auto Trucks ................ 130,000
Bad Debts .................... 105,000
Capital Stock .............. 500,000
Cash .............................. 162,000
Discounts Earned . . . .  39,500
Dividends Received .... 37,500
Expense Control ........  679,000
Forfeited Payments ..  59,000
Garage Equipment . . . .  6,000
Interest Paid ..............  21,500
Inventory Mdse. “A,”
Jan. 1, 1927 ............  382,000
Inventory Mdse. “B,”
Jan. 1, 1927 ............
Inventory Mdse. “C,”
Jan. 1, 1927 ............




Purchases, Mdse. “A” ..
Purchases, Mdse. "B” ..
Purchases, Mdse. “C” ..
Purchases, Ret. “A” . .
Purchases, Ret. “B” ..





Sales Mdse. “A” ........ ..
Sales Mdse. “B” ..........
Sales Mdse. “C” ..........
Sales Ret. “A” ............
Sales . Ret. “B” ............













Advertising, Dept. A  .........  $14,000
Advertising, Dept. B .........  7,000
Advertising, Dept. C .........  4,000
Expense & Supplies, Dept. A  28,000 
Expense & Supplies, Dept. B 17,000 
Expense & Supplies, Dept. C 9,000 
Expense & Supplies, De­
livery ....................................  4,000
Expense & Supplies, Garage 2,900 
Expense & Supplies, Office. 9,700 
Expense & Supplies, Pur­
chase Office ......................... 6,300
Expense & Supplies, Store. 19,900 
Expense & Supplies, Ware­
house ....................................  7,300
Freight, etc., Incom ing.. . .  30,000
Fuel & Current Store . . . .  3,900
Fuel & Current, Warehouse 1,800
Gas & Oils ...............................  11,900
Insurance Bldg., Store . . . .  1,200 
Insurance Bldg., Warehouse 500 
Insurance Equip’nt, Garage 600 
Insurance Equipment Office 300 
Insurance Equipment Pur­
chasing Office ....................  200
Insurance Equipment W are­
house ....................................  400
Insurance, Liability, Store. 2,000
Insurance, Liability, Trucks 2,500 
Insurance Merchandise in
Warehouse ......................... 2,500
Insurance, Trucks ................ 2,000
Officers’ Salaries ..................  86,000
Supplies Inventory .............. 9,000
Supplies Distributed ...........  $87,000
Supplies Purchased .............. 91,000
Tires & Accessories ...........  7,100
Travel Expense, Buyers . .  16,000
Wages, Dept. A  ....................  81,000
Wages, Dept. B ....................  70,000
Wages, Dept. C ....................  20,000
Wages, Delivery ..................  27,000
Wages, Office & Collectors . 74,000
Wages, Purchase Office . . .  46,000
Wages, Store ......................... 36,000
Wages, Warehouse .............. 14,000
Control ......................................  679,000
766,000 766,000
From the foregoing trial balances and 
the information hereinafter set forth pre­
pare a balance sheet and departmental 
profit and loss statement.
Additional Information
(1) Depreciation is to be provided for 
as follows:
Per cent.
On Store Build ing.................. 2 1-2
Equipment in Store Building. 12 1-2
Trucks .....................................  20
Garage Equipment ................ 16 2-3
Purchasing Office Equipment. 10
Warehouse Building .............. 4
Warehouse Equipment .......... 16 2-3
Office Equipment .................... 10
(2) Freight incoming, because of the 
frequency of mixed shipments, is not 
allocated to the goods as received, but is 
apportioned to departments on the basis 
of gross purchases.
(3) Closing inventories, at selling 
price, are:
Department A .................... $700,000
Department B .................... 400,000
Department C . . ................ 150,000
1,250,000
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books was found to be correct by physical 
inventory.
(5) There are seven departments, 
to wit:
Selling “A ,” “ B a n d  “C,"  and De­
livery, Store, Purchasing, and General 
Administrative.
(6) Forfeited payments are payments 
on accounts under which the goods have 
been returned or recovered. Bad debts, 
interest, discount, forfeited payments and 
taxes are not departmentalized.
(7) Expenses including insurance and 
depreciation where not directly charge­
able, are apportioned against the depart­
ments as follows:
(a) Store maintenance and expense 
is apportioned by space occupied, thus:
Per cent.
Department A  ..................................  40
Department B ..................................  25
Department C .................................. 10
Delivery ...............................................  15
General Administrative ................  5
Purchasing O ffice.............................  5
(b) Purchasing office and warehouse 
expenses apportioned on the basis of 
gross purchases, but a rent of $3,000 is 
charged for the garage space in the 
warehouse building.
(c) Delivery expense is apportioned to 
selling departments on the basis of gross 
sales.
(8) Each of the department managers 
is paid a bonus of 4 per cent on depart­
mental profit.
(9) The interest paid account shows:
Jan. 1. Prepaid forward ....................  $3,500
Apr. 30. Six months in advance on
mortgages ......................................... 5,250
Oct. 31. Six months in advance on
mortgages ......................................... 5,250
Dec. 31. One year’s interest to date
on note ...............................................  7,500
21,500
(10) Stock owned is stock in a factory 
from which this company buys consid­
erably. This stock is carried by a loan 
of $125,000, represented by the notes 
payable account.
(11) In view of increasing sales on the 
basis of long credits and partial pay­
ments, the company determines its in­
come for tax purposes by the installment 
method, for which purpose it maintains 
a supplementary ledger from which the 
following pertinent data are taken:
(This is merely for tax computations 
and is not departmentalized.)
Balances, January 1, 1927:
1925 account ....................... $340,000
1926 account ....................... 848,000
General ................................ 70,000
Total .............................  1,258,000
Unrealized profit, January 1, 1927:
1925 account ....................... $119,000
1926 accou n t......... .............  318,000
Total .............................. 437,000
Balances, December 31, 1927:
1926 accou n t....................... $320,000
1927 account ....................... 1,042,500
General ................................ 137,500
Total .............................  1,500,000
The average gross profit for the year
1927 based on cost on the installment 
sales has been found to be 66 2-3 per cent.
PORTO RICO LAW
(Continued from page 174.) 
thousand (1,000) dollars, or by imprison­
ment in jail for not less than ninety days 
nor more than one year, or by both penal­
ties in the discretion of the court.
Section 12.— Any person who shall rep­
resent to the public that he has received 
a certificate of certified public account­
ant, or who uses the abbreviation "C. P. 
A.,” or any similar letters or words in 
order to indicate that he is a certified 
public accountant, unless he shall have 
received the corresponding certificate re­
quired by law, or who, having received 
a certificate which has been revoked, can­
celed or suspended by the Board of Ex­
aminers of Accountants, as provided by 
this Act, shall continue to represent him­
self as such, shall be guilty of a misde­
meanor and shall be punished by a fine 
of not less than two hundred (200) dol­
lars or by imprisonment in jail for not 
to exceed ninety days, or by both penal­
ties in the discretion of the court; Pro­
vided, That in case of a second offense, 
the crime shall necessarily entail pun­
ishment of improsinment; And provided, 
further, That nothing contained in this 
Act shall deprive the accountants who 
privately or publicly practice their pro­
fession of the right to continue the prac­
tice thereof, now and in the future, as 
they have been doing up to the present 
time.
Section 13.— The Commissioner of the 
Interior is hereby directed to provide suit­
able quarters for the use of the Board of 
Examiners of Accountants.
Section 14.— For the purpose of enforc­
ing the provisions of this Act, there is 
hereby appropriated from any funds in 
the Treasury not otherwise appropriated, 
the sum of two hundred (200) dollars.
Section 15.— All laws or parts of laws 
in conflict herewith are hereby repealed.
Section 16.— This Act shall take effect 
ninety days after its approval.
Approved, May 13, 1927.
THE LAWYER AND THE C. P. A.
(Continued from page 169.) 
license to practice law are that a per­
son be a four-year high school grad­
uate with two years of pre-legal study, 
in addition to three years of study in a 
law school, must be of high moral char­
acter, and must last, but not least, pass 
the State bar examination.
It is seen, therefore, that the com­
bined studies require a minimum of 
seven years, the equivalent in time of 
a course in medicine, and hence not 
altogether too hard of attainment.
COMMENTS ON INSTALMENT 
ACCOUNTS
(Continued from page 172.)
Repossessed ........................................  8,000.00
Expenses .............................................  14,000.00
Total ........................................  224,000.00
Credit.
Capital .................................................  $100,000.00
Profits Realized ...............................  2,460.00
Profits Unrealized (1926) ............ 21,540.00
Sales ...................................................... 100,000.00  
Total ........................................  224,000.00
Working the accounts on the same 
basis as illustrated for 1926, we close 
the books with the following balance 
sheet:
THE BLAN K  COMPANY  




Receivables (1S26) ......................... 33,500.00
Receivables (1927) ......................... 82,000.00
Inventory ............................................. 26,200.00
Furniture and Fixtures ................  5,000.00
Total ........................................  155,200.00
Liabilities.
Capital ......... .......................................  $100,000.00
Profits Realized ................................ 16,346.00
Profits Unrealized (1926) ...........  11,044.00
Profits Unrealized (1927) ...........  27,810.00
Total ........................................  155,200.00
To ascertain the amount collected on 
1926 contracts, I put a Junior on the ac­
counts receivable ledger with an adding 
machine and have him list the balance 
due on all 1926 sales. With this figure 
known it is a simple matter to subtract 
the total of these unpaid balances from 
the amount due at the beginning of the 
year, giving us the amount collected on 
these contracts during the year and by 
the process of elimination, I find the 
amount received on contracts made in 
subsequent years.
With reference to repossessions, we 
analyze this account and credit the cor­
rect amount to their respective years, 
setting up on the books, receivables for 
each year as shown in the balance sheet 
above.
This paper has not been prepared to 
criticise the method outlined by Mr. Kin­
ard, but to show the method used by my­
self in actual practice and is a system 
workable with any ordinary set of double 
entry books which the public accountant 
comes in contact with. If proper records 
are kept, the other plan would be feasible, 
provided some provision is made to carry
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forward from year to year the unused 
expenses.
Would appreciate if other accountants 
would analyze the two methods and give 
us their views.
DIME WISE, DOLLAR FOOLISH
(Continued from page 170.) 
machine and a clerk to operate it. He 
figures the machine Cost him $8,000.00. 
which is conservative.
Then there was Mr. L., who took a 
proper pride in doing business in a big 
way. He was the type of man who has 
articles written about him in the Amer­
ican Magazine, or System. The Com­
pany of which he had won control was 
a factor in its line. It contributed gen­
erously to all charities— good advertis­
ing. Salesmen were instructed not to 
skimp on expenses and Mr. L. set the 
example. But the salaries and wages 
of the factory hands and clerks were 
shaved down to the last cent, on the 
principal that “ if he doesn’t like it, ha 
can quit, and there are two more, just 
as good, glad to get his place.” Just as 
long as moderate business and large im­
migration continued, that was a prac­
tical, if not laudable, policy. But with 
ever increasing general prosperity, it 
ceased to function. Workers did quit; 
the replacement might or might not be 
as good. But the quality of the pro­
duct went down with the morale of the 
personnel. The C. P. A ’s report showed 
increased sales, but sharply decreased 
profit. Mr. L. stormed: “The account­
ant must be wrong. And if he wasn’t, 
what was the reason?”
The C. P. A. dug in, and found out. 
High labor turnover, constant discon­
tent, led inevitably to decreased effi­
ciency, inferior product, customers’ dis­
satisfaction, increased returns and al­
lowances, wiping out profits. It was 
such a clear cut case of cause and ef­
fect that Mr. L. had to admit “there was 
something in it.” But he was a bad 
loser.
The goodwill lost has not yet been 
fully recovered. Profits are not what 
they ought to be. And Mr. L. still likes 
to point to a better wage scale and de­
mand: “Where are the loyal, loving 
workers who will make profits for the 
corporation if I pay them big wages?” 
It is a natural question, and hard to 
answer when the reconstruction period 
is still going on. But had Mr. L. given 
more consideration to personnel morale 
ten years ago, he could have escaped his 
present uncomfortable position.
The writer now comes to his final ex­
ample of “Saving at the spigot and wast­
ing at the bunghole.” It is the reductio 
ad absurdum of the “waste not, want 
not” adage which some executives carry 
to extremes. Mr. M. was vice president of 
a small but thriving bank. His almost
innumerable petty economies became a 
source of amusement to the clerks more 
than irritation. How many customers he 
antagonized can never be known; there 
were plenty, but the bank was the only 
one in the neighborhood, and it was a 
case of bank there or travel a half mile 
to the next one.
Mr. M’s particular bugaboo was waste 
of stationery. Every office manager 
knows much is wasted. But Mr. M. never 
let any be wasted, never mind how much 
of his high salaried time it took, which 
would have been more properly devoted 
to promoting the bank’s business. Clerks 
might have to interrupt him, while in 
conference with a big depositor, to get a 
few printed forms.
But as above noted, the bank throve 
because of its location, and one day a big 
trust company reached out, bought con­
trol, and merged the bank as one of its 
branches. The new owners installed their 
own system, all the old forms had to be 
scrapped, and as they were printed with 
the name of the bank, they had no value 
other than waste paper, which a junk
man had to be paid to cart away. The 
clerks claim that old M. wept as he saw 
his carefully hoarded stationery, which 
he had guarded so carefully, and doled 
out in such niggardly fashion, dumped 
into a rubbish wagon. But what it had 
cost his bank in loss of both internal and 
external goodwill, can never be known.
And the moral of all the foregoing? 
Pick your own.
Two thousand or more years ago one 
Aesop wrote the following fable of “The 
Widow and the Sheep.”
“There was a certain widow who had 
an only sheep, and wishing to make the 
most of his wool, she sheared him so 
closely that she cut his skin, as well as 
his fleece. The sheep, smarting under 
this treatment, cried out: ‘Why do you 
torture me thus? What will my blood 
add to the weight of my wool? If you 
want my flesh, Dame, send for the 
butcher, who will put me out of my 
misery at once; but if you want my 
fleece, send for the shearer, who will clip 
my wool without drawing my blood.’ 
Economy may be carried too far.”
STATE SOCIETY NEWS
CALIFORNIA 
The Los Angeles Chapter of the Cali­
fornia State Society of Certified Public 
Accountants at its annual meeting held 
May 14, 1928, elected as officers and di­
rectors for the coming year: President,
I. Graham Pattinson; Vice President, 
Henry M. Thomson; Secretary-Treasurer, 
William P. Quinn; Directors, Walter K. 
Mitchell and Harry L. Mills.
The chapter, by unanimous vote of the 
members present, adopted a resolution 
endorsing more widespread use of the 
natural business year, as contrasted with 
the calendar year, for banking, fiscal and 
accounting purposes.
DISTRICT OF COLUMBIA 
The District of Columbia Institute of 
Certified Public Accountants celebrated 
the Fifth Anniversary of the enactment 
of the District of Columbia C. P. A. law 
at a dinner held at the Mayflower Ho­
tel, Saturday evening, March 31.
The honor guests were Senators Cap­
per of Kansas and Jones of Washing­
ton, Representatives Zihlman of Mary­
land and Michener of Michigan, District 
Commissioner Sidney F. Taliaferro, 
President of the District Bar Associa­
tion Jesse C. Adkins, Chairman of the 
United States Board of Tax Appeals 
Benjamin H. Littleton, and Assistant to 
the Commissioner of Internal Revenue 
H. F. Mires.
In addition to the felicitations pre­
sented by the guests, each speaking from 
the standpoint of the group which he
represented, R. G. Rankin, of New 
York, the Chairman of the first Board 
of Accountancy for the District of Co­
lumbia, presented a history of the work 
which had been done by the Board. J.
S. M. Goodloe, of New York, who was 
Chairman of the Committee on Federal 
Legislation of the American Institute of 
Accountants, and D. W . Springer, who 
was President of The American Society 
of Certified Public Accountants and 
Chairman of its Legislative Committee 
at the time when the District law was 
passed, presented the historical back­
ground of its enactment. Messrs. John 
Miller, Vaughan Darby and Wayne 
Kendrick, the present members of the 
District Board, were presented. Mr. 
Miller has been a member from the be­
ginning. Mr. Kendrick was appointed 
to fill the vacancy caused by the death 
of Mr. Clabaugh, and Mr. Darby was 
appointed to fill the vacancy caused by 
the resignation of Mr. Rankin.
Throughout the evening splendid 
music and fine entertainment were pro­
vided, one of the most enjoyable num­
bers being two solos rendered, on spec­
ial request, by Daniel J. O’Brien, a 
member of the District Institute and, 
incidentally, the president of the cor­
poration operating the Mayflower Ho­
tel.
FLORIDA 
The Palm Beach County Chapter of the 
Florida Institute of Accountants held a 
meeting on May 8, 1928, at which time
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L. Gluick presented a paper on “Dime 
Wise, Dollar Foolish.” This lively little 
chapter has increased its activities by 
instituting monthly informal luncheon 
meetings.
GEORGIA 
A call meeting of the Atlanta Chapter 
of the Georgia Society of Certified Public 
Accountants was held on May 16, 1928, for 
the purpose of stimulating interest in the 
State Society and furthering the inter­
ests of the profession in the State. It 
was voted to hold regular meetings the 
last Saturday in each month. Plans were 
discussed looking toward a meeting of 
the Georgia Society to be called for the 
third week in June. New officers of the 
Atlanta Chapter are: Chairman, Jas. L. 
Respess; Vice Chairman, H. Thomas 
Amason; Secretary, W. J. Brown; Treas­
urer, Edward Richardson. Interesting 
talks were made by the retiring Chair­
man, Allen W. Clapp, the new Chairman, 
James L. Respess, and others.
ILLINOIS 
The Illinois Society of Certified Public 
Accountants and the Chicago Chapter of 
the Robert Morris Associates held a joint 
dinner meeting at the City Club of Chi­
cago on April 25, 1928. Stephen Gilman 
addressed the meeting on “Two Methods 
of Statement Analysis,” with discussion 
by J. J. Geddes. C. Oliver Wellington 
spoke on “The Accountant’s Responsi­
bility for Inventories,” with discussion 
by Henry R. Platt, Jr. George W. Ros- 
setter talked on “The Natural Business 
Year,” with discussion by R. L. Stone.
INDIANA 
The annual meeting of the Indiana As­
sociation of Certified Public Accountants 
was held at Claypool Hotel, Indianapolis, 
on Saturday, May 12, 1928. Paul W. 
Pinkerton, President of The American 
Society of Certified Public Accountants 
and a Past President of the Indiana As­
sociation of Certified Public Accountants, 
addressed the meeting on “The Account­
ant’s Task.” Short talks were made by 
Past Presidents H. A. Roney, G. E. Mor­
gan, G. S. Olive, and F. H. Nelson, after 
which the regular order of business was 
taken up. It was decided that the Asso­
ciation should continue its Educational 
Program during the fall and winter by 
the publication of short bulletins on vari­
ous subjects of general interest to the 
business public. Wm. M. Madden was 
reelected Auditor. Messrs. F. S. Willett 
and A. R. Chapman were reelected to 
membership on the Board of Directors, 
and J. C. Olive was elected to succeed F.
H. Nelson. At the close of the meeting 
the Board met and elected the following 
officers: President, C. N. Carter; Vice 
President, F. S. Willett; Treasurer, A. R. 
Chapman; Recording Secretary, J. C.
Olive; Corresponding Secretary, H. A. 
Roney.
The Association has opened head­
quarters at 805 State Life Building, 
Indianapolis, with Corresponding Secre­
tary H. A. Roney in charge. Visitors in 
the city are invited to call at the head­
quarters.
MASSACHUSETTS 
At the annual meeting of the Mas­
sachusetts Society of Certified Public 
Accountants, held on May 28, 1928, the 
following officers were elected: Presi­
dent Charles F. Rittenhouse; Vice 
President, James Willing; Secretary 
Clifton W . Gregg; Treasurer, Arthur 
T. Chase; Auditor, Ralph S. Perkins. 
Executive Committee: J. Chester Cran­
dell, Henry W. Robbins, Percival F. 
Brundage.
MICHIGAN
The third annual Michigan Account­
ing Conference, under the auspices of 
the Michigan Association of Certified 
Public Accountants, was held at the 
Book Cadillac Hotel, Detroit, on Fri­
day, May 25.
President Richard Fitz-Gerald having 
been obliged to take a trip to Europe 
on account of his health, Wm. H. Van 
Tifflin, the Vice President, presided at 
the morning and afternoon sessions, and
E. Elmer Staub, a director, acted as 
toastmaster in connection with the 
evening banquet.
Special preparations were made to 
care for the ladies who were present, 
including a luncheon at the Detroit 
Yacht Club and a trip to the Ford 
Airport.
The morning session was called to 
order at 9 :30 by Mr. Van Tifflin and, 
after a few general remarks, Harold
A. Martin, of the Union Trust Com­
pany, Detroit, discussed the subject 
“ Trust Function as Related to Ac­
counting.” Charles B. Couchman, New 
York City, Chairman of the Board of 
Examiners of the American Institute 
of Accountants, discussed “Accounting 
for Mergers.” Following the regular 
program Mr. Springer introduced Wm.
H. Brook, the sole survivor of the 
group of four who organized the first 
Association of Bookkeepers and Account­
ants in Michigan in the fall of 1896, 
which organization was renamed and in­
corporated in 1901, and again changed to 
the Michigan Association of Certified 
Public Accountants five years later on the 
passage of the C. P. A. law. Mr. Brook 
has been a resident of Ohio for several 
years, but has recently returned to Mich­
igan.
In the afternoon O. A. Montgomery, 
Secretary of the Detroit Credit Men’s 
Association, presented the subject, “ The 
Credit Man and the Accountant,” after
which Paul W . Pinkerton, of Chicago, 
President of The American Society of 
Certified Public Accountants, discussed 
“ The Prevention of Failures in Busi­
ness.”
The banquet was enlivened by a de­
lightful musical entertainment in which 
Corinne Muer and the orchestra were 
the center of attraction.
Toastmaster Staub introduced suc­
cessively Patrick W . R. Glover, Presi­
dent of the New York State Society of 
Certified Public Accountants, Messrs. 
Pinkerton and Couchman, and George 
W . Klein, a Detroit attorney. Glover, 
in addition to presenting the felicita­
tions of the New York Society disre­
garded the injunction of the toastmas­
ter to tell a Scotch story, but substi­
tuted an English one instead. Pinker­
ton, taking for his subject “1928,” put 
over eleven stories on the unsuspecting 
audience before reaching his speech 
proper, which was to the effect that the 
year 1928 would be most noted for the 
Annual Meeting of The American So­
ciety of Certified Public Accountants to 
be held at New Orleans on October 9,
10, 11 and 12. Couchman very wittily 
touched upon the foibles of accountants 
and their practices while continually 
explaining that it was impossible for 
him to make a speech. Klein discussed 
the Constitution, naturally using the 
Eighteenth Amendment as a reason for 
his remarks, suggesting in conclusion 
that accountants should see to it that 
next time a proposed amendment was 
submitted it should, in the interest of 
all parties concerned, be regulatory in 
character rather than prohibitive.
MINNESOTA
In response to a call of the Minnesota 
State Board of Accountancy a meeting 
of accountants in public practice in 
Minnesota was held on the evening of 
May 18, 1928, at the Minnesota Club, 
Saint Paul, for the purpose of discus­
sing proposed legislation affecting the 
practice of public accounting in the 
State.
Hon. Thos. D. O’Brien, former Judge 
of the Supreme Court; Hon. E. H. 
Morphy, former President of the St. 
Paul Bar Association; Gustavus Loev­
inger, of the St. Paul Bar; Hon. Mil­
ton C. Lightner, member of the Legis­
lature from St. Paul, and Hon. Alfred
E. Hill, member of the Legislature from 
Virginia, Minnesota, were present and 
discussed the general subject of regula­
tory legislation. Following the remarks 
of the regular speakers an opportunity 
was presented for general discussion, and 
it was felt that those present had a better 
understanding of the problems underly­
ing the securing of legislation than they 
possessed prior to the meeting. Through­
out the discussion emphasis was placed
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upon the necessity for meriting the co­
operation of the public in all matters of 
this sort.
The Minnesota Society of Certified Pub­
lic Accountants held a meeting on the 
evening of May 22, 1928, at which time 
the members had the privilege of hearing 
Professor Henry Rottschaefer, Instructor 
in Constitutional Law at the University 
of Minnesota, talk on regulatory legisla­
tion. Professor Rottschaefer gave a very 
clear and thorough discussion on what 
must be done in framing such a law and 
pointed out a number of instances where 
laws could be made constitutional. He 
also discussed briefly the reasons for the 
Oklahoma and Illinois adverse decisions. 
The Society’s Legislative Committee was 
instructed to continue the study of 
regulatory legislation and bring in a 
further report. The Society’s Committee 
on Activities presented a report of sug­
gested activities which would tend to 
establish a better relationship between 
the members of the Society and the 
public.
MISSOURI 
The St. Louis Chapter of the Mis­
souri Society of Certified Public Ac­
countants held a meeting on the even­
ing of May 3, 1928, at the Mayfair Ho­
tel. C. M. Stewart, Assistant Federal 
Reserve Agent of the Federal Reserve 
Bank of St. Louis, gave a very inter­
esting talk in which he explained the 
advantages of the Federal Reserve Sys­
tem.
A resolution was passed endorsing a 
more widespread use of the natural 
business year.
NEW  JERSEY
The thirtieth annual meeting of the 
Society of Certified Public Accountants 
of New Jersey was held at the Elks 
Club, Tuesday evening, May 15, 1928.
The guests of honor were as follows:
J. B. Niven, Ex-President of the 
American Institute of Accountants.
A. P. Richardson, Editor of the 
Journal of Accountancy.
J. F. Hughes, President of the State 
Board of Public Accountants’ Exami­
ners.
W. Surorsky, Paterson, member of 
State Board of Public Accountants’ Ex­
aminers.
B. Weinberg, member of Character 
Committee of New Jersey Bar Exami­
ners.
C. Mather, Ex-President of the So­
ciety of Certified Public Accountants of 
New Jersey.
W . Tucker of The American Account­
ant.
W . H. Bell, Vice-President of the 
New York State Society of Certified 
Public Accountants.
J. S. M. Goodloe, Ex-President of the 
New York State Society of Certified 
Public Accountants.
D. W. Springer, Secretary of The 
American Society of Certified Public 
Accountants.
The session was formally opened with 
a splendid tribute to F. G. DuBois, the 
first Certified Public Accountant in the 
State of New Jersey. The annual re­
port of the society was read by the 
president.
Elections of officers were held and the 
following were elected:
President, M. E. Peloubet; First 
Vice President, H. B. Fernald; Second 
Vice President, Wm. S. Suffern; Secre­
tary, J. E. Flink; Treasurer, M. Hoenig;
Trustees, J. A. Conlen, J, J. Hastings, 
W . C. Heaton, A. M. Hauser; Auditors, 
Frederick D. Kercher, Chas. K. Ether­
ington.
A. P. Richardson, Editor of the Jour­
nal of Accountancy, spoke on Profes­
sional Ethics as reflected by the Code 
of the American Institute. His main 
thought carried out the idea that the 
public should be protected.
Mr. B. Weinberg, a member of the 
Committee on Character and Fitness of 
Candidates for Admission to the Bar, 
delivered an inspirational lecture on 
“ Ethics.” His main theme, very clev­
erly handled, was “ Fair Play.” He 
also brought out the fact that it is bet­
ter to deal with a dishonest man than 
an unethical man.
D. W . Springer, Secretary of The 
American Society of Certified Public 
Accountants, spoke very logically and 
comprehensibly on “ Success in Life.”
J. F. Hughes presented a resolution, 
which was carried, advising the natural 
business year should be used in lieu of 
the calendar year. He stated that busi­
ness men should keep their books on a 
yearly basis depending on the seasons 
of their respective lines.
NEW  YORK
At the annual meeting of The New 
York State Society of Certified Public 
Accountants, held at the Waldorf-As­
toria Hotel, New York City, Monday 
evening, May 14, 1928, the following 
officers were elected for the ensuing 
year: President, Patrick W . R. Glover; 
First Vice President, James F. Farrell; 
Second Vice President, William H. Bell; 
Secretary, Martin Kortjohn; Treasurer, 
Hamilton Howard. The following di­
rectors were elected for a term of two 
years: Keith L. Baker, Ralph R. 
Bishop, Walter A. M. Cooper, Warren 
W . Nissley, Walter A. Staub and Fred­
erick S. Todman. Paul L. Loewenwar­
ter was elected to fill a vacancy in an 
unexpired term. Directors holding 
over are: Leon Brummer, John Fraser,
William J. Gunnell, Alfred J. Stern and 
Ernest Willvonseder.
There were 178 members and guests 
in attendance. Following annual re­
ports of officers and committees George 
M. Powell, Jr., Assistant Comptroller of 
the Guaranty Trust Company of New 
York, spoke on “ Certified Statements 
Submitted for Bank Credits.”
NORTH CAROLINA
The North Carolina Association of 
Certified Public Accountants held their 
ninth semi-annual convention at the 
University of North Carolina, Chapel 
Hill, on May 10, 11, and 12, 1928. 
Quite a large number of accountants, 
many accompanied by their wives, at­
tended the meeting which was a suc­
cess in every way.
The Board of Directors, in their 
meeting on May 10, presented a clock 
to Mrs. Frank P. Wall, assistant secre­
tary of the State Board of Accountancy, 
in recognition of her faithful services 
in the aid of accountancy throughout 
the State, appropriate remarks being 
made by President Geo. E. Wood.
The Association was entertained on 
Thursday evening at an informal recep­
tion, barbecue supper and dance at the 
Country Club by the Department of 
Economics and Commerce of the Uni­
versity.
The session on Friday morning, May
11, was given over to technical matters, 
an address being made by David R. 
Hollowell, of Greensboro, on the sub­
ject, “ The Treatment of Capital Assets 
in the Accounts of a Municipality.” 
John R. Wildman, of New York, pre­
sented a paper on “Accountants’ Cer­
tificates,” which was highly appreciated.
Friday afternoon witnessed a hotly- 
contested horse-shoe pitching contest 
by members of the Association, followed 
by attendance at a baseball game be­
tween the University of Virginia and 
the University of North Carolina.
At the banquet on Friday evening 
the members had the pleasure of listen­
ing to Dr. D. W . Daniel, Dean of the 
Arts and Science Department, Clemson 
College, whose humorous anecdotes and 
witty sallies at the expense of some of 
those present, kept his hearers in a 
gale of laughter. W. H. Zimmerman, 
of Asheville, acted as toastmaster. En­
tertainment was furnished by the Uni­
versity Glee Club, and Mrs. H. G. Bru­
baker, wife of one of the Charlotte 
members.
Charlotte was selected as the place 
for the annual meeting to be held in 
October. J. I. Mason, of Asheville, and 
T. L. Williams, of Winston-Salem, were 
admitted to membership, and V. L. Cole, 
of Wilmington, and H. J. Hill, of Salis­
bury, were admitted to associate mem­
bership.
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OHIO
The Annual Accounting Conference 
of the College of Commerce and Admin­
istration of the Ohio State University, 
in cooperation with The Ohio Society 
of Certified Public Accountants, was 
held at the University on May 18 and 
19, 1928.
Addresses at the Friday afternoon 
session were “The Requirements and 
Opportunities of the Profession of Ac­
counting,” by R. E. Warren, C. P. A .; 
“A Description of Our Cost Accounting 
System,” by W . B. Knuff, Cost Account­
ant; “ The Profession of Accounting,” 
by J. B. Taylor, C. P. A. Following 
the dinner that evening there was a 
Round Table discussion on “What is the 
Function of the Controller?” H. H. 
Maynard, Ph. D., Professor of Market­
ing, Ohio State University, led the dis­
cussion from a Marketing Viewpoint, 
and John Younger, Chairman of De­
partment of Industrial Engineering, 
Ohio State University, and Editor of 
Automotive Abstracts, discussed it from 
an Engineering Viewpoint. This dis­
cussion was followed by a theater 
party.
On Saturday morning there was an 
Address of Welcome by W . C. Weidler, 
Acting Dean, College of Commerce and 
Administration, Ohio State University.
H. Ezmond Smith, Ph. D., C. P. A., 
Assistant Professor of Accounting, 
Ohio State University, talked on “ Re­
cent Trends in Internal Organization.” 
Eric L. Kohler, C. P. A., of Chicago, 
Illinois, talked on “ Reorganization and 
the Income Tax.” Thos. L. Kibler, Ph.
D., Director of Department of Com­
merce Extension, Ohio State University, 
discussed the Program of the Depart­
ment of Commerce Extension. Thomas
B. Frank, Treasurer of the Cincinnati 
Planer Company, Cincinnati, talked on 
“Replacement Value Depreciation for 
the Machine Tool Industry.” Each of 
these talks was followed by a period of 
discussion. At the luncheon meeting 
Howard C. Greer, C. P. A., Chairman of 
the Department of Accounting, Ohio 
State University, now on leave of ab­
sence as Director of Accounting, Ameri­
can Institute of Meat Packers, Chicago, 
Illinois, talked on “ The New Task of 
the Accountant.” Walter A. Coy, C. 
P. A., of Cleveland, and Roy T. Bell,
C. P. A., of Youngstown, made infor­
mal responses.
OREGON
One of the most delightful events of 
the year for Oregon accountants was 
the meeting of Certified Public Ac­
countants and students of accounting 
at the Oregon State College, Corvallis, 
Oregon, on May 12th, 1928. At this
meeting members of the Oregon State 
Society of Certified Public Accountants 
and the Eugene chapter of Beta Alpha 
Psi were the guests of the Corvallis 
chapter of this national accounting hon­
orary fraternity.
After an informal meeting on the 
campus in the afternoon the entire as­
sembly watched the O. A. C. baseball 
team go down to defeat at the hands 
of the stalwarts from the University of 
Oregon. In the evening Dean Bexell, 
of Corvallis, welcomed the guests at the 
banquet, using the game as a text for 
illustrating his talk which was mixed, 
in the Dean’s usual way, with homely 
philosophy, keen wit and sound advice 
to both students and C. P. A ’s. Ore­
gon University and Oregon State Col­
lege have been fortunate indeed to have 
had such men as Dean Bexell and Dean 
Robbins at the head of their depart­
ments of Business Administration. And 
now Dean Robbins is to go to the Busi­
ness Administration Department of 
Harvard University— a tremendous loss 
to Oregon.
The talks given at the banquet were 
quite informal, but extremely interest­
ing. Mr. A. R. Sawtell, president of 
the Oregon State Society, gave an em­
phatic and clear-visioned idea as to 
what the students should aim at for a 
greater accountancy. Mr. Conda J. 
Ham enquired of the students their 
reason for choosing Accountancy as a 
profession, relating then his own expe­
riences in making a choice. Mr. J. G. 
Gillingham, who has achieved a national 
reputation for himself in the handling 
of a very large and very fraudulent 
bankruptcy, in the capacity of trustee 
in bankruptcy, told the students of some 
of the intricacies of the work of a trus­
tee. Professor Kelly stressed the value 
of Accountancy in a way that was keen­
ly interesting to both students and prac­
titioners.
Members of the faculties in attend­
ance were Dean Bexell, Professor E. E. 
Bosworth, C. P. A., and Professor Ball, 
of Corvallis, and Professor Kelly, C. P. 
A., and Professor A. B. Stillman, of 
Eugene. Certified Public Accountants 
of Portland in attendance were: A. R. 
Sawtell, Conda J. Ham, J. G. Gilling­
ham, Philip W . Janney, Walter J. Hem­
py, J. C. Goldramer and L. R. McGee.
PENNSYLVANIA 
The following officers were elected at 
the Seventh Annual Meeting of the 
Pittsburgh Chapter of the Pennsylvania 
Institute of Certified Public Account­
ants; Chairman, Frank A. Willison; 
Vice Chairman, J. M. Cumming; Secre­
tary, Adrian F. Sanderbeck; Treasurer, 
George F. Herde; Executive Commit­
tee, M. D. Bachrach and Irwin C. Sny­
der. Ira G. Flocken was appointed as 
Auditor.
WASHINGTON 
At the annual meeting of the Wash­
ington Society of Certified Public Ac­
countants, held at Seattle on May 11, 
1928, the following officers and direc­
tors were elected to serve for the en­
suing year:
President, Pearce C. Davis; Vice 
President, C. L. Stone; Secretary-Treas­
urer, Paul R. Strout; Director, E. J. 
Calloway. George V. Whittle is the 
fifth member of the Board of Directors.
The close of the fiscal year shows the 
Society with a total membership of 
104, there being 87 active members and 
17 associate members.
NOTES
The National Press Building now 
houses three groups of the Internal 
Revenue Bureau, the Accounts and Col­
lection Unit, the Income Tax Unit and 
the Special Advisory Committee. This 
will make it easier for many certified 
public accountants to call on us when 
they are in Washington. Do not forget 
that we have a room which is at your 
disposal.
The Detroit Board of Commerce has 
an exceedingly live Arbitration Com­
mittee of which Richard Fitz-Gerald, 
President of the Michigan Association 
of Certified Public Accountants, is a 
member. In a recent report of the 
committee it was shown that since No­
vember 1, 1926, the Board of Commerce 
Arbitration Committee had settled 103 
cases involving $1,910,843. The larg­
est single case arbitrated involved 
$754,000. Fourteen cases reviewed 
possessed both local and foreign angles. 
Not one decision was appealed.
On April 18, 1928, President Paul W. 
Pinkerton talked before the College of 
Business Administration, University of 
Michigan, Ann Arbor, on the subject of 
“Why is a Public Accountant?” On April 
24 he addressed the Cost Council of the 
International Association of Ice Cream 
Manufacturers, Chicago, Illinois, on “The 
Accountant’s Task.” He addressed the 
Indiana Association of Certified Public 
Accountants on this same subject on May
12. On the 23rd he talked before the 
School of Commerce and Business Ad­
ministration of the University of Chi­
cago on “Why is a Public Accountant?” 
“ The Prevention of Failures in Business” 
was the subject of his address before the 
All-Day Conference of Accountants, De­
troit, Michigan, on May 25. That eve­
ning he was one of the banquet speakers 
with “1928” as his subject.
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ANNOUNCEMENTS
Martin Kortjohn, C. P. A., and Frank­
lin W. Walker, C. P. A., announce the 
formation of a partnership for the prac­
tice of accounting under the firm name 
of Martin Kortjohn and Company, Certi­
fied Public Accountants, with offices at 
the Colonial Trust Company Building, 
Reading, Pa. The New York firm will 
remain composed of the Messrs. Kort­
john, father and son, as heretofore.
George C. Williams, C. P. A., announces 
the removal of his offices to Suite 2289, 
Woolworth Building, 233 Broadway, New 
York City.
Max Starr, C. P. A., is now located at 
19 Milk Street, Boston, Mass.
G. V. W. Lyman and Elsie H. Braddock 
announce the style of the firm name has 
been changed from G. V. W. Lyman & 
Company to Lyman and Braddock, Certi­
fied Public Accountants, 617 Maison 
Blanche, New Orleans, La.
Albert W. Mahone & Co. announce the 
removal of their offices to 120 South La 
Salle Street, Chicago, Ill.
E. J. Fitzgerald & Company announce 
the removal of their office to Suite 842,
10 South La Salle Street, Chicago, Ill.
J. B. Collings Woods has moved his 
offices to 12 East Forty-first Street, New 
York City.
Announcement is made of the dissolu­
tion of the firm of Sophrin & Raffish. 
Meyer Raffish, C. P. A., will continue the 
general practice of accountancy at 113 
West Forty-second Street, New York City.
Isenberg, Purdy and Company, Certi­
fied Public Accountants, announce the re­
moval of their offices to Suite 3223, Bar­
ium Tower, Detroit, Mich.
J. B. Rodgers, C. P. A., and Geo. H. 
Emery, C. P. A., announce the formation 
of a partnership for the practice of pub­
lic accountancy under the firm name of 
J. B. Rodgers & Company with offices at 
406-409 Stearns Building, Statesville, N. C.
Hitchcock & Berggren, Certified Public 
Accountants, announce the opening of of­
fices at 233 Roosevelt Building, 727 West 
Seventh Street, Los Angeles, Calif.
Puder & Puder, Certified Public Ac­
countants, announce the removal of their 
New York office to Suite 1210, Equitable 
Life Assurance Building, 393 Seventh 
Avenue, New York City, where they will 
continue the practice of accounting and 
auditing.
Prentice Meadows, C. P. A., announces 
the removal of his offices to 701 McGlawn- 
Bowen Building, Atlanta, Ga.
G. A. Watson & Company announce the 
removal of their offices to 1000-2, Bank 
of Commerce Building, Memphis, Tenn.
Hillman, Peters & Leary, Certified Pub­
lic Accountants, have moved their Spring­
field, Massachusetts, office from the Court 
Square Building to Pirnie Building, 1252 
Main Street.
William R. Thompson, C. P. A., suc­
ceeds the firm of Williams & Thompson 
in the practice of accounting at 303-306 
Torrey Building, Duluth, Minn.
Parker, Davidson and Elsholz, Certified 
Public Accountants, announce the re­
moval of their branch office at Port 
Huron, Michigan, to Suite 303-304, Fed­
eral Commercial & Savings Bank Build­
ing. Daniel A. Evatt, C. P. A., is Resi­
dent Manager.
Frederick R. Coyle, C. P. A., announces 
the removal of his main office from 55 
West Forty-second Street, New York, to 
165 Broadway, New York.
Meyer Wm. Goldstein, C. P. A., and 
Alfred Hoffenberg, C. P. A., announce the 
removal of the offices of the Illinois Certi­
fied Audit Co. to Suite 1532, Roanoke 
Building, 11 South La Salle Street, Chi­
cago, Ill.
The J. P. Gardner Company, Certified 
Public Accountants, is now located at 
1104 Plaza Building, Pittsburgh, Pa.
Simonoff, Peyser & Citrin, Certified 
Public Accountants, announce the re­
moval of their office to 11 West Forty- 
second Street, New York City.
Robert Douglas & Company, Certified 
Public Accountants, announce that Etta 
M. Urquhart, C. P. A., has been admitted 
as a partner in the firm as of May 1, 1928.
Bobick & Warshawsky, Certified Public 
Accountants, announce the removal of 
their offices to 570 Seventh Avenue, New 
York City.
Naylor & Fitzkee, Certified Public Ac­
countants, announce the removal of their 
offices to 616 Philtower Building, Tulsa, 
Okla.
F. A. Morrison & Company and Osburn 
& Hanson announce the consolidation of 
their accounting practices under the firm 
name of Morrison & Hanson, 165 Broad­
way, New York City, and 921 Bergen 
Avenue, Jersey City, N. J.
L. H. Heinke, C. P. A., formerly of 
Grand Rapids, Michigan, is now located 
in the Bankers Building, 22nd floor, Chi­
cago, Ill.
Appel, Brach & Littell announce the 
removal of their offices' to 30 Broad Street, 
New York City.
C. J. O’Donoghue, C. P. A., announces 
the removal of his offices to 1 Broadway, 
New York City.
J. A. Leach, Jr., J. H. Rindfleisch and
G. M. Scott, Certified Public Accountants, 
announce the formation of a partnership 
for the general practice of accountancy 
under the firm name of Leach, Rindfleisch 
and Scott, Certified Public Accountants, 
1308 State-Planters Bank Building, Rich­
mond, Va.
George N. Janis, C. P. A., is now lo­
cated at 11 West Forty-second Street, 
Room 1836, New York City.
Carl S. Serling, C. P. A., announces the 
removal of his offices to 11 West Forty- 
second Street, Suite 1604, New York City.
Charles F. Werber, C. P. A., announces 
the removal of his office to the Court 
Square Building, 2 Lafayette Street, New 
York City.
W. L. Chaffee, C. P. A., is now located 
at 44 Court Street, Brooklyn, New York.
Irgang & Rubin, Certified Public Ac­
countants, are now located at 51 Cham­
bers Street, New York City.
Announcement is made as of April 313, 
1928, of the dissolution of the partnership 
of William Dolge, B. H. Hicklin, Geo. E.
H. Satchell and W. P. Musaus, associated 
under the firm names of William Dolge 
& Co., San Francisco, California, and 
Musaus, Dolge & Co., Los Angeles, Cali­
fornia.
William Dolge, C. P. A., announces his 
continuation in practice under the firm 
name of William Dolge & Company, Cer­
tified Public Accountants, 369 Pine Street, 
San Francisco, California, with Roger S. 
Hardacre, C. P. A., as chief of staff.
Benjamin H. Hicklin, C. P. A., an­
nounces the opening of offices in the Russ 
Building, San Francisco, California.
Geo. E. H. Satchell, C. P. A., announces 
the opening of offices at 369 Pine Street, 
San Francisco, California.
O. Jay Silverman announces the re­
moval of his offices to 313 Schwehm 
Building, Atlantic City, N. J.
M. C. Fox, C. P. A., is now located 
at 807 Petroleum Building, Oklahoma 
City, Okla.
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Mendel J. Stillman, C. P. A., has been 
admitted as a general partner to the firm 
of Epstein & Wulfing, Certified Public Ac­
countants, 27 William Street, New York 
City.
SOLILOQUIES OF AN AC­
COUNTANT
(Continued from page 168.)
The writer is of the opinion that the 
mortality tables used by life insurance 
companies are correct for all practical 
purposes, but they do not bear out the 
newspaper statement of the longevity 
having been increased more than 100 
per cent.
This is not written with the idea in 
view of depreciating the value of statis­
tics nor even to condemn the mental 
action that ensues. It is merely to em­
phasize that, while they have an im­
portant place, they are not the sole nor 
even the most important bases for a 
business man’s action.
In reading most statistics the writer 
subconsciously feels as though the 
statistician endeavored to prove a pre­
determined idea of his own. Nearly 
always he is unconscious that this pre­
determination exists; nevertheless, it 
detracts from the value of the con­
clusions that the statistics are supposed 
to portray.
It is refreshing to note, however, that 
an accountant with vision has set up 
percentages in such a manner that they 
convey actual information. I refer to 
Esquerre’s solution to Problem 18 in 
his “ Practical Accounting Problems.” 
It is a simple problem but the manner 
of presenting the percentages is so in­
clusive and out of the ordinary and, in 
my opinion, satisfying to the client, that 
it should receive a more general adop­
tion. In reading his discussion of the 
problem it seems that he sensed some 
of my own personal experiences with 
the client when he states, “This is 
probably what is passing on in the 
client’s mind. ‘Yes, you have sub­
mitted to me a balance sheet of my 
business at such a date, a statement of 
income loaded with percentages of ex­
penses to sales, and a report consisting 
of twenty pages of comments which 
give me the impression that you are 
possessed with the idea of proving to 
me that you have done your work thor­
oughly and faithfully. I like your 
statements very much. They look very 
nice and they give me a certain sense 
of security, but somehow or other I feel 
that the photograph of my wisdom tak­
en before and after reading your state­
ments would present no material points 
of difference. Does the trouble lie with 
you or m e?’ ”
I think we have all had this experi­
ence. No doubt we worked hard and 
were conscientious, but still inwardly 
we felt that the crux of the trouble with
our client's business had not been 
sensed by us. The accountant’s duties 
are much broader than merely to make 
a lot of figures balance beautifully. The 
trend as the writer observes it is that 
the accountant is being more relied 
upon as a business adviser. It is there­
fore an obligation that he assumes in 
getting at the seat of the trouble. Quot-
IN MEMORIAM
SIDNEY S. CHAPMAN, C. P. A. 
(Georgia, No. 18, January 20, 1909), died 
at his home in Stuttgart, Arkansas, on 
March 4, 1928. During a period of 
twenty-five years Mr. Chapman was in 
the public practice of accountancy in 
Atlanta, New Orleans, Memphis, and 
Stuttgart. He had been in failing health 
for several years and four years ago 
moved from Memphis to Stuttgart, where 
he was practicing at the time of his death. 
Mr. Chapman had been a member of The 
American Society for several years, was a 
member of the Elks and of the Society of 
the Sons of the American Revolution.
ARTHUR W. CARY, C. P. A. (Massa­
chusetts, No. 273, January 18, 1923), 
passed away on December 20, 1927. Mr. 
Cary, who was born in Malden, Massa­
chusetts in 1880, had been practicing ac­
counting for many years, and at the time 
of his death was associated with Charles
H. Tenney & Company, 200 Devonshire 
Street, Boston. He was one of the early 
members of The American Society of 
Certified Public Accountants.
R. L. CROFTON, C. P. A. (Mississippi, 
No. 20, 1920), died at his home in Chi­
cago, Illinois, on January 14, 1928. In 
addition to his practice, Mr. Crofton was 
author of numerous newspaper and maga­
zine articles on accounting. He was a 
member of The American Society.
FRED W. HART, C. P. A. (Ohio, No. 
137), member of the firm of Hart and  
Bauer, Chicago, Illinois, died on May 3,
1928. He had been a member of The 
American Society a number of years.
WILBUR A. JORDAN, C. P. A. (Massa­
chusetts, No. 214, January 25, 1923), died 
on April 2, 1928. Mr. Jordan, who was 
born in Boston in 1877, received his 
LL. B. from Northeastern College in 1910 
and was admitted to the Massachusetts 
bar in 1910. He had been in the public 
practice of accounting many years and 
at the time of his death was a partner in 
the firm of Herbert F. French & Com­
pany, 100 Summer Street, Boston. He 
was a member of the Massachusetts So­
ciety of Certified Public Accountants and 
of The American Society of Certified Pub­
lic Accountants.
ing again from Esquerre’s discussion, 
he states, “ The value of an account­
ant’s work always depends not so much 
upon the amount of work performed as 
upon the intelligence displayed. His 
familiarity with figures places him in a 
position where he can compel figures to 
reveal a condition that otherwise might 
be left concealed.” To paraphrase 
Emerson, the standardization of 
thought is the hobgoblin of mediocre 
minds, and if this article will provoke 
thought you will be forgiven for think­
ing that even if this viewpoint is un­
orthodox it is worthy of consideration.
1928 REVENUE ACT
(Continued from page 166.) 
sion of the bill by the Senate, a shorter 
period was spent by the Conference Com­
mittee than has been usual and different 
than in most of the other tax bills, the 
Conference Committee came to a unani­
mous agreement on every point of disa­
greement. This, of course, meant much 
compromising on both sides.
The American Society in its statement 
to the Senate Finance Committee had 
eliminated all suggestions with regard to 
the question of rates. Members were, how­
ever, especially interested in an amend­
ment presented in the Senate by Senator 
Copeland, of New York, which inserted 
the word, “profession” in that section of 
the bill allowing deductions from income 
so that it would have been possible for 
public accountants to have deducted the 
expense incurred in the attendance upon 
meetings of those professional organiza­
tions of which the taxpayer was a mem­
ber. This amendment was the basis of 
considerable discussion in the Senate, but 
was adopted by the Senate on a call vote 
of 59 to 13. However, in the Conference 
report which, as indicated, is always a 
compromise affair, the amendment was 
stricken out. The main argument against 
it in the Conference was that it could not 
be determined what the loss in revenue 
would be as there had been no oppor­
tunity to estimate the number of tax­
payers who would be affected by the de­
ductions and the amount of the expense 
which they would have incurred.
Classified Advertisements
Advertising copy for this page should 
be received in the office of TH E  C ER TI­
F IED  PUBLIC ACCOUNTANT not later 
than the 25th day of the month preceding 
the month of publication. Rates for “Help  
W anted” and “Situation W anted,” $3.00 
per inch or fraction thereof (7 lines to 
an inch) for one insertion. The rate 
for "M iscellaneous" is 55.00 per inch for 
each insertion.
C E R T IF IE D  P U B L IC  A C C O U N T A N T  —
New York and New Hampshire. Young 
man, 31, New York University, B. C. S., 
desires to associate himself with a firm 
o f public accountants, in New York City 
or vicinity, with a view to purchasing an 
interest therein. Box No. 190, THE 
CERTIFIED PUBLIC ACCOUNTANT.
192 T H E  C E R T I F I E D  P U B L I C  A C C O U N T A N T June,
Have You Seen These Important Books?
Corporation Procedure
By T h o m a s  C o n y n g t o n  and R. J. B e n n e t t .
Revised by H u g h  R. Co n y n g t o n
T HE standard guide to all questions of corporate manage­
ment. Covers in one 1479-page book everything the ac­
countant in private or public practice has to know and do in 
handling corporate affairs. Supplies a background of cor­
poration law and practice which is indispensable to sound 
judgment; offers just the working data needed to keep the 
corporate accounts in approved form.
Answers questions of how to conduct meetings, keep the 
minutes, draft resolutions, issue and transfer stock; the rights 
and duties of officers, directors, stockholders; bond and sink­
ing fund transactions; form and operation of corporate 
records and reports, etc., etc. Everything in plain language, 
while technically accurate in every detail. Includes 341 forms— 
the most useful collection of corporate instruments ever 
brought together in one volume. $10.00.
Goodwill and Other Intangibles
By J. M. Y a n g , Ph. D.
A THOROUGH treatment of all the intangible assets that 
ordinarily attach to a business—goodwill, trade-marks, 
patents, franchises, copyrights, and the like—in their account­
ing, legal, and financial aspects.
The book reflects the best current thought regarding what 
intangibles are, their relation to each other, their close tie-up 
with earning power of the enterprise. It suggests a compre­
hensive basis of sound, practical tests and procedures covering 
valuation and inclusion of individual asset items in the ac­
counts ; cites court decisions as required, and includes handling 
of intangibles on consolidated balance sheets. 238 pages. $4.50.
Finance
A Volume of the Business Administration Series 
By C h a r le s  L. Ja m is o n
A REMARKABLY clear and thorough explanation, for the 
accountant’s purposes, of the best methods in use for 
handling the everyday problems of financial administration in 
the going concern. The author is Associate Professor of 
Business Administration, University of Wisconsin; former 
Secretary and Treasurer, A. M. Byers Company.
The book deals mainly with current financial operations, 
distinguishing clearly throughout between fixed and working 
capital. It discusses methods of obtaining most efficient use 
of capital; routine of receipts and disbursements; methods of 
paying bills and meeting payrolls; auditing disbursements; 
voucher methods; control of expense accounts of salesmen 
and officers, etc. Attention is given to prevention of “ freez­
ing” capital in accounts receivable. 360 pages. $4.50.
Insurance
By S a u l  B. A c k e r m a n
A NEW, practical guide to all forms of insurance coverage, from the buyer’s point of view. Brings together every­
thing the accountant is likely to be required to know, either 
from the standpoint of what coverage is available or whether 
a business with which he is concerned is adequately protected 
as to its capital and credit. Author is a special consultant on 
insurance and a member of the New York Bar.
The book covers every type of insurance risk—fire, marine, 
public liability, credit, plate glass, etc. Sets forth concisely 
the rights and liabilities of both insurer and insured under 
policy contract. It tells you what to insure and for how 
much; what type of policy provides the best service, what is 
the proper basis for valuation and adjustment of claims for 
loss. It offers valuable information on special riders; records 
required of the insured; loan values; special considera­
tions, as in credit insurance that reduce premiums, etc. 
618 pages. $5.00.
Analyzing Financial Statements
By  S t e p h e n  G i l m a n , C. P. A .
A  NOTABLE manual of organized method and procedure in analyzing balance sheets and income statements.
It suggests definite programs that make possible positive 
conclusions regarding trends and conditions in a business— 
danger signals, use of ratios, and other comparisons. The 
first book to interlock the methods of analysis with detection 
of specific weaknesses. The “trend percentage” method ex­
plained has proved its value in many months of successful 
practice. Case illustrations from trading and manufacturing 
concerns. 222 pages. $3.50.
Hotel Accounting
By E r n e st  B. H o r w a t h  and Louis T o th
INCLUDES departmental control, food costing, auditing.
 Designed to help the professional accountant to give his 
clients the latest and best kind of accounting system. The 
authors are members of the firm of Horwath and Horwath.
Will enable you to compare methods used in a hotel of any 
type or size with those used in similar establishments else­
where. Offers just the information needed to install, systema­
tize, and audit the accounts of hotels, clubs and restaurants. 
Gives a complete explanation of food control—a vital con­
sideration to managers who want to know what it costs to 
conduct a restaurant service. Includes over one hundred 
forms, including departmental profit and loss statements. De­
scribes all books needed and shows their use under the 
operating conditions in the hotel industry. 508 pages. $6.00.
Sent for Examination: All of these books are of practical importance to accountants. Let 
us send any or all of them for five days’ examination—use the order form below.
This Order Form Brings Any of These Books Postpaid
The Ronald Press Company
15 East 26th St., New York, N. Y.
Y ou m ay send m e the book  or books checked below . W ith in  five days a fter receiving them,
I  w ill rem it in fu ll fo r  those I w ish to keep and return the others, i f  any, to you.
[ ]  Corporation Procedure $10.00 [ ]  Insurance $5.00
[ ]  Goodwill and Other Intangibles $4.50 [ ]  Analyzing Financial Statements $3.50 
[ ]  Finance $4.50 [ ]  Hotel Accounting $6.00
N am e
(Please Print)
B u sin ess  A d d ress
C ity  .......................................................................................... S tate . .
F irm  ........................................................................................ P os ition
S ig n atu re  ......................................................................................................................................................
On orders from  outside continental U. S. and Canada send cash in full plus 




OFFICIAL ORGAN OF THE AMERICAN SOCIETY OF CERTIFIED PUBLIC ACCOUNTANTS
V O L U M E  V III  
N U M B E R  7
“It is the man who does not express an opinion 
whose opinion I  want.”
— A b r a h a m  L i n c o l n .
THE PRESIDENT’S COLUMN
WHENEVER public accountants are gathered to­gether to listen to set programs, as at the meet­
ings of the state and national organizations, the papers 
presented have to do with matters of accounting 
theory or of income tax or of some of the more ab­
stract matters pertaining to the work of the public ac­
countant.
But when two or three public accountants are 
gathered together informally, as for example during 
those minutes preceding the actual calling to order of 
a committee, their talk is very seldom along such lines 
as this. If they talk shop— and they usually do— their 
conversation will resolve itself into the asking and 
answering of such questions as these:
What do you do about paying for overtime?
What should be the proper relation between an ac­
countant’s fee rate and his salary rate?
Are laundry and clothes pressing legitimate travel­
ing expenses?
How long do you carry an employee on the payroll 
when he is taken sick, especially if he has not been 
with you very long?
How often do you bill your clients ?
What amount of detail do you show on an invoice?
What is your prime reason for putting your staff 
men under bond?
To what extent do you find valuable the following-up 
of references furnished by applicants for positions ?
Do you give applicants a written examination and 
if so, what is its nature?
Do you have one examination for seniors and an­
other for juniors?
Do you find your applicants through employment 
agencies, through newspaper advertising, or how ?
In other words, the problems which are most press­
ing in the mind of the public accounting executive are 
problems connected with the business end of his work 
rather than with the theoretical end. When he wants 
to be sure that he is up-to-date in theory and proced­
ure he reads the most recent publications in reference 
to the specific subject in which he is interested at the
time; but he is always confronted with the problems 
of his own business policies, problems on which little 
has been written, problems which are seldom discussed 
in set programs, but are always a topic of conversation 
where accountants are gathered together informally.
In this differentiation there may be a lesson in the 
program committees of our state and national organi­
zations. P. W. PINKERTON,
President.
BACK AND AWAY
The Secretary leaves on July 1 for a two months’ 
trip, taking him through sixteen states in which he 
will make stops in fifty-two cities, meeting the certi­
fied public accountants and endeavoring to boost the 
State societies which are the backbone of all pro­
fessions.
On his return from a trip last summer he prepared 
a third report on the same. It was set up for use in 
the October issue of THE CERTIFIED PUBLIC AC­
COUNTANT, but so far, in the final make-up of each 
issue, it had to be omitted in favor of more important 
matters. While now it is “ancient history” to a cer­
tain extent, it is inserted in this issue for historical 
purposes only:
Leaving Portland Sunday morning, August 7, the 
eastward trip was begun, Boise, Idaho, being the first 
stop. J. W. Robinson, Representative of The Ameri­
can Society and secretary of the State Society, is the 
dean of the certified men in the State. Mr. Young, 
president of the society, was away from home. In 
Idaho the C. P. A. law is administered under the 
direction of F. E. Lukens, Commissioner of Law En­
forcement.
Arrangements had been made for a luncheon with 
the certified men. Last January, Byron Defenbach, a 
C. P. A. from Lewiston, became State Treasurer. 
Although the Board of Review, of which he is a 
member, was sitting six hours a day for a week, he 
attended the luncheon and asked the Secretary to 
come to his office for a further conference.
Senator Borah was home from Washington and 
the Secretary had a short chat with him.
Pocatello was the next stop. Two offices there have 
certified men, and we lunched together and discussed 
the accounting situation in the eastern part of the 
State.
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The first stop in Wyoming was at Rawlins, where 
A. H. MacDougall, secretary of the State Society, has 
his office. Arrangements had been made for us to 
address the Lions Club. A pleasant custom is in 
vogue at Rawlins, by which each of the luncheon 
clubs sends a representative each week to the other 
meetings.
At Laramie we found F. S. Burrage, the secretary 
of the State Board, the owner of the local paper 
founded many years ago by Bill Nye. The Univer­
sity of Wyoming is located here, and we had a very 
interesting interview with President Crane, the secre­
tary, and two of the regents.
The arrangements at Cheyenne were in charge of 
W. D. Batchellor, vice president of the State Society. 
C. H. Reimerth, from Casper, American Society Rep­
resentative, State Board Chairman, and State So­
ciety President, a reserve officer with rank of Major, 
had just completed two weeks’ work at Fort Russell, 
Cheyenne. He introduced us to Governor Emerson, 
a former Michigan resident, and we discussed State 
accounting problems. The Governor afterwards took 
dinner with the certified men. A. L. Putnam, C. P. A., 
State Examiner, and Stanley A. Brown, C. P. A., 
former State Bank Examiner, who was spending his 
last week in Cheyenne preparatory to going to the 
Federal Reserve Bank at Denver, were also present 
at the dinner.
One of the pleasant incidents of the Cheyenne stop 
was the opportunity it gave us to meet Senator War­
ren at home, where there was more leisure than 
ordinarily exists at Washington.
Sunday, August 14, we drove with Reimerth from 
Cheyenne to Casper, just getting through a cloud­
burst, which took out enough railroad track to block 
traffic for twenty hours. On the way we stopped 
at Douglas to call on B. S. Huie, C. P. A., former State 
Bank Examiner and now president of a bank at Doug­
las as well as treasurer of the State Board. Mr. Huie 
came over to Casper for the dinner Monday evening.
Monday we called on every public accountant in 
Casper, addressed the Rotary Club at noon and spoke 
to the Casper Journal and Ledger Club in the evening, 
following a dinner. This club is composed of the public 
accountants, their staffs and accountants with private 
business organizations. They have held regular meet­
ings twice a month, except July and August, for 
three years and have developed quite a local interest 
in accounting matters. For this occasion they had 
invited in some of the business men.
The only time when we were behind the schedule 
arranged before leaving Washington was due to the 
washout previously referred to, which landed us four 
hours late into Cheyenne, missing the intended con­
nection for Omaha. However, we reached there early 
in the morning instead of late the previous evening.
At Lincoln we had a luncheon engagement with the 
certified men and a few members of their staffs. H. 
S. Wiggins, The American Society Representative,
was in bed, but the Secretary saw him at his home. 
L. M. Buckley, Chairman of the State Board, and 
E. R. Colvert, President of the State Society, and 
Dana Cole, its Treasurer, make their headquarters 
here. L. B. Johnson, State Auditor and a member 
of the Board, and all the other government officials 
were in attendance at the State Encampment, so they 
were missed.
Omaha is the home of H. C. Moeller, Secretary of 
the State Board, and Messrs. G. L. Greenfield and 
T. B. Larsen, respectively, Vice President and Sec­
retary of the State Society. A dinner had been ar­
ranged. We missed Mr. Gilchrist, as he was absent 
from the State.
A side trip from Omaha took us to Sioux City, 
Iowa, the home of Wm. Guthrie, the leader of the 
C. P. A. forces in the western part of the State. He 
took us over to Vermilion, South Dakota, the seat 
of the State University, where we had a pleasant 
interview with the former Secretary and Registrar, 
who is now Dean of Student Activities, and also with 
the present Registrar.
Sunday and Monday at Des Moines. The State 
Board has just been reorganized. H. E. Stoner 
from Waterloo, has recently moved to Detroit, and 
Edwin G. Prouty of Des Moines, was appointed by 
the Governor to the vacancy. C. B. Tompkins of Des 
Moines, is leaving at the end of the month for Los 
Angeles, and is succeeded by Edward J. Wiedman of 
the same city. P. L. Billings, president of the State 
Society, and George Parker, its treasurer, live in Des 
Moines. We had a luncheon with every office in the 
city represented. A call at the Capitol found the 
Governor out of the city, but government accounting 
was discussed at length with the Budget Director 
and with the Secretary of the Finance Committee of 
the State Board of Education.
There are three certified public accountants in 
Cedar Rapids, the second industrial city of Iowa. All 
were interested in the State Society. I. B. Mc­
Gladrey took the Secretary over to Iowa City, the 
seat of the University of Iowa. Henry N. Holds­
worth, Chairman of the State Board, had arranged 
for him to address the Lions Club, at which he met 
the dean of the School of Business Administration 
and several of the faculty.
At Clinton we met A. H. Hammarstrom, State Rep­
resentative of The American Society, after which we 
headed for Chicago where we lunched with The 
American Society Representatives who were in the 
city. On to Michigan for a meeting of the Michigan 
State Board of Accountancy.
In all conferences in the States on the homeward 
trip the necessity for strong state society organiza­
tions has been emphasized even though industrial 
business conditions were overshadowed by agri­
cultural problems.
Thus ended the Secretary’s vacation. During the 
same he had travelled 9,448 miles in reaching and
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returning from the forty-one cities in which official 
stops were made.
Only one city in the ten northwestern States in 
which a State Board member lived was not visited, 
and twenty-two members were seen. Every city 
wherein a State Society official resided was visited 
and twenty-two of them were met. Nine American 
Society officials were consulted, only one city contain­
ing one being skipped. Officials of eleven State uni­
versities and State colleges, where some accounting 
courses are given, were interviewed. The State offi­
cers in nine States interested in accounting problems, 
were consulted as to ways in which certified public
accountants might be of assistance to them. The 
certified public accountants and in many cases other 
public accountants were met in eighteen groups at 
luncheons and dinners for the purpose of discussing 
professional problems and eleven times the secretary 
was privileged to address other organizations, at­
tempting to show the logical development of the pub­
lic accountant to the rank of a professional man. Dur­
ing the trip he met the majority of the certified men 
in the ten States. He believes that the State societies 
will be strengthened as the result of the plans which 
will be put in operation this fall. If so, it will have 
been worth while.
New Orleans - The Port
IN our last article on NEW ORLEANS, the 1928 Convention City of The American Society of Certified Public Account­ants, we dwelt at some length upon its historical charm 
and its old-world atmosphere. New Orleans, however, is not 
by any means a city of the past, living dreamily on fast-fading 
glories, but a live, virulent city of the present, with due prepa­
ration for the future.
Canal Street, which was once a canal, is the line of division 
between the “Vieux Carre,” the old French and Spanish town, 
and the modern American city of gigantic financial institu­
tions, and tremendous business organizations. Canal Street 
has a neutral ground in its center upon which five lines of car 
tracks are laid. It is lined on each side with great stores of 
all descriptions, and is one of the most important business 
marts for retail trade in the United States.
New Orleans is the second port in the United States, and is 
keenly alert to maintaining port facilities in keeping with its 
position. Over $54,000,000.00 has been spent in developing 
public wharves on the Mississippi River front and the In­
dustrial Canal which connects Lake Pontchartrain with the 
Mississippi River. Engineers internationally recognized call 
the port a world model.
It is entirely publicly owned— harbor frontage being the 
property of the Board of Commissioners of the Port of New 
Orleans, agents of the State of Louisiana.
Port limits extend a little over 41 miles along both sides of 
the Mississippi River. Nearly seven miles of this river front is 
equipped with publicly owned and operated wharves, steel sheds, 
cotton warehouses, grain elevators, coal tipples, and other 
modern facilities. Private and railroad wharves occupy an 
additional three or four miles, with berthing space for over 
90 vessels, 500 feet long. Deep-water area is more than seven 
square miles— depth at wharves 30 to 70 feet, and in midstream 
188 feet. From New Orleans to the river’s mouth, a distance 
of 110 miles, the depth is over 60 feet.
The Industrial Canal connects the Mississippi River with 
Lake Pontchartrain, and cost some $20,000,000.00 to complete. 
It adds about 11 miles of waterfront to the harbor and pro­
vides, through a concrete ship lock of 640 feet, inside length, 
passage for 20,000-ton vessels to Lake Pontchartrain and the 
Gulf of Mexico.
Harbor equipment is excellent, including a Public Grain Ele­
vator, fire proof, with a storage capacity of 2,622,000 bushels, 
in addition to seven other grain elevators, which brings the 
total storage up to 7,572,000 bushels.
A Public Cotton Warehouse, owned and operated by the State, 
of reinforced concrete, has five storage units, a modern press 
room, and can load five ships simultaneously. Storage capacity 
is 320,000 bales, and unloading capacity 7,500 bales from cars, 
and 2,000 bales from steamboats and barges.
Steamships in European and Tropical Country Trade.
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Industrial Canal Locks, New Orleans.
There are ten or twelve privately owned press plants that 
materially increase storage loading and unloading capacities.
The New Orleans Army Quartermaster depot, adapted to 
Government and commercial purposes, covers 48 acres, has 
three concrete warehouses and can accommodate 178,500 tons 
of miscellaneous freight.
There are eight dry docks, including the United States 
Naval Base dry dock, with a capacity of 16,000 tons.
Coal tipples and colliers permit a total fueling capacity of 
approximately 3,000 tons per hour.
The port has annually an importation of 20,000,000 bunches of 
bananas, making it the greatest banana port as well as the 
greatest sisal and mahogany port.
Feeding to the port are twelve railroad lines, emanating fan. 
shape from New Orleans to all parts of the United States, 
Canada and Mexico. All these lines are connected with ter­
minals and water-front facilities by the New Orleans Public 
Belt Railroad, municipally owned and operated.
So we see that as the second port in the U. S. A., New 
Orleans is as progressive and equipped for modern business as 
she is equipped historically with memories of the past.
River Steamboat Loading Cotton at New Orleans.
Whether the visitor desires to browse through musty streets 
teeming with memories of the past, dreaming the dreams of 
yesteryear, or prefers to study the machinery of today and revel 
in the romance of modern business, he can be satisfied in New 
Orleans.
He can pass in quick review from a lake front of campers’ 
cottages, and picturesque Spanish alligator hunters and fisher­
men, to wharves agitated with the loading and unloading of 
cotton, sugar, coffee, lumber, bananas, and what not.
He can stroll through narrow streets, between rows of musty 
iron balconies, peering into courtyards filled with ghosts of the 
past, or drive over 400 miles of paved or hard surfaced streets, 
admiring hundreds of modern homes and modern business 
buildings, passing 60 parks, and innumerable other evidences 
of a modern business-getting city— filled not with ghosts of the 
past, but with prosperity of the present and assurances of the 
future.
So do not forget The American Society of Certified Public 
Accountants’ Convention, October 9, 10, 11, and 12, and take the 
read for New Orleans— you will not regret it.
Plant of Otis Mfg. Co., Largest Mahogany Mill in the World; Public Grain Elevator in Background.
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Government Accounting
A GENERAL FUND PROBLEM
1. The budget of a certain government 
shows that the revenues to accrue to the 
general fund for the period to be financed 
are estimated to be $1,000,000.
2. Appropriations have been passed by 
legislative enactment as follows:
General Fund:
Appropriation No. 1001 ..................... $200,000
Appropriation No. 1002 ..................... 300,000
Appropriation No. 1003 .....................  200,000
Appropriation No. 1004 ..................... 250,000
950,000
3. Allotments have been made from ap­
propriation No. 1001 as follows:
Allotment No. 1001.1 .........................  $50,000
Allotment No. 1001.2 .........................  30,000
Allotment No. 1001.3 .........................  70,000
Allotment No. 1001.4 .........................  25,000
175,000
4. Appropriations and allotments have 
been encumbered as follows:
Allotment No. 1001.1 .........................  $45,000
Allotment No. 1001.2 ......................... 20,000
Allotment No. 1001.3 ......................... 65,000
Allotment No. 1001.4 ......................... 24,000
Appropriation No. 1002 ................... $250,000
Appropriation No. 1003 .................... 175,000
Appropriation No. 1004 .................... 225,000
804,000
5. Taxes became due and payable into 
the general fund as follows:
General property taxes .................... $400,000
Income taxes .....................................  450,000
Poll taxes ...........................................  50,000
Business taxes .................................  10,000
Other special taxes .......................... 10,000
920,000
6. Assessments were made amounting 
to $5,000, payable into the general fund.
7. A temporary loan of $10,000 was se­
cured in anticipation of tax collections.
8. Taxes were collected and covered 
into the general fund as follows:
General propery taxes ...................... $350,000
Income taxes .....................................  425,000
Poll taxes ...........................................  40,000
Business taxes .................................  10,000
Other special ta x e s ..........................  8,000
833,000
9. Warrants were drawn in settlement 
of vouchers payable from appropriations 
and allotments as follows:
Allotment No. 1001.1 ........................ $40,000
Allotment No. 1001.2 ........................ 18,000
Allotment No. 1001.3 ........................ 60,000
Allotment No. 1001.4 ........................ 24,000
Appropriation No. 1002 .................... $225,000
Appropriation No. 1003 .................... 174,000
Appropriation No. 1004 .................... 224,000
765,000
By A. L. PETERSON, B. C. S.
Editor’s Note:
The following problem, consisting of 
twelve varying statements of govern­
mental actions, is presented with four 
requirements for its solution. The next 
issue will contain the answers covering 
these requirements. You can test your 
ability in governmental accounting by 
preparing your own answers and compar­
ing them with those published next 
month.
The foregoing warrants were classified
as follows:
Current Expenses:
General Government .................... $200,000
Protection to life and property. . . 100,000 
Development and conservation of
national resources ...................... 50,000
Conservation of health and sani­
tation ...........................................  50,000
Highways .......................................  10,000
Charities, hospitals and correc­
tions .............................................  100,000
Education .......................................  100,000
Total current expenses ........ 610,000
PROCEDURE OF SOLUTION
In preparing a solution of this problem 
it is necessary to make provision for cal­
culating the profits and losses of two 
separate years. This will obviously re­
quire two separate working sheets.
The principal feature of the determina­
tion of the profit or loss in 1921 is the 
disposition to be made of the unabsorbed 
burden of $141,400, which the corpora­
tion had considered it necessary on ac­
count of a 70 per cent drop in production 
in 1921 to carry as a deferred expense to 
be absorbed in 1922 and 1923 if normal 
production should be attained.
This unabsorbed burden is admitted to 
be an expense incurred in 1921, and if it 
could be shown to have been incurred in 
connection with production not to be 
completed or delivered until 1922 and 
1923 it might properly be carried over 
as a deferred charge. This is not the 
case, however, as the only reason for de­
siring to carry it over is that business 
was done at a loss in 1921, and the Profit 
and Loss Statement for that year will 
have a better appearance if the unab­
sorbed burden is carried over to later
Capital Outlays:
Furniture and fixtures ................ 155,000
765,000
10. Warrants were paid by the Treas­
urer amounting to $700,000.
11. Advances were made to other funds 
amounting to $25,000.
12. Supplies were issued from the cen­
tral storehouse, which operates under 
working capital funds, to units operating 
under Appropriation No. 1002 of the gen­
eral fund, amounting to $5,000. These 
supplies were chargeable to general gov­
ernment.
Required
1. Journalize the foregoing transac­
tions for both the budget and the pro­
prietary accounts.
2. Prepare budget balance sheet and 
statement of budget operations.
3. Prepare a statement of appropria­
tion and allotment operations.
4. Prepare proprietary balance sheet 
and operating statement.
years. This is not considered a reason 
that should satisfy an auditor and ac­
cordingly in this solution all expenses of 
1921 are included in the Profit and Loss 
Statement of that year.
The trial balance is therefore corrected 
by entry (1).
Entries (2) and (3) correct the inven­
tories of stores and supplies. Entry (4) 
sets up a reserve for bad debt losses. 
This is considered necessary on account 
of the fact that during 1922 it was found 
that $10,800 of the accounts receivable 
resulting from 1921 sales could not be 
collected.
As the company made no income tax 
return for the year 1921 it is subject to a 
possible penalty for failure to file.
In adjusting the trial balance of 1922 
it is again necessary to eliminate the 
item of deferred overhead of $141,400. 
This is accomplished by Entry (1). The 
debit to surplus is necessary for the rea­
son that the loss affects a previous ac­
counting period.
Entry (2) merely reverses the entry 
that was made at the time the contract 
was obtained, as no entry was required at
SOLUTION TO PROBLEM NO. 2 OF THE OHIO 
C. P. A. EXAMINATION OF OCTOBER, 1927
(Printed on page 118 of April, 1928, issue)
By WM. T. SUNLEY, C. P. A. (Michigan), International Accountants Society, Inc.
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that time. It would be particularly ob­
jectionable to claim “early in 1922” the 
entire estimated profit on a contract that 
will not be completed for two years.
Entry (3) sets up the liability for parts 
sub - contracted. Although these parts 
are not to be paid for until used, the lia­
bility is a real one and the parts are the 
property of the Valley Machine Company.
Entry (4) sets up as inventory the 
parts on hand at December 31, 1922, and 
transfers to a manufacturing cost account 
the parts used in construction as shown 
by the difference between the parts pur­
chased and the inventory of parts on 
hand.
Entry (5) reduces accounts payable by 
cost of parts used and paid for.
Entries (6) and (7) supply the basis 
for showing the cost of stores and sup­
plies by closing the old inventory and 
purchases and setting up the new in­
ventory.
Entry (8) closes into surplus the un­
collectible accounts receivable resulting 
from 1921 sales.
The policy of deferring to a later year 
the expenses incurred in the current year 
“to secure” business that will not be 
shipped and billed until after the close of 
the current year, is one that should be 
applied with some caution, particularly 
where the business is not secured. In 
the present problem it is assumed that 
the auditor is satisfied that the basis of 
deferring the selling expenses shown in 
Entry (9) is sound.
Entry (10) is self-explanatory.
In Entry (11) the amount paid to the 
sales manager as bonus is set up as an 
account receivable for the reason that the 
resolution of the Board of Directors pro­
vided that the bonus was only payable 
upon completion of the contract. The 
payment was therefore premature and 
constitutes merely an advance to the 
sales manager and not altogether expense.
In Entry (12) the bonus of 20 per cent 
on the portion of the contract com­
pleted is set up. This amount is calcu­
lated by deducting from sales of $1,000,­
000 all expenses of 1922 except the in­
terest paid and the discount allowed.
The amount earned by discounts on 
purchases is not included as a profit on 
the contract on the assumption that the 
auditor has ascertained by consulting the 
directors that they did not intend that 
any financial income or expense should be 
included. The sales manager might well 
claim that the discounts merely reduced 
the cost of purchases, but as the bonus 
is a gratuitous payment by the directors, 
the auditor’s only safe course is to let 
them say what construction they desire 
placed on the resolution.
The discount allowed was unquestion­
ably an expense that should not be in­
cluded as the invoices for the machines 
were paid in full.
The calculation of the profit earned to 
date on the contract therefore shows a
total deduction of $898,000 from $1,000,­
000, leaving a profit so far realized of 
$102,000, of which 20 per cent is $20,400.
There is no reserve set up for Federal 
income tax, but there is an account for 
“accrued taxes $1,800.” As the company 
had a loss of $70,600 in 1921 which can 
be offset against the gain of $82,300 in
1922, the net amount subject to tax at
12½ per cent in 1922 would make the tax 
considerably less than $1,800. Note (6) 
in the problem also states that prepaid 
and accrued accounts are correctly stated 
and it is therefore assumed that the re­
serve for Federal income taxes is in­
cluded in the $1,800 accrued taxes.
THE VALLEY MACHINE COMPANY 
WORKING SHEET 
For the Year Ending December 31, 1921
Trial Balance Adjustments. Profit Balance
Debits. Dec. 31, 1921. Debits. Credits. and Loss. Sheet.
Real estate ..................................... $50,000 $50,000
Buildings ....................................... 150,000 150,000
Machinery and equipment .......... 75,000 75,000
Small tools ..................................... 5,000 5,000
Second National B a n k .................. 500 500
Petty cash ..................................... 100 100
Accounts receivable ...................... 111,300 111,300
Notes receivable ............................ 2,100 2,100
Stores and supplies inventory .. 3,000 (3) $4,000 (2) $3,000 4,000
Purchases for stores .................... 6,000 (2) 6,000
Materials for product .................. 180,000 $180,000
Non-productive labor .................. 16,000 16,000
Depreciation expense .................. 8,000 8,000
Productive labor used .................. 30,000 30,000
Repairs and maintenance, mach’y 3,600 3,600
Insurance ....................................... 1,800 1,800
Deferred overhead ........................ 141,400 (1) 141,400
Small tool expense ...................... 600 600
Tax expense ................................. 600 600
Salesmen’s expense ..................... 6,000 6,000
Advertising expense ...................... 1,000 1,000
Administrative salaries .............. 12,000 12,000
Office salaries ............................... 4,000 4,000
Salesmen’s salaries ...................... 6,000 6,000
General office expense .................. 1,000 1,000
Stationery and supplies .............. 600 600
Discount allowed ......................... 400 400
Prepaid insurance ........................ 1,200 1,200
Interest expense ............................ 2,000 2,000
Cost of stores and supplies........ (2) 9,000 (3) 4,000 5,000
Profit and loss .............................. (1) 141,400 141,400
Bad Debts ..................................... (4) 10,800 10,800
Total profit and loss debits . .. 430,800
Less—Profit and loss credits.. 360,200
Net loss for year .......................... 70,600 70,600
Totals ................................. 819,200 469,800
Credits.
$360,000 $360,000
Depreciation reserve .................... 24,000 $24,000
Discount earned ........................... 200 200
Notes payable ............................... 40,000 40,000
Accounts payable .......................... 80,000 80,000
Accrued taxes ............................... 1.600 1,600
Capital stock ................................. 300,000 300,000
Surplus ........................................... 13,400 13,400
Reserve for bad debts ................ (4) $10,800 10,800
Total profit and loss credits . . 360,200
Totals ......................................... 819,200 469,800
THE VALLEY MACHINE COMPANY 
JOURNAL ENTRIES SUPPORTING WORKING SHEET 
For the Year Ending December 31, 1921
( 1) Profit and loss ............................... ...........................................................  $141,400
Deferred overhead ..................................................................................
To write off deferred overhead accumulated during 1921, and not 
applicable to cost of Contract No. 186.
(2) Cost of stores and supplies ..................................................................... 9,000
Stores and supplies inventory .............................................................
Purchases for stores ...............................................................................
To close purchases and old inventory into cost account.
(3) Stores and supplies inventory ................................................................. 4,000
Cost of stores and supplies .................................................................
To set up new inventory as of December 31, 1921.
(4) Bad debts ....................................................................................................  10,800
Reserve for bad debts ...........................................................................
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THE VALLEY MACHINE COMPANY 
WORKING SHEET
For the Year Ending December 31, 1922
Trial Balance Adjustments. Profit Balance
Debits. Dec. 31, 1922. Debits. Credits. and Loss. Sheet.
Real estate .....................................  $50,000 $50,000
Building's .......................................  150,000 150,000
Machinery and equipment ..........  75,000 75,000
Small tools .....................................  5,000 5,000
Second National Bank ................ 73,500 73,500
Petty cash .....................................  200 200
Accounts receivable .................... 1,510,800 (10)$1,000,000 ( 2)$2,500,000
( 8) 10,800
Notes receivable ............................ 1,500 1,500
Stores and supplies inventory . . 4,000 ( 7) 6,000 ( 6) 4,000 6,000
Purchases for stores .................... 8,000 ( 6) 8,000
Non-productive labor .................... 221,000 $221,000
Depreciation expense .................... 8,000 8,000
Productive labor used .................. 300,000 300,000
Repairs and maintenance, mach’y 33,000 33,000
Insurance .......................................  9,000 9,000
Deferred overhead ........................ 141,400 ( 1) 141,400
Small tool expense ........................ 4,000 4,000
Tax expense ...................................  5,000 5,000
Salesmen’s expense ...................... 7,000 ( 9) 7,000
Advertising expense .................... 3,000 ( 9) 3,000
Administrative salaries ................  15,000 15,000
Office salaries ................................ 5,000 5,000
Salesmen’s salaries ...................... 6,600 ( 9) 6,600
General office expense ..................  1,200 1,200
Stationery and supplies .............. 800 800
Bonus on contract expense . . . .  50,000 (12) 20,400 (11) 50,000 20,400
Discount allowed .......................... 100 100
Prepaid insurance .......................... 1,500 1,500
Interest expense ............................ 400 400
Purchase of parts, Cont. No. 186 ( 3) 725,000 ( 4) 725,000
Inventory of parts, Cont. No. 186 ( 4) 435,000 435,000
Parts used, Cont. No. 186 ..........  ( 4) 290,000 290,000
Cost of stores and supplies........  ( 6) 12,000 ( 7) 6,000 6,000
Deferred selling expenses ..........  ( 9 )  16,600 16,600
Accounts receivable, officers . . . .  (11) 50,000 50,000
Total profit and loss debits . . .  918,900
Totals .................................  2,690,000 864,300
Credits.
Contract No. 186 uncompleted ..$1,710,000 ( 2)$2,000,000 ( 5) $290,000
Depreciation reserve .................... 32,000 $32,000
Discount earned ............................ 1,200 1,200
Notes payable ................................ 20,000 20,000
Accounts payable ........................ 30,000 ( 5) 2S0,000 ( 3) 725,000 465,000
Accrued taxes ................................ 1,800 1,800
Profit and loss .............................. 500,000 ( 2) 500,000
Capital stock .................................. 300,000 300,000
Surplus ...........................................  95,000 ( 1) 141,400 (*)57,200
( 8) 10,800
Sales ............................ .......................  ( 10 ) 1,000,000 1,000,000
Reserve for bonus on Con. No. 186 (12) 20,400 20,400
Total profit and loss credits . .  1,001,200
Less— Profit and loss debits .. 918,900
Net profit for year ........................ 82,300 82,300
Totals .................................  2,690,000 864,300
(*)Deficit.
(Continued on page 222)
CUBA AND PANAMA ANNOUNCEMENT
More than 20 of our members have 
already expressed interest in a trip to 
Cuba and Panama, following the close of 
our convention in New Orleans next Octo­
ber, and arrangements have therefore 
been made with the United Fruit Com­
pany for a 16-day post-convention trip to 
those countries on their GREAT WHITE 
FLEET steamer “Parismina,” sailing 
from New Orleans, 11 a. m., Saturday, 
October 13. The itinerary will be as 
follows:
Lv. New Orleans, La., Sat., Oct. 13th, A. M. 
Ar. Havana, Cuba, Mon., Oct. 15th, A. M. 
Lv. Havana, Cuba, Wed., Oct. 17th, A. M. 
Ar. Cristobal, Canal Zone, Sat., Oct. 20th, 
P. M.
Lv. Cristobal, Canal Zone, Mon., Oct. 22nd,
A. M.
Ar. Puerto Castilla, Honduras, Wed., Oct.
24th, A. M.
Lv. Puerto, Castilla, Honduras, Thurs., 
Oct. 25th, A. M.
Ar. Havana, Cuba, Sat., Oct. 27th, A. M.
Lv. Havana, Cuba, Sat., Oct. 27th, P. M. 
Ar. New Orleans, La., Mon., Oct. 29th,
P. M.
FARES: $200.00 and up, depending 
upon location of the stateroom. Fares 
not only include meals and first class 
outside stateroom accommodations for 
the entire 16-day trip, but also attractive 
shore programs at the various ports. The 
fares do not include fees, laundry, wines 
or other items of purely personal nature.
PASSPORTS: No passports or sailing 
permits (income tax clearances) are re­
quired for making this trip.
LIMITED SIZE PARTY: The party 
will be strictly limited to 75 passengers 
and membership is open to the members, 
their families and sponsored friends.
SS. “PARISMINA” was built especially 
for service in southern waters and all 
staterooms are outside, large and airy, 
and equipped with two single beds in­
stead of the old-time upper and lower 
berths.
This trip has proved very popular with 
the members of many other organizations 
when their conventions were held in New 
Orleans, as it offers exceptional oppor­
tunity to make a restful and enjoyable 
trip to the principal Caribbean countries 
with friends and associates as fellow 
passengers. We have been assured by 
the Fruit Company officials that no effort 
will be spared to make the trip 100 per 
cent enjoyable and one long to be remem­
bered by our members participating.
HAVANA TRIP: For the benefit of 
those who may not be able to spare the 
time for the 16-day trip, a 9-day trip is 
available from New Orleans to Havana 
and return. The cost of this trip is 
$75.00 and up, including meals and ac­
commodations on the steamers in both 
directions, but not during the layover in 
Havana, from Monday a. m. to Saturday 
p. m.
Members residing in the East may, if 
they prefer, disembark at Havana or 
Cristobal, and connect with another 
GREAT WHITE FLEET steamer for New 
York. Fares quoted upon application.
INFORMATION AND RESERVA­
TIONS: Reservations will be assigned in 
the order requests are received, and as 
the space is limited you are urged to sig­
nify your intentions as early as possible. 
For further information and literature 
address D. W. Springer, Secretary, in 
Washington, or Mr. H. C. Hicks, Assistant 
Passenger Traffic Manager, United Fruit 
Company, 321 St. Charles Street, New 
Orleans, La.
TO NEW ORLEANS BY BOAT
J. S. M. Goodloe and Perley Morse, of 
New York, have already booked passage 
on the SS. DIXIE, Southern Pacific Mor­
gain Line, leaving New York Saturday,. 
September 29, 1928, at 12.45 p. m., day­
light saving time, from pier 48, Hudson; 
River, reaching New Orleans Friday, Oc-
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tober 5, at 7.00 a. m., giving plenty of 
time for “doing” the city in advance of 
the annual meeting of The American So­
ciety, which opens October 9.
The first cabin rate, one way, is $63.00, 
round trip $110.00. A circular tour fare 
is provided one way by steamer and one 
way by rail, the rate between New York 
and New Orleans being from $111.34 to 
$115.79, dependent on the route. Meals 
and berth on the steamer, of course, are 
included.
Persons contemplating taking the 
water route should address communica­
tions to General Agent, Passenger De­
partment, Southern Pacific Railroad, 165 
Broadway, New York City, or A. J. Pos­
ton, General Agent, 400 Southern Build­
ing, Washington, D. C.
COMMERCIAL ARBITRATION 
PRACTICE
The American Arbitration Association 
has just issued a 248-page book on THE 
PRACTICE OP COMMERCIAL ARBI­
TRATION. The subjects of the chapters 
are: Arbitration in General; The Arbi­
tration Agreement; The Submission; The 
Arbitration Clause; The Arbitrator; Pro­
ceedings Before Arbitrators; The Award; 
Compensation and Costs; Remedy When 
Validity or Making of Contract is in Is­
sue; Remedy in Case of Default or Lapse 
in Proceeding; Enforcement of an Award. 
The Annex contains the following: Sum­
mary of Arbitration Laws; United States 
Arbitration Act; New York State Arbi­
tration Act; Arbitration Rules of the 
American Arbitration Association Ap­
plicable Under the New York Law; Arbi­
tration Rules of the American Arbitra­
tion Association Applicable Generally; 
Draft State Arbitration Act; Draft Arbi­
tration Clauses for General Contracts; 
Forms Used By the American Arbitration 
Association; Table of Cases.
It would appear as if this book would 
be especially helpful to anyone who has 
in mind acting as an arbitrator or who 
may be involved as a party to an arbi­
tration.
The regular price of the book is $1.75. 
We are able to fill orders which may be 
sent us at a rate of $1.60.
COST ACCOUNTANTS ELECT
At the annual meeting of the Na­
tional Association of Cost Accountants 
held in New York on June 14, 1928, the 
following officers and Directors were 
elected: President, Frank L. Sweetser, 
General Manager, Dutchess Mfg. Co., 
Poughkeepsie, N. Y .; Vice-President, 
Addison Boren, Treasurer, Yale & 
Towne Mfg. Co., Stamford, Conn.; Vice- 
President, Walter S. Gee, Partner, Ly­
brand, Ross Bros. & Montgomery, New 
York City; Treasurer, Wm. O. Cutter, 
Vice President, United States Rubber 
Co., New York City. Directors elected
to serve three years were: Grant L. 
Bell, President, Pennsylvania Appraisal 
Co., Scranton, Pa.; V. W . Collins, Treas­
urer, Rome Wire Co., Rome, N. Y .; C.
F. Eveleigh, Auditor, Eli Lilly & Co., 
Indianapolis, Indiana; Thomas D. 
Frank, Treasurer, Cincinnati Planer 
Co., Cincinnati, Ohio; D. C. Lowles, 
Auditor, Perfection Stove Co., Cleve­
land, Ohio; W . R. Phemister, Treas­
urer, Monsanto Chemical Works, St. 
Louis, Mo.; J. W. Root, Secretary, 
Glenwood Range Co., Taunton, Mass.;
H. L. Whittier, Works Accountant, 
General Electric Co., Erie, Pa. Dr. 
McLeod, of course, carries on in his 
capacity as Secretary.
HISTORY LESSON 
(From Bachrach’s “The Fourth Reader.” )
M. D. BACHRACH, C. P. A.
Pittsburgh, Pa.
(Note:— During our school days we all 
read the story of the group of courageous 
Americans who defied the English king 
and dumped his tea in the creek. How­
ever, pretty as that story may be, it is 
not the correct version of the occurrence. 
The true facts are presented for the first 
time below.)
Beginning in the early ’60’s, conditions 
in the Colonies became more and more 
acute. England, under George III, adopt­
ed a harsh attitude toward the American 
“upstarts.” Unreasonable measures were 
enforced, aimed at crushing the spirit of 
the rebels. The only friend the Ameri­
cans had at court was William Pitt. This 
Mr. Pitt was a regular fellow. So was 
his old man.
Things went from bad to worse. Heavy 
duties were imposed on Colonial importa­
tions of wine, oil, fruits, glass, paper, 
lead, and tea, the proceeds being used for 
maintaining British troops to suppress 
the Colonists. This was adding insult 
to injury. In addition, the Colonists were 
compelled to fill out long and complicated 
tax schedules and reports, necessitating 
the hiring of tax experts. The public 
accountants and tax consultants didn’t 
mind this a bit. But to go on with the 
story.
Had England permitted the conditions 
described above to continue without add­
ing further aggravations, the Revolution­
ary War would probably have been avert­
ed, as the Colonists were not anxious to 
break with the mother country. No doubt 
they foresaw some of the present-day 
debauchery of the independence for which 
they fought. But, no! England proceeded 
to add the last straw; namely, “taxation 
without representation.”
This was too much for the American 
accountants. For years they had served 
in the front ranks of industry by acting 
as representatives for the Colonial tax­
payers. To them taxation of the Colonists
without representation by accountants 
meant the denial of their right to “life, 
liberty, and the pursuit of happiness.” 
Headed by George Washington, Surveyor, 
Engineer, and Accountant (we of today 
still admire his bookkeeping records, 
many of which have been preserved), the 
public accountants held an indignation 
meeting in Boston on December 6, 1773, 
and announced to the world that they 
would fight to the last ounce of their 
clients’ energy against the tyranny of 
England. They were immediately an­
swered by Patrick Henry of Virginia, who 
declared, “Give me an accountant or give 
me death. We can’t possibly figure out 
these tax forms ourselves. If this be 
stupidity, make the most of it.”
Fired by the enthusiasm of the rabble, 
the accountants disguised themselves as 
prohibition agents, raided the ships in 
Boston Harbor, which had just arrived 
from England, and, seizing the simplified 
tax blanks sent over in order to enable 
the Colonial business men to make up 
their own returns, dumped them (the 
blanks, not the business men) into the 
harbor.
Thus was started the War of Independ­
ence. How the accountants won the war 
is a story known to all. Today they are 
reaping the benefits of another little war 
recently concluded, and from all present 
indications they’ve got things fixed up 
nicely for years to come.
STATE BOARD NEWS
ILLINOIS 
Eric L. Kohler has been appointed 
as a member of the Board of Exam­
iners, Committee on Accountancy, Uni­
versity of Illinois.
IOWA
H. N. Holdsworth, C. P. A., Iowa 
City, has been reappointed by Governor 
John Hammill as a member of the 
State Board of Accountancy for a term 
of three years, beginning July 1, 1928.
MASSACHUSETTS 
At the May examination given by the 
Board of Registration of Certified Pub­
lic Accountants of the State of Massa­
chusetts there were 210 candidates. 
Six were examined in Auditing only, 
ten in Law only and 104 in all subjects. 
The ages of the candidates ranged from
21 to 53 years old.
NEW MEXICO 
J. Bryan Stephenson has been ap­
pointed as a member of the New Mexico 
State Board of Accountancy to succeed 
R. D. Jones, whose term has expired. 
The Board has reorganized with W . G. 
Logan, President, J. Bryan Stephenson, 
Secretary-Treasurer, Mathias J. Sippel, 
Member.
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Pioneers of Accountancy
IN an earlier article 1 the writer made the statement that Thomas Jones (N. Y. 1841), was “an accountancy 
pioneer who was possessed of a pene­
trating insight into bookkeeping logic 
far beyond his contemporaries.” And 
again, it was said that “ in Germany the 
earliest writers to deal with bookkeep­
ing theory followed Thomas Jones by 
some ten years.” But further evidence 
indicates that these sweeping state­
ments were too broad.
Jones had a contemporary in B. F. 
Foster whose writings between 1836 
and 1852, show the same clear concep­
tion of the fundamental nature of 
Double Entry. A few brief extracts2 
will set forth his ideas.
“It is a primary axiom of the exact 
schences (sic) that the whole is equal 
to the sum of its parts; and on this 
foundation rests the whole superstruc­
ture of Double Entry Bookkeeping. It 
considers property as a Whole, com­
posed of various parts;— the stock ac­
count records the whole capital; the 
money, merchandise and personal ac­
counts record the component parts. 
Hence there must necessarily and in­
evitably be a constant equality between 
the stock account on one hand and all 
the remaining accounts on the other.
“ In complete bookkeeping, the stock 
or capital is known by its particular ac­
count, without enumerating and adding 
together all the component parts. When, 
however, this general extract of the 
parts is made, their sum will corre­
spond with the stock account if the 
books are correct; and, thus, the parts 
and the whole mutually check and 
verify each other.” (Foster: A Concise 
Treatise on Commercial Bookkeeping, 
page 26, Boston, 1836.)
“ In the arrangement of a Ledger by 
double entry there are but two distinct 
classes of a/cs, which may be distin­
guished as follows:
“1. Parts of Property; 2. Whole Prop­
erty.
“The first class comprises the money, 
merchandise and personal accounts, 
with their divisions and subdivisions; 
from which we ascertain the nature and 
extent of the assets and liabilities. The 
second class consists of the stock ac­
count, with its branches and ramifica­
tions— as Profit and Loss, Charges, In­
terest, Commission, and the like; from 
which we ascertain the amount of cap-
1 “Thomas Jones—Pioneer,” in The Certi­
fied Public Accountant, June, 1927.
2 Quoted by Henry R. Hatfield in Die 
Zeitschrift fur Buchhaltung, 1909, p. 80.
By A. C. LITTLETON, C. P. A., Univer­
sity of Illinois.
ital originally invested in the business 
and the gain or loss for any given 
period.” (Foster: The Theory and 
Practice of Bookkeeping, illustrated and 
simplified, page 23, Boston, 1840.)
If Jones and Foster be read together, 
the similarity of ideas is very striking, 
and one is not surprised to learn that 
they were contemporaries and acquaint­
ances. Perhaps, the two were competi­
tors as well. At least the following let­
ter taken from the preface to Jones’ 
work would seem to imply that they 
were.
“New York, August 1st, 1838. 
“ Mr. Thomas Jones.
“ Sir: The principal features of what 
I understand to be your plan of teach­
ing bookkeeping, and for which in my 
opinion you are entitled to the merit of 
having originated, are the following:
“1. Beginning your explanation of the 
theory with the Ledger.
“ 2. Explaining the scheme of each 
separate account, and showing its use.
“ 3. Deducing from the different ac­
counts two statements of the merchant's 
affairs each showing how much he is 
worth.
“ 4. Showing that the ledger by 
double entry contains two sorts of ac­
counts which you term primary and sec­
ondary, each set producing one state­
ment of the merchants affairs, and show­
ing how much he is worth.
“ I have availed myself of the infor­
mation derived from your oral lectures 
in the compilation of my recent work 
entitled the ‘Merchant’s Manual’ so far 
as relates to the explanation of the 
ledger. . .
(signed) “ B. F. Foster.”
From this letter one is inclined to 
wonder if Foster had been accused by 
Jones of using the latter’s ideas with­
out giving him credit. Foster is cer­
tainly yielding precedence in this com­
munication.
It appears also that Kurzbauer 3 and 
Augspurg (1850), of Germany were an­
ticipated by Franz Hautsche of Austria 
in 1840. Some extracts from his book 4 
will serve to show the similarity.
“The capital account is different from
3 “Two Pioneers of Accountancy,” in The 
Certified Public Accountant, February, 1927.
4 Quoted by Alexander Novak in Die 
Zeitschrift fur Buchhaltung, May, 1898, 
from: Aufaugsgrunde des einfachen und dop­
pelten Kaufmannischen Buchhaltens, Vienna,
1840.
the accounts with things and with per­
sons in that it has the assets in its 
credit side, while they have the assets 
in their debit side, and that it has the 
liabilities in its debit side, while they 
have them in the credit side.
“ At the beginning of business the 
merchant is therefore doubly repre­
sented: (1) in the capital account by 
the total of his property; (2) in the 
several constituent parts of his prop­
erty.” (from page 80.)
“ Thus we come to a knowledge of 
our present net worth in two very dif­
ferent ways:
“ (1) in the capital account where the 
final gains and losses join the original 
Assets and Liabilities.
“ (2) in the Balance account where 
the latest Assets and Liabilities ap­
pear.” (from page 113.)
These statements are very close to 
the ideas expressed by Augspurg some 
ten years later. Thus it is made clear 
that Thomas Jones had a contemporary 
in Germany as well as in America. Were 
there contemporaries also in England? 
Not quite contemporaries, perhaps, but 
predecessors— men who had labored to 
express these underlying characteristics 
of Double Entry from twenty to a hun­
dred and twenty years before Thomas 
Jones.5
“ The purpose of Bookkeeping, as a 
record of property, is to shew the owner 
at all times the value of his whole 
capital, and of every part of it. The 
component parts of property in trade, 
are in a state of continual transforma­
tion and change; but, whatever varia­
tions they undergo, and whether the 
whole capital increase, diminish, or re­
main stationary, it is evident that it 
must constantly be equal to the sum 
of all its parts. This EQUALITY is 
the great essential principle of Book­
keeping. It will at once give the reader 
a clear idea of the nature of that proof 
which is so highly, and so justly ap­
preciated in Accounts. For, if the Stock 
Account be found equal to  the collec­
tive result of all the other Accounts, 
the desired proof is obtained; but, if 
the least inequality exist between them, 
the Books must obviously be incorrect.
“ The clear and simple principle of 
the equality of the whole to the sum of 
its parts, has never before been laid 
down as the basis of Bookkeeping. 
From its neglect have proceeded those
5 The quotations from Cronhelm, Stephens, 
and Malcolm were generously contributed by 
Dean Henry R. Hatfield from among his 
notes.
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vague and confused notions o f  A c­
counts, evinced in alm ost every treatise, 
by dividing them into personal, real, 
and fictitious; as i f  the whole capital 
and each o f its parts were not equally 
real. In this classification, however, the 
Personal Accounts are treated as if 
neither real nor fictitious; whilst the 
Stock Account is actually said to be in 
the latter predicam ent; or, in equiv­
alent words, the w hole capital is pro­
nounced an unreal and im aginary 
thing!
“ The equality o f  Debtors and Cred­
itors is the im mediate, but less obvious 
consequence o f the principle laid down, 
and may be considered as the general 
law for  its observance. Every trans­
action in business being virtually a 
transfer between tw o accounts, it m ust 
be entered to the debit o f the one, and 
to the credit o f the other. In Double 
Entry, these two balancing entries are 
made in the L edger; and they com prise 
all that is systematic in the Italian 
Method. The entries in the W aste 
B ook and Journal are m erely prepara­
tory  arrangem ents, unconnected with 
the principle and proof o f A ccounts."
“ The division o f Accounts into Per­
sonal, Real, and Fictitious, is one o f  the 
m ost ludicrous that ever enlivened the 
gravity o f  the scientific page. Are the 
Personal accounts unreal? Or, rather, 
are they som ething neither real nor 
fictitious? Is the Stock, or proprietor’s 
account, a mere fiction? Are the ac­
counts o f  Profit and Loss o f  the same 
romantic nature? In cases of loss it 
would be some consolation to consider 
them in this aerial and poetical light; 
but when a balance o f  profit occurs, the 
pleasure o f  the transfer would not be 
much heightened by this view o f the 
subject. The proprietor may reason­
ably expect to find something substan­
tial in his Stock Account; but the pro­
fessors o f B ookkeeping, faith ful to the 
Berkleian theory, gravely assure him 
that it is all fictitious and imaginary.
“ After rejecting the old classification, 
a new one may be expected; and we 
w ill therefore sketch a substitute in 
the fo llow ing  tabular view  o f
“ It w ill be observed that the second 
class admits no divisions, but ramifica­
tions on ly; its subordinate Accounts not 
exhausting the higher, as in the first 
class. The Accounts o f Profit and Loss 
are simply branches o f the Stock, their 
ob ject being to prevent num erous petty 
entries in the latter, to collect together 
the individual augm entations and d i­
minutions o f the capital, and to trans­
fer the general result in one entry to 
the Stock. In like manner, Com mis­
sion, Interest, etc., are m erely ramifica­
tions o f the Profit and Loss Accounts, 
which prevent num erous petty entries 
in the latter, collect the aggregates of 
their respective departments, and trans­
fer the results in one entry to the Profit 
or Loss. The Private Account is an­
other main branch from  the Stock, its 
use being to record all sums put into 
the business, or withdrawn, so as to 
keep them entirely distinct from  the 
Profit or Loss. The result o f the P riv­
ate A ccount is also transferred in one 
entry to the Stock.”  From : Cronhelm,
F. W., “ Double Entry by Single.”  Lon­
don, 1818, page 27.)
“ That P ortion  o f Things which a  
Man posesses, or has otherways be­
longing to him, as a Security, taken all 
together, I call the Estate, and the 
Worth of a Man’s Estate, consider’d 
abstractly from  the Things which are 
valued, I call the com puted Value or 
Extent o f a Man’s Estate. (F rom : 
Stephens, Hustcraft, “ Italian Bookkeep­
ing Reduced into an A rt,”  London, 
1735.)
“ A  general K now ledge o f the com ­
puted Value o f an Estate is not suffi­
cient; but he that would act wisely 
must endeavor to in form  him self o f 
such com puted Value, as it is divided 
into several Properties or Parts. 
(Ibid., page 3.)
“ W e must arrange various Securities 
so that when we add to or take away 
from them respectively . . . the remain­
ing Quantity, w ith the alterations that 
produced them, may appear . . . for 
which Reason there must be a com pet­
ent Space allow ’d each Division . . . 
for the Recital o f the Alterations of
adding to, or taking from , as Occasions 
offer.”  (Ib id , page 7.)
“ The Stock you are to look upon as 
the Root, from which all the other Ac­
compts in the Book (as far as they are 
for the Owner’s Behoof) do flow; for 
whether there be an Encrease or De­
crease, or Equality by the various chang­
ing of some Things for others (in which 
trading does entirely consist) it is the 
Capital 8tock that is affected, and either 
raised or diminished in Value; or sim­
ply changed in its constituent Parts.”
“ But besides the State of Encrease and 
Decrease of the Capital which the Bal­
ance of the Profit and Loss Accompt 
(x x x) w ill shew (x  x  x) there may 
be a change of the State of Stock, as to 
its constituent Parts, which is the effect 
of the various tossing this Stock about 
in Trade, and the frequent Changes that 
are made of one Thing for another in 
that Course.” (Page 132, 133.) (From : 
M alcolm, Alexander, “ A  New Treatise 
of Arithmetik and Bookkeeping, etc.” 
Edinburgh, 1718 ).
These quotations serve to show that 
the assertions previously made concern­
ing the priority o f  Thomas Jones were 
som ewhat too strong. There were in 
fact several o f  Jones’ English predeces­
sors who possessed a rather clear in ­
sight into the heart o f double entry. 
However, it is quite evident that these 
w riters before 1800 had a good deal of 
difficulty in stating the theory clearly. 
But in this they were not alone, for  
theory as such was inadequately stated 
from the time of the earliest writings. 
The theory of Double Entry here given 
was, of course, inherent in the practice 
from the middle of the fifteenth century, 
but the statement of the theory was very 
slow  in appearing.
One who knows accounting can see 
the essence o f Double Entry even in 
P acio lo ’s labored description o f the 
items in the opening inventory— iden­
tical items being posted into individual 
accounts and capital account. And 
where he explains the transfer of ex­
pense accounts to Profit and Loss, and 
the latter to capital, it is evident that 
the practice is according to theory-—  
even though the theory is not expressed. 
Long after that, near the year 1600, 
Simon Stevin brings to bookkeeping some 
explanations w hich go beyond m erely 
practical instructions as used by prev­
ious writers. But even he leaves much 
to be read into the text.6 By look ing 
backward from  our vantage point o f  
theory, we can see that he must have 
sensed the underlying antithesis of 
capital account and real accounts. Yet 
(Continued on page 217)
6 See the translation of Stevin’s work by P.
Kats in The Institute of Bookkeepers Jour­
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Two Methods of Analyzing Statements
IN addressing this joint meeting of ac­countants and credit men, it is my good fortune that the subject of 
statement analysis really represents a 
common ground of interest. It represents 
the connecting link between the work of 
the accountant and that of the credit 
man. The analysis of a statement is 
usually the final operation in the chain 
performed by the accountant, while it is 
nearly always the first in sequence of 
those performed by the credit man.
It has always seemed to me that the 
phrase “financial analysis” or “analysis 
of financial statements” is somewhat of a 
misnomer. The actual analysis is, of 
course, only a mental process. Custom 
however, has made it permissible to apply 
the term to the arithmetical operations 
whose sole purpose it is to make figures 
comparable as an aid to the actual an­
alysis itself. It is this matter of arith­
metical modification applied to financial 
statements which forms the subject for 
tonight.
The principal purposes of statement an­
alysis appear to be two in number; first, 
to determine the present financial posi­
tion of the company under analysis, and, 
secondly, its trends. Few people would 
care to give a company credit, even though 
its present condition were prosperous, if 
a trend analysis indicated that it was 
rapidly going down hill.
It should also be remembered that 
while the analyst may also be an account­
ant or auditor, nevertheless statement 
analysis does not contemplate verification 
of the figures. Usually the analyst is 
obliged to consider the figures he receives 
to be a correct and truthful reflection of 
facts. His task is merely to extract 
meaning from those figures.
There are, of course, several different 
methods of analyzing financial state­
ments. In view of the short time avail­
able, it has been decided to discuss only 
two of these methods.
One is the “ratio method,” which has 
received considerable publicity, owing to 
the work and writings of your secretary, 
Mr. Alexander Wall (Mr. Wall is secre­
tary of the Robert Morris Associates), 
and other accountants and credit men. 
The other method is the one known as 
the “trend percentage method,” which has 
received some discussion, although it has 
not been in use for analysis purposes any­
where near as long as the ratio method.
One of the pleasures in addressing a 
group of men such as this is that it is not 
necessary to enter into an elaborate ele­
mentary discussion, and I am going to 
take it for granted that everyone here is 
familiar with the ratio method of 
analysis.
By STEPHEN GILMAN, B. Sc., C. P. A.
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Illinois Society of Certified Public Ac­
countants and the Chicago Chapter of the 
Robert Morris Associates, Chicago, Illi­
nois, April 25, 1928.
However, it might be well, before going 
further, to indicate briefly the funda­
mental nature of the trend percentage 
method. This method usually is applied 
to a series of statements of one company. 
Percentages are obtained in the case of 
any one group of balance sheet items, 
such as current assets, by dividing each 
such total by the earliest total. Thus, if 
we had a tabulation of four years’ cur­
rent assets of a company, we would divide 
each one by the current assets of the first 
year, thus converting them into per­
centages of the first year’s figure. Such 
percentages represent trends.
Per cent
Years. Actual. of 1924.
1924   $2,000 100%
1925   2,200 110%
1926   1,800 90%
1927   1,600 80%
The ratio method and the trend per­
centage method are not directly opposed at 
all points; nevertheless it is my firm con­
viction that the value of the ratio method 
of analysis has been exaggerated and that 
the trend percentage method of analysis 
is of equal or greater importance. There 
are numerous grave objections to the 
ratio method of analysis which are in­
herent in the method itself. There has 
been a tendency among those interested 
in the ratio method to build upon it a 
top-heavy procedure which is cumbersome 
and ill adapted to the work it is meant 
to do.
Some years ago in one of the profes­
sional accounting magazines I advanced 
the following proposition and attempted 
to prove it. At this time I would like to 
repeat that proposition, and will, more or 
less, make it the keynote of what follows:
“The ratio method is of little value in 
analyzing one balance sheet, and, there­
fore, its primary importance must be as 
an instrument for showing trends in the 
survey of successive balance sheets of one 
business. As such it is clumsier and 
more involved than the trend percentage 
method.”
The keynote of the foregoing proposi­
tion is in the assertion that the “ratio 
method is of little value in analyzing one 
balance sheet.” If that statement be ac­
cepted as true, then the remainder of the 
proposition follows as a matter of course, 
since I can not believe that the trend per­
centage method of analysis requires any
particular amount of proof as to its value.
It is exactly the same method funda­
mentally as is used by statisticians in 
developing the so-called “index numbers,” 
and it seems to me perfectly obvious that 
if any better simple method of showing 
trends could be devised, generations of 
statisticians would have devised one long 
before now.
Therefore, for the purpose of trend 
analysis, I feel on perfectly safe ground 
when I say that the trend percentage 
method is greatly superior to the ratio 
method.
The arguable point is whether the ratio 
method is of little value in analyzing one 
balance sheet. This brings us to the very 
heart of the whole argument of those 
who champion the ratio method of an­
alysis— its apparent usefulness in com­
paring one business with other similar 
businesses.
Putting the matter very roughly, the 
proposition is simply this. Here comes 
an applicant for credit. He is in the 
wholesale grocery business. We take his 
latest financial statement and work out 
ratios from it. From that statement 
alone and from those ratios alone, we 
can not tell whether or not the statement 
is favorable. It must be compared with 
something, either mental or tangible, and 
as we have no previous knowledge of the 
wholesale grocery business, we have no 
way of knowing whether the statement is 
a good one or a poor one. The ratio en­
thusiast proposes to develop a measuring 
stick by which to measure the wholesale 
grocery statement, and he proposes to do 
this by the apparently logical means of 
securing statements of a number of other 
groceries, working out their ratios, thus 
arriving at average ratios which may be 
considered normal or standard for that 
particular industry. Then he would com­
pare the ratios of the individual grocer 
with those standard ratios. As I say, the 
proposition appears so reasonable and so 
sound and so plausible that a great and 
rather top-heavy, over-elaborate system 
has been built up on it.
I am not prepared to contend that this 
procedure of comparing the individual 
company with others of the same type is 
entirely unsound. I can think of various 
classes of business where such a proced­
ure might be entirely reasonable. With 
a group of Ford auto dealers, or in a 
chain-store situation, or with grocery 
stores, haberdasheries, etc., it might be 
that standard ratios could be developed 
which would be fair and which might be 
very useful as measuring sticks against 
statements of any individual of such a 
group. But I also feel that while this 
may be true with certain lines of busi-
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ness, there are even a greater number of 
lines of business where the development 
of standard ratios is not feasible and, to 
put the matter even more strongly, where 
actual injustice and harm may be done 
by attempting to use standard ratios as a 
basis for credit granting. My reason for 
this belief is reflected by the following 
list of objections to the standard ratio:
“1. It is not a fair assumption that 
well-managed companies engaged in the 
same ‘line of business’ should have com­
parable ratios.
“2. A standard ratio is only an average 
and like every other average presents 
dangerous features. To be representative 
it should be made up from the individual 
ratios of the balance sheets of—
(a) a large number of companies
(b) which are financially sound and 
well managed
(c) and are located alike geographi­
cally
(d) with substantially uniform ac­
counting methods
(e) and whose products are substanti­
ally similar
(f) and where the balance sheets are 
taken at the same time of the year.
This essential combination occurs so 
rarely as to deserve little consideration.”
The first objection is to my mind a very 
important one. Whether that statement 
is true or not depends upon your defini­
tion of “line of business.” There are 
some industries which are rather homo­
geneous and where practically every indi­
vidual in that industry is similar to all 
other members. But I feel that such in­
dustries are in the minority and that 
when we get outside of them, we are on 
debatable ground. If the person who is 
analyzing different financial statements 
and who is collecting data for standard 
ratios is very careful not to be deceived, 
then some of the objection to the 
standard ratio will vanish. However, 
this operation requires the most in­
finite care. There have been tabula­
tions of standard ratios developed 
in the past where almost ludicrous com­
binations of industries were made. As a 
matter of fact, similarity of lines of busi­
ness is not anywhere near as important 
when ratios are to be compared as simi­
larity of policies, problems, and pro­
cedure. I can readily conceive of two 
companies engaged in entirely different 
kinds of business, making products which 
fail to resemble one another in the slight­
est, yet having policies, manufacturing 
and sales problems, and internal organi­
zation procedure so much alike that it 
would be perfectly fair to compare state­
ments of the two.
The remainder of the objections to 
standard ratios are almost entirely sta­
tistical in nature. The standard ratio is 
an average, and as every accountant 
knows, an average is a dangerous thing 
because it is supposed to typify the group
it represents. Where the group is not 
homogeneous, the average is not likely to 
prove typical and is in fact dangerous 
and misleading if relied upon.
In order to insure that such an average 
shall be fairly representative, it is neces­
sary that it be made from individual 
ratios of balance sheets of a large number 
of companies. Not only should the num­
ber of companies be large, but they should 
be profitable and well-managed companies 
if the resulting standard ratios are to be 
considered as representing a reasonably 
fair or good position.
Also the matter of geography enters 
into this problem to some extent. A com­
pany located in one section of the country 
can not be compared with a company in 
another section, owing to sectional cus­
toms of trading, which need not be an­
alyzed here. There is also the question 
of uniform accounting methods, a matter 
which may be of considerable importance 
in certain lines of business. The products 
of these companies should be substanti­
ally similar, and the balance sheets 
should be taken about the same time of 
the year, particularly if the industry is 
affected by seasonal conditions. Now if 
all these requirements can be met, then 
the standard ratio seems to me a rather 
feasible thing. But if they can not be 
met, then it is apt to be very misleading. 
Owing to its apparent definiteness, it is 
likely to result in unfairness to custo­
mers through denying them credit which 
they might otherwise be entitled to. Or, 
on the other hand, there may be ex­
cessive losses due to granting credit to a 
customer who should be required to pay 
on a cash basis.
The ratio method, aside from its con­
nection with standard ratios, has several 
advantages in its favor. In particular I 
favor the so-called “current ratio” and 
the “acid test ratio.” I think they are 
valuable as part of the credit man’s pro­
cedure. And there is also another situa­
tion where ratios are invaluable. I refer 
to industries such as public utilities 
where direct attempts to compare sales of 
one public utility with those of another 
are futile because an increase in sales 
may be entirely due to an increase in 
operating efficiency but more often is due 
in part to constant increases in property 
holdings caused by the absorption of 
other companies. In order to compare 
sales of two public utilities, it is often 
necessary to divide them in each case by 
the amount of plant investment or some 
similar factor in order to get them on 
some kind of comparable unit basis.
I also feel that the ratio method may 
be of considerable value, in the case of a 
public accountant, if he has several cli­
ents engaged in similar enterprises. I 
feel that the public accountant, when he 
is comparing the statements of his own 
clients, is working with figures he thor­
oughly understands. When discrepencies
develop, he has a thorough knowledge of 
each company, which enables him to 
make the proper reconciliations.
The trend percentage method as I have 
already indicated is used only for the 
purpose of determining trends. I antici­
pate two objections to the trend per­
centage method. One objection is that 
the base year will very often not be a 
normal year. I am perfectly willing to 
grant that that is true, but at the same 
time I must insist that where the ratio 
method is used for trend analysis, the 
same objection applies.
As a matter of fact, I do not think 
there is such a thing as a normal year, 
nor do I think that the proper use of the 
trend percentage method requires a nor­
mal year.
An objection might be made to the 
trend percentage method because it gives 
no information whatever with regard to 
the present condition of the company.
Unless all my previous reasoning is 
false, I can not agree that this is any 
argument in favor of the ratio method. 
The only way it can accomplish such a 
purpose is through the use of standard 
ratios. It is perfectly true that the trend 
percentage method does not pay any at­
tention to how good the company’s con­
dition is or how bad. It merely concen­
trates on whether the company’s condi­
tion is getting better or worse. That, 
however, is, I think, a very important 
point. And I am almost prepared to say 
that securing knowledge about the pres­
ent condition of a company is, after all, a 
matter of common sense in scanning its 
statements, requiring little or no ratio 
calculation beyond the current ratio and 
the acid test ratio.
In other words, if a company is on the 
upgrade, as evidenced by a trend study, 
then a scrutiny of its balance sheet with­
out elaborate calculations should show 
whether or not its present condition is 
so utterly bad that it should be denied 
credit.
The trend percentage method of analy­
sis has a number of advantages and could 
be adopted in credit departments, banks, 
and large business houses, at the same 
time dropping out a great deal of ratio 
calculation, resulting in getting better 
information with perhaps less trouble and 
expense. The advantages of the trend 
percentage method are as follows:
1. It furnishes a bird’s-eye view of the 
situation.
2. The facts are presented in compara­
tive form.
3. The trends are shown vividly.
4. The figures are easier to interpret.
5. Less highly trained help is required 
to work out the figures for analysis, and 
the calculations can be made much more 
quickly.
6. There is less liability for gross 
error because the resulting percentages
(Continued on page 216)
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Assurance—Doubly Sure
IN any well conducted audit, the ac­countant devotes some time to in­surance. For one thing, he lists 
the policies by amount and kind to satisfy 
himself that the client has enough for 
credit purposes, and for another, to set 
up the unexpired value, if any. For all 
ordinary purposes this is sufficient. But 
there are circumstances under which 
further work is necessary or desirable.
The following examples are drawn from 
the writer’s experience, observation, and 




Ethically, the auditor should have no 
say in the selection of the broker. In 
many states the splitting of commissions 
is illegal. But in justice to his client, 
the auditor should have something to say 
about what broker not to deal with.
In the town of W. the T. Company was 
represented by a certain Mr. A. The T. 
Company is a great and honorable insti­
tution. Mr. A. sold a lot of its insurance. 
But by way of meeting competition A. 
extended credit to his customers. That 
is, he paid their premiums for them, and 
then let them pay as convenient. Such 
procedure is common.
But A. was a better salesman than a 
credit man. He got himself ’way behind 
in collections. And when a business 
slump hit W., and his customers could 
not readily pay him, he went into bank­
ruptcy. Auditors for the T. Company 
took charge. Scores of policies were can­
celled; many had never really been in 
force. And for forty-eight hours there 
was a great scurry in W. of A’s custo­
mers replacing their insurance. Had a 
conflagration started in the business dis­
trict during that time, they, too, would 
have been bankrupt.
Conclusions: (1) The auditor should 
take pains to point out the grave dan­
gers of not paying premiums immediately.
(2) He should advise his clients to in­
vestigate the credit standing of the agent 
who grants them credit.
II
The Company
An accountant is prima facie a good 
business man. Ipso facto he insures his 
office, home, and life. And naturally has 
his favorite among the insurance com­
panies, which he may pardonably recom­
mend to his clients; but with reserva­
tions. The prime duty to his client is to 
strike the happy medium in diversifica­
tion. Witness:
(a) Mr. B. was a retail merchant who 
found it hard to say “no” to the numer­
ous—too numerous —  insurance agents
By L. GLUICK, C. P. A., 
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who wanted his rather considerable busi­
ness. Result was he split it up among 
nearly all who asked for it, in units of 
as little as $1,000.00, coverage. He de­
fended his methods on the grounds that 
every agent and his family was a poten­
tial customer. It was immensely difficult 
to convince him that the amount of book­
keeping required for his fifty or more 
policies was out of all proportion to his 
coverage; that it ate up any profit he 
made on the agent’s patronage; and that 
anyhow, they, too, split their trade among 
their customers.
(b) In the town of N. a fire insurance 
company was started. Its stock was sold 
to the local merchants, with the backing 
of the Chamber of Commerce. The in­
surance company prospered. It was well 
managed and soon had risks in several 
states besides the one of its charter. 
Spreading the risks is basic insurance 
practice.
Mr. S. had a large block of its stock 
and placed all of his insurance with it. 
He felt it a matter of civic loyalty; more­
over, he had his bookkeeper credit the 
dividends on the stock to the insurance 
expense account.
The latter practice the auditor prompt­
ly stopped by citing the Federal Tax law. 
But persuading him to put part of his 
coverage in any two other companies was 
a hard job. Finally the auditor, who had 
been sent to N. from New York, got in 
conversation with a native and learned of 
a huge fire that had occurred a couple of 
years previously. By the intervention of 
Federal forces rushed from a Naval Base 
nearby, the blaze had been confined to the 
single big building in which it had 
started. But had it gotten away, the 
whole of N’s business district would have 
been destroyed. That gave the auditor 
his leverage with Mr. S.
Certainly the local company was sol­
vent and would ultimately pay all claims. 
But promptness of payment is nearly as 
important as actual payment. And in 
the face of a catastrophe, such as had 
been barely averted, Mr. S. might have 
been permanently ruined. Old timers in 
Hartford still talk about the hard times 
there following the San Francisco earth­
qua— pardon me, I meant fire. That 
insurance center was hard put to it to 
quickly convert its investments into cash 
to pay claims. It was only done at a 
staggering loss. And the claimants waited 
long for full payment. Mr. S. got the 
point. The local company now gets a 
little less than half his coverage.
Conclusions: (1) Impress upon clients 
the need for reasonable spreading of risk.
(2) On out-of-town engagements, learn 
all you can about local affairs as quickly 
as possible.
III
Amount of Coverage 
Every merchant has had thoroughly 
impressed upon him, if by no other means 
than the credit agencies, the need of ade­
quate coverage. In many cases the audi­
tor finds excessive, but innocent, over­
insurance. This excess expense should 
be eliminated. Take the case of a fur 
manufacturer and dealer. From spring 
on he is making up stock for autumn and 
winter sale. About October the peak of 
inventory (including the labor on the 
goods) is reached. By February his in­
ventory is at a minimum. [Hence the 
number of furriers with fiscal years end­
ing January 31 or February 28.] But 
why carry throughout the year the maxi­
mum insurance required at any one time?
A conscientious broker will not let his 
customer do so. If the broker isn’t giv­
ing his client the benefit of his service 
in this respect, the client should employ 
another one. And the auditor should 
make at least oral comment on excessive 
coverage and its cost.
IV
Kind of Coverage 
It is really unnecessary to list here any 
of the large and growing list of kinds of 
insurance. The auditor should know 
what they are, and try to see that his 
client has enough of those kinds which 
the nature of the client’s business re­
quires. He should, if possible, confer 
with the client’s broker about details. 
Sometimes he can save a client from 
large losses not covered, or from exces­
sive premiums.
No auditor, unless he is an insurance 
specialist, can safely go into the details 
of Workmen’s Compensation Insurance. 
But he should satisfy himself that the 
employees are properly classified. In one 
case, on the auditor’s recommendation, a 
specialist was consulted. By reclassifying 
the workers in a strictly scientific man­
ner, satisfactory to the underwriters, the 
premiums were reduced over a thousand 
dollars. The specialist’s fee was two hun­
dred. The coverage was unimpaired.
In the second place, the auditor should 
insist on the bonding of all employees 
who handle or might be called on to 
handle, money. It is peculiarly un­
fortunate that bonding is still so widely 
considered a reflection on character and 
integrity, rather than the application of a 
sound business principle, exemplified by 
generations of fire and marine insurance.
(Continued on page 215)
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Convention Banquet Address
WHEN the Chairman of your Ex­ecutive Committee extended to me an invitation to come to 
you tonight, I accepted it with almost 
indecent haste, for I knew for one thing 
it would give me a chance to see him. I 
see from the applause that I need not 
go into any further explanation. Evi­
dently you are all members of churches, 
too, and don’t get to see your preachers 
very often. We have a fine opportunity 
three times a week (morning and evening 
on Sunday, with prayer services on Wed­
nesday) to see each other and it is not 
because I am absent.
You know of late there has been a 
rather large accretion o f ministers in the 
memberships o f the golf clubs of America 
and I do not think it is because of the 
lure o f the game itself, for most preachers 
are too young and vigorous to get much 
kick out o f  it, and I am very sure that 
it is not with the hope o f winning tourna­
ment honors, for a preacher’s use of lan­
guage is too limited to ever make it pos­
sible for him to become an expert golfer.
You will understand I am not making 
any reference to those who have recently 
won golfing honors. Your toastmaster 
W illison tells me he is President of a 
Bible Class, and I am up in the air. I 
don’t know! I have concluded a preach­
er’s use of language is too limited, but 
he may have found a way o f saying things 
I have often wanted to say, but never 
knew exactly how to say.
Anyway, I was awfully glad when my 
good friend Main asked me to come here. 
It is not so bad as it sounds. He is there 
on Sunday morning and he is a corking 
good fellow, and when I knew I could 
sit by his side and hold his hand under 
the table cloth and look into his honest 
blue eyes, I said, “ That is the speech for 
me.”
I was somewhat disconcerted when I 
came into the room and sat at this table, 
for about the first thing he said was, 
“ We have got a great toastmaster here 
and you know his business is to make up 
for the deficiencies of the speaker.”  The 
second thing that happened was that 
somebody came along and slipped into the 
toastmaster’s hand this hammer, and I 
couldn’t think of any use for that ex­
cept to keep order or put the speaker out 
o f the way. Maybe he had thought of 
some of the people in front of him.
There was a man who happened to be 
sitting near the speaker’s table during a 
certain long-winded address and the peo­
ple got noisy and the toastmaster started 
to rap for order and in his excitement 
he hit a fellow who sat on the other side 
and he looked up and said, “ Hit me again.
I can still hear him.” So, if  any of you
By DR. ALBERT E. DAY,
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are not in reach o f the toastmaster, sev­
eral good friends around here w ill serve 
you if you feel you must have such 
relief.
Then, too, I was a bit disconcerted 
when the toastmaster said that he had 
to add some dignity to the occasion, so 
I have been up in the air a little while, 
but looking around over this crowd, I 
have been somewhat reassured for it is 
almost as respectable a looking crowd as 
we can get together at a Methodist meet­
ing. From the standpoint of the chick­
ens, it is a  good deal more respectable— 
I mean the feathered chickens.
Our business is pretty much the same, 
helping people to keep their accounts 
straight. I have a terrible time at that 
job. I f I were a Presbyterian preacher, 
it wouldn’t be so hard because they have 
to be good, whether they want to be or 
not. They are predestined and an irresis­
table grace keeps them in line, but we 
Methodists always feel that a fellow can 
go to hell if  he wants to, and some of 
our crowd seem to want to, and it keeps 
some o f us fellows pretty busy morally 
reorganizing and refining them.
So I think I know something of the 
worries through which you have passed. 
I appreciate the feeling o f a colored 
preacher who was fortunate in picking up 
a possum which he took home and rip­
ened for the fam ily feast, but twenty- 
four hours before the feast day arrived, 
the possum disappeared.
Shortly after, that preacher was en­
gaged in an energetic effort known as 
Evangelism. He asked all the sinners to 
come forward and one colored man came 
forward groaning under the weight but 
was told by the preacher, “ Never mind, 
Brother, the Lord gwine to forgive you.” 
“ I ’se skeered, I is, awful bad.”
“ What you been doin’ ? D ’you use your 
razor? D’you steal chickens? You didn’t 
kill anyone?”
“ Worse’n dat.”
“ Well, the Lord can forgive you if he 
wants to, but I believe you is de skunk 
what stole my possum.”
Sometimes a little muscular Christian­
ity has seemed to me to be in demand 
when I have had to deal with the peo­
ple in my parishes and I am sure some 
of you fellows have gone into certain of­
fices and faced the disorder and confus­
ion, whether carelessly or intentionally 
brought to pass, and it has made you feel 
that you would like' to shake your fist 
under somebody’s nose. It is a difficult 
task but an important task.
Commerce must have its accounts kept 
straight and know its costs and profits 
and in order to do that, it must adjust 
its responsibilities to other business, Gov­
ernment, and society, and it is certainly 
more than a shrewd guess when a man 
arrives at a just conclusion concerning 
his responsibilities and his contributions 
to society.
He does not just stumble upon a sure 
and certain knowledge as to whether or 
not, in the language of business, he is 
a going concern, and I am wondering to­
night if  we all are going concerns, we 
preachers and C. P. A ’s and housewives 
‘ who are managers of both. What is the 
measure o f a man’s life, anyhow? Some 
of us have come to the middle years and 
we find ourselves in the midst of the hur­
ly-burly activities of the world, wonder­
ing down deep in our own hearts what 
the activity is all about, why we are 
here, and what we are going to do with 
being here. I think sometimes some o f 
us come to the conclusion, like the fly in 
the soda water, that we are present, but 
do not seem to have much influence on 
the fuzz, and some of us would be glad 
to be the soda water if  we could get rid 
of the fly. But, in our deeper moments, 
too, there arises a conviction, too, that 
we were called to a better career than 
that of being a drowning fly, or the siz­
zling liquid that sizzles for a while and 
then goes terribly flat.
In some serious hours of the lives o f 
us all, there arises a conviction that I 
suppose is the answer deep within us to 
the depth without us that we ought to 
be something more than we are in the 
world and fulfil a larger function in our 
own profession than we are filling.
Once in a while it comes to pass that 
life itself rises up to challenge a man. 
A few years ago the World War came 
over Am erica and the young men had to 
show their fitness to, live by their wil­
lingness to die. Some tried to evade that 
challenge and hide behind anyone, from 
a dependent mother-in-law to an inde­
pendent conscience, but there were other 
men who heard the call and felt it was 
not merely a challenge of a Government, 
but the challenge o f life, men who, like 
Alan Seeger, said to themselves, if they 
could not say it so beautifully on paper:
“I have a rendezvous with Death 
At same disputed barricade 
When Spring comes ’round with rustling 
shade
And apple blossoms fill the air.
I have a rendezvous with Death 
When Spring brings back blue days and 
fair.
“It may be he shall take my hand 
And lead me into his dark land 
And close my eyes and quench my breath;
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It may be I shall pass him still.
I have a rendezvous with Death 
On some scarred slope of battered hill, 
When Spring comes ’round again this year 
And the first meadow flowers appear.
“God knows ’twere better to be deep 
Pillowed in silk and scented down,
Where love throbs out in blissful sleep,
Pulse nigh to pulse, and breath to breath, 
Where hushed awakenings are dear. . .
But I’ve a rendezvous with Death 
At midnight in some flaming town,
When Spring trips north again this year, 
And I to my pledged word am true,
I shall not fail that rendezvous.”
And he, with thousands of other Eng­
lish, Americans, Canadians, French, did 
prove true to the call of life and at some 
disputed and terrible barricade their 
hands clutched the hand of Death, but 
because they had answered the deepest 
challenge that had ever crossed the 
horizon of their life, they died in peace.
Many boys went over there and came 
back with a new discovery of how life 
can come tramping into a man’s soul to 
steal away the tinsel of mere money­
making and make them feel that a man 
has only demonstrated his right to life 
when he has proved himself to be a real 
man.
The measure of a real Certified Pub­
lic Accountant is just the measure of 
his manhood. Someone some time ago 
was classifying humanity and he said 
there are only three orders, men, wo­
men, and preachers. I can understand 
some of the inspiration behind that 
classification. If I were men and wo­
men as I have known some of them, I 
would be glad to be separated in any 
sort of analysis from certain preachers 
I have known, but the preacher who 
cannot classify himself first as a man, 
cannot classify as one fit to occupy the 
pulpit and lead men. And what is true 
of the minister is true of the C. P. A. 
He can not be the kind of man he ought 
to be if first of all he has not learned 
some of the secrets of true manhood.
What is the secret of true manhood? 
How do we measure anything? Is it 
not to fulfil the purpose for which it 
was built or created? You measure a 
wheelbarrow not by its power to carry 
a tune, but by the power it has to carry 
a load. You measure a piano not by its 
facility in frying beefsteaks, but by its 
faculty in producing tone and speaking 
with the exquisite voice of endless mel­
ody. You measure an automobile, not by 
its color scheme or the lines of its body, 
or the upholstering, but by its ability 
to get you there and back, and if it 
leaves you stranded ten miles this side 
of your best girl’s house and you have 
to miss a whole evening of love and 
music, you don't want that car.
You want a wheelbarrow to do the 
work of carrying and a piano to bring 
you the souls of the great masters of 
music of the past and you want your
automobile to carry you across the 
country.
Everything has its purpose and it 
lives and justifies itself only as it ful­
fills that purpose.
Over in Ohio, the place from which I 
came and to which some day in the good 
Providence of the Almighty I hope to 
return— any Ohio man here speak up—  
they have a rambling traction line there 
which has the high distinction of never 
having had a collision on its lines, be­
cause they have only one car. One day 
in the office of the President of the 
traction company a solicitor came in ex­
citedly. “ Did you hear that a farmer 
up in the country has entered a suit 
against us?”
“ What happened? I suppose our car 
has killed his cow.”
“No, that is not it, but he claims that 
the passengers lean out of the car and 
milk the cow as they pass by.”
That might be a bit of an inducement 
to the prospective patrons of the road 
to assure them that they could reach 
out and pull down the milk as they 
journeyed across the terrain.
Not many Pittsburghers could do 
that if they had an opportunity. One 
of my members went out a few weeks 
ago and one day as we were talking 
they said to her, “ Do you think you 
could do it?”
“I think I can do it, but how do 
you turn it off when you get through?” 
Well, suppose everybody knew how to 
do it? It would be somewhat of an in­
ducement, but what we want of a trac­
tion company is not the ability to give 
us a chance to get at the farmer’s cow, 
but to offer us rapid transit getting to 
and from our homes.
And so it is with everything that we 
attempt to measure. It has its purpose 
and only in the fulfilment of its purpose 
it justifies itself to the world and the fact 
is that it is so in the world. Until men 
have fulfilled a purpose which brought 
them into the world, they have not jus­
tified themselves in the sight of man 
nor in the sight of God. You measure 
the purpose of things by looking at 
them, and by looking at a wheelbarrow 
almost anybody could tell what it is 
for. You wouldn’t turn it upside down 
and try to play “Valencia” on the 
spokes.
A man who had never run a limousine 
would look at the gasoline tank and the 
seats and the steering wheel, and he 
would know what he had was not a glass 
case for the exhibition of painted beau­
ties, but here is something to be used 
for locomotion.
Everything carries the secret of its 
purpose written on its face and what is 
true of every object and almost every 
institution, is certainly true of man. 
Here he is. If you want to know what 
his purposes are, look at him. He has 
a body, eyes that can see and ears that
can hear and feet that can walk and 
hands that can toil. Is his body func­
tioning? Do his eyes see?
Newton saw the falling apple and 
that apple became to him a falling 
world and out of that there came to him 
the law of gravitation and the revolu­
tion of physical science. Benjamin 
Franklin saw the vivid lightning glare 
the pitchy night, and out of its wounded 
side the raindrops began to fall and out 
of his seeing came the discovery of 
electricity.
Isaac Watts saw the lid lifting after 
the teakettle began to boil and out of 
his seeing came the discovery of the 
power of steam and the inception of the 
steam engine.
Harriet Beecher Stowe saw the slave 
on the block and what she saw helped 
to stir the imagination and moral pas­
sion of a nation and slavery died.
Frances Willard saw vice and crime 
and iniquity belching forth from the 
doors of saloons like filth from the 
mouth of the sewer and what she saw 
forever drove nails into the coffin that 
holds that institution which even A l 
Smith and Nicholas Marvelous Butler 
do not want back in America.
Out of these things seen have come 
great transformations. All around are 
things worth seeing, the beauties of the 
world, the flying cloud, the frosty night, 
the shining star, all the wonders with 
which nature has surrounded us. All 
about us are opportunities for the de­
velopment of business and for the plac­
ing of ourselves in a helpful and serv­
iceable function to society and the men 
and women who become poets and art­
ists and prophets and reformers and 
business men and great captains of in­
dustry and great preachers, are the men 
and women who use their eyes, who live 
in the same world with men who lead 
mediocre lives, only they do not see. 
These men’s eyes are not merely the 
mirror into which they look at them­
selves, but also they look at life steadily 
and see it in all its relationships and 
see the whole of it.
Michael Angelo saw a broken piece of 
Carrara marble after it had been scar­
red and marred, but he saw there the 
opportunity of his life and he took that 
old, white, discarded piece of marble and 
out of it came one of the finest statues 
there is in Rome today, the statue of 
young David.
I have seen men and women who 
have gone out and down and said that 
there is no opportunity, “There is no 
opportunity here. Would to God I had 
a chance to do something, to produce 
something.” They have passed by their 
opportunities because they didn’t have 
eyes to see.
W e have eyes. Are we using them? 
W e have ears. Are we using them? 
Some people never do. Their tongues 
are so busy that their ears never get a
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chance. I went out calling some time 
ago on a woman whose children had 
come into my Sunday School and 
I knocked at the door of her house. It 
opened rather timidly and those two 
eyes peered out at me as if she were 
saying, “ What are you? Are you a 
book agent or a tax collector?”
When I told her that I was the 
preacher at the church down here to 
which her children went, she opened the 
door and motioned me in to a chair. I 
said, “ Johnny has been going to my 
Sunday School.” Then she began a 
tirade about him. His face was always 
dirty. His stockings were always full 
of holes and his buttons were always 
off, and she never could keep him still. 
She talked at such a terrific rate that 
my soul rose in protest and when she 
slacked up a little bit, I tried to put in 
a word.
I said, “ But he— and then she 
thought I had mentioned Betty and she 
said she was a charming girl, but she 
hated dishwashing and liked the boys 
and she was bright in school, and so it 
flowed on and poured on while I sat 
there meekly being drenched through.
I thought, here’s my chance to dam up 
this flood of talk and say something I 
came here to say. “ But your husband, 
surely— ” and I found I hadn’t put my 
foot on the brake but on the accelera­
tor. What she said in the next twenty 
minutes, this girl with the machine here 
would not have been able to take down, 
and after a half hour I slipped out of 
the door and left her talking. I sup­
pose she is talking yet.
My, how I wish she would give her 
tongue a vacation and her ears a 
chance! Most of us talk too much. We 
have not learned the value of silence, of 
listening. All great speakers, all great 
discoverers, have been great listeners.
George Eliot, whose novels I read 
now, though she was a woman of an­
other century and is considered Mid- 
Victorian, but when you want to come 
to an understanding of people, you will 
find something in her chapters that will 
help you— George Eliot says after we 
have analyzed our best thoughts and 
used all our psychology and subtlety, 
we will have to confess our best 
thoughts and deeds are given to us.
Harriet Beecher Stowe said of her 
great romance, “Uncle Tom’s Cabin,” “I 
didn’t write it; I saw it, I felt it, I 
heard it, it came to me in a great flood 
tide.”
One of the greatest preachers I know 
says the art of making great sermons is 
just the art of listening. Blessed is he 
who learns how to listen, for life is vocal 
with counsel and with suggestion.
There are one or two things we can do 
about the job of listening. We can go 
through the world without listening to 
anything particular or without listening 
to anything that is significant. We can
listen only to that which is trashy and 
cheap, gossip and jazz. We can listen to 
those things which are rich and beauti­
ful. Those things are to be found if we 
will hunt for them.
There are people in every community 
whose words are like riches, like gold and 
silver. How much we would enrich our 
lives if we would find them! Men and 
women who visited Thomas Carlyle and 
his wife, found them in poverty because 
the career of a literary man at that time 
was not more profitable than that of a 
preacher today, but they dined on pota­
toes and salt, and so rich was the conver­
sation around that board, that they for­
got their potatoes and salt and believed 
themselves to be dining with royalty and 
came away as though they had been talk­
ing with a king and queen.
There are enough people in every com­
munity to create opportunities for hear­
ing great music, and we have got to make 
them, otherwise we will be always listen­
ing to, “In a Little Spanish Town,” or 
that profound piece of Grand Opera 
“Mother, Bring the Hammer, There’s a 
Fly on Baby’s Head.”
We have eyes and ears and hands and 
feet and aside from sliding over the ball­
room floor or the perfunctory business of 
signing checks, what are our feet and 
hands doing that justifies them in the 
eyes of humanity? Do they carry us on 
errands of real service and do we know 
something of the sweat and toil that 
comes as we reach to help a struggling 
man to a nobler and larger opportunity?
We have this external vision which any­
body can take, and the most significant 
thing about man is not that he has a 
body, but that he has a spirit. He can 
think. He can feel. He can choose. He 
has reason. He has memory and imagi­
nation. He has will. Are we using our 
brains? Are we thinking? We are reas­
onable and why not be reasonable about 
life?
A lot of our so-called thinking is mere­
ly emotionalization. A  teacher in one of 
the schools was having trouble with one 
of the boys trying to teach him some of 
his lessons so that he could pass to the 
next grade and one day she was in pro­
found despair after making an effort to 
teach him a problem and she said, “What 
have you got a head for, anyway?” He 
was in despair himself and he said, “I 
don’t know unless it is to keep my col­
lar on.” There are many men whose 
heads do not seem to serve a nobler func­
tion than keeping their collars on.
H. G. Wells has something to say about 
the thought of life. If you are going to 
build a great cathedral, you sit for weeks 
and months and plan before you dig a 
ditch or carve a stone or drive a nail, and 
if our lives are to be not mere shanties 
by the wayside, but significant temples 
whose beauty and grandeur will chal­
lenge the eyes of men and make them
think of something beyond the petty 
round of sordid toil, there must be some 
real thinking go into these lives of ours.
Are we using our brains? Do we think 
about our task? How many of us, I won­
der, within the last six months have tak­
en a day off not to play golf nor fish nor 
hunt, but to get clear outside of our of­
fice and clear away from the immediate 
challenge of the day to think about our 
work, to look at it from the outside, to 
ask ourselves some questions about our 
relationship to it and its relationship to 
the world? How much of real thinking 
are you bringing to the task of being a 
Certified Public Accountant?
We have the power to choose. I won­
der how much real choosing we are do­
ing. I wonder if we have learned how to 
say no when everybody else is saying yes.
I wonder if the people around us feel the 
flint of our resolution or think of us as 
balls of putty.
Here we are, with minds to think, 
imaginations to be enkindled, hearts to 
throb, wills to choose the measure of our 
lives, and the measure of our lives is just 
the measure with which we employ these 
powers of ours. But, if you look deeper, 
you find something else, that is, that man 
is so constituted that he has an inescap­
able pull for the other fellow. Even the 
behaviorists, who in their psychology 
have reduced man to almost nothing, ad­
mit we have certain primal impulses or 
responses that can form the basis of a 
general social and altruistic life.
How much of this has gotten hold of 
us? One of our novelists tells the story 
of a man who discovered synthetic rub­
ber. He was the husband of a beautiful 
wife, the father of a happy child, and had 
a lovely home. He could get what he 
really wanted, but somehow in the midst 
of it all, he found something lacking, and 
one day in his room, surrounded by all 
the wealth and beauty that art and com­
merce could provide, the deep question 
of his soul thrust itself out through his 
anguished lips as he said, “What are we 
doing with it?” That is the profound 
question that comes to every one of us 
in our business and professional life, 
What are we doing with it?
The preacher gets his ordination. The 
doctor gets his diploma that gives him 
the right to practice medicine. The Cer­
tified Public Accountant receives from 
the State Examining Board that which 
commends him to the confidence of the 
public. The question we each have to 
answer is—What are we doing with this 
trust that has been reposed in our keep­
ing? Our answer to that determines our 
service to the world, and our service to 
the world, in the last analysis, men and 
women, is that which decides the world’s 
estimate of us.
Napoleon Bonaparte, brilliant, master­
ful man among men, the leader of thous­
ands, whose story is like a romance, com­
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ing back out of defeat into the heart of 
Paris and taking again and again the 
minds and the wills of that tumultous 
and turbulent population and molding 
them after the fashion of his own ambi­
tion and desire, yet lived so utterly for 
self that when historians talk about him 
today, they describe his career as the 
wild raid of an intolerable egotist across 
the disordered beginnings of a new time 
because Napoleon Bonaparte had no con­
ception of service and history always re­
turns—no matter what may be the tem­
porary garland which an admiring multi­
tude, swept off its feet by brilliance, may 
place upon his head— history always re­
turns to pronounce judgment, and the 
most bitter judgment, on the man who 
has not functioned as a useful member 
of society, who has lived for himself and 
thought of life in the terms of the square 
deal rather than in the terms of the ideal.
How much service are we giving to 
society? I know that today there is what 
seems to be a rather false emphasis in 
this line. Many men want to give serv­
ice and they join a service club or a 
benevolent and philanthropic organiza­
tion and imagine that by so doing they 
are discharging their service duty. I am 
sure that these benevolent and philan­
thropic organizations and service clubs 
have their place, but I am also very sure 
the chief contribution which any man 
man may make to the world comes 
through the employment of his profes­
sion at its very highest and best.
A preacher’s first business is not to 
belong to a Kiwanis Club merely to be 
a good fellow, but it is to preach. I had 
a predecessor in one of my jobs who 
could make the best breakfast biscuits 
ever tasted and his wife let him do it, 
but his sermons were as heavy as his 
biscuits were light. There was another 
one who was an expert at giving the 
baby his morning bath, and so expert 
was he that he had his picture taken 
in the act and distributed among his 
parishioners as a sort of favor, but his 
sermons needed soap and safety pins to 
save them from dinginess; and disarray. 
Undoubtedly it was a kindly impulse 
that took him into the kitchen and the 
nursery, but it would have been better 
for the parishioners if his feet had led 
him in the early morning into his study 
to develop the highest technique of his 
profession.
Only this week a man sat in my home 
and told me about a doctor whom he 
called in to perform a very minor opera­
tion on his wife’s throat. She was a 
woman in rather splendid condition of 
health, with the exception of this one 
minor thing. The doctor came with his 
knife. There was a plunge into the 
throat and a spurt of blood and within 
twenty minutes that woman was dead, 
and a family was bereft of the wife and 
mother.
It is no use to say he was not a kind­
ly-intentioned man. He did belong to 
several service clubs and in so far as 
his general relationship to the commun­
ity was concerned, he was public spir­
ited enough, but he failed to do the 
thing he was sent to do. His business 
first of all was to be a surgeon. He 
bungled the one trust that was com­
mitted to his keeping and not all his fine 
service outside, spread over a whole 
career could atone for that one tragic 
failure.
Your business is to be a Certified 
Public Accountant, to constantly ex-
COMMERCIAL LAW  
May 22, 1928— 8 A. M. to 12 M.
1. What is a bailment? What is a 
bailee? How many kinds of bailees are 
there? Define bailee for hire. Gratui­
tous bailee.
2. What is a will? Who may make 
wills? What are the essential elements 
of a will? Name the various kinds of 
wills. Can a minor execute a valid will? 
An insane person? And, why in each 
instance?
3. What is a land contract? Does it 
convey an interest in real estate? May 
land contracts be transferred, and if so, 
what is the instrument called that trans­
fers said property? How and in what 
manner may land contracts be termi­
nated ?
4. What is a negotiable instrument? 
A negotiable note? Non-negotiable note? 
What are the essentials of a valid note? 
What is a trade acceptance? How used?
5. What are checks? How and for 
what reason may a check be protested? 
What are letters of credit? Bills of ex­
change? Bills of lading? Drafts and 
how many kinds? What are certificates 
of deposit? Are they subject to garnish­
ment? Attachment? Levy under ex­
ecution?
6. What is real property? In whom 
may real property vest? In how many 
and in what ways may real property be 
transferred? Name the various kinds of 
deeds and the function of each? Define 
each: Vendor, vendee, grantor, grantee.
7. What is an estate by its entireties? 
How and in what way may property be 
held jointly and severally? Give an ex­
ample. Define the law of descent and 
distribution? In whom may an estate 
vest and give examples of each?
8. Define the various kinds of mort­
gages. Is it necessary to file the same 
for record? Where should they be filed 
if at all and why? What is the life of a 
chattel mortgage? How may it be re-
plore ways and means whereby you may 
perfect yourself in your task, to dis­
cover avenues Whereby there may be 
opened up to you larger service in your 
community. Join your service clubs, 
belong to your benevolent organization, 
but let it be known first and last that 
the answer of this question, “What is 
my service to the world?” is an answer 
that can be given in large and compel­
ling terms only as you master the secrets 
of your profession, only as you are wil­
ling to sweat and burn the midnight oil, 
and wear out your nerves in an effort 
(Continued on page 215)
newed if at all? Define title retaining 
contracts and their 'function. Should 
they be filed? It not, are they valid?
9. What is bankruptcy? Who and in 
what manner may a person be declared a 
bankrupt? Who and what may be de­
clared bankrupt? Define voluntary and 
involuntary bankruptcy? In what court 
if any must a petition in bankruptcy be 
filed? Define trustee. Bankrupt. Re­
ceiver. Distinguish between receiver­
ship and bankruptcy. Distinguish be­
tween the courts in which action may be 
brought.
10. Define: Ex post facto law? Nunc 
pro tunc? Caveat emptor? Latent and 
patent defects? Give the title of all 
State officers; county officers; township 
officers; city officers; those of villages 
and incorporated towns. Which are 
elected and which appointed? How many 
constitutions has the State of Michigan 
had and what was the date of each?
PRACTICAL ACCOUNTING 
May 22— 1 P. M. to 5 P. M.
Problem (1)— 25 Credits.
The Radio Company of Detroit was en­
gaged in the manufacture of radio re­
ceiving sets, accessories, etc. A job-cost 
system was in use.
The trial balance of the production 
ledger as at May 31, 1927, was as follows:
THE RADIO COMPANY OF DETROIT 
PRODUCTION LEDGER TRIAL BALANCE 
AS AT MAY 31, 1927
Debit. Credit.
General stores control .. $9,262.08
Work-in-process control . 7,024.02 
Receiving and storeroom
expense ........................ 638.92
General factory overhead 3,993.36
Finished stock control . .  3,873.96
Accrued payroll ........................... $406.98
General ledger control .. 24,385.36
24,792.34 24,792.34
A schedule of the balances in the work- 
in-process ledger as at May 31, 1927, was 
as follows:
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THE RADIO COMPANY OF DETROIT 
SCHEDULE OF BALANCES IN WORK-IN-PRCCESS LEDGER AS AT MAY 31, 1927
Total Cost.Job. Mac hine Hours.
876 ...........................................  941
879 ...........................................  1,087
882-889 .................................... 2,307
4,335
During June, 1927, invoices were en­
tered in the purchase book on account of 
factory, as follows:
For general stores ............................ $4,102.58
For receiving and storeroom ex­
pense .............................................  367.92
For general factory purposes . . . .  450.00
Payrolls accrued during the month on 
account of factory were as follows:
Direct Labor—
Job 876 .............................................  $19.87
Job 879 ...............................................  117.48
Jobs 882-889 .....................................  875.97
Job 890 ...............................................  402.93
Indirect Labor—
Receiving and storeroom ................ 187.82
General factory .................................. 193.09
Payments made during the month for 
factory payrolls were $2,201.98.
Deferred charges (insurance, etc.), 
written off the general ledger during the 
month on account of factory were as 
follows:
For receiving and storeroom ............  $112.72
For general factory ............................ 62.93
Depreciation applicable to the factory 
was as follows:
Receiving and storeroom .................. $2.01
General factory overhead ................ 190.66
Requisitions on the general storeroom 
during the month amounted to $6,406.93, 
of which $201.87 was for general factory 
uses and $6,205.06 was for jobs, as fol­
lows:
Job 879 .................................................  $601.72
Jobs 882-889 .......................................  3,000.70
Job 890 ...............................................  2,602.64
The machine hours during the month 
on jobs were as follows:
Hours.
Job 876 .........................................................  31
Job 879 .........................................................  127
Jobs 882-889 ...............................................  700
Job 890 .........................................................  351




Job 876 was shipped direct to a custo­
mer from the factory floor and did not 
pass through the finished stock room. 
Job 879 represented receiving sets which 
went into the finished stock room, and 
Jobs 882-889 represented component parts 
which went into general stores.
Overhead on jobs is distributed at the 
time the job is completed and closed out. 
The rates are as follows:
Receiving and storeroom expense, 6 per 
cent of cost of material issued from gen­
eral stores.
General factory overhead, $0.80 per ma­















In addition, the receiving and store­
room expense applicable to general stores 
issued for purposes other than for jobs 
is distributed monthly to the account or 
accounts for which such material is with­
drawn. The rate is 6 per cent of the 
value of such material withdrawn from 
general stores.
In addition to the sale of job 876, ma­
terial costing $7,087.09 was shipped from 
the finished stockroom, and material cost­
ing $2,108.09 was shipped from the gen­
eral storeroom.
Owing to the illness of the bookkeeper, 
your assistance was requested in writing 
up and closing the books for the month 
of June, 1927. All the foregoing transac­
tions with the exception of the entries 
affecting cost of goods sold had been en­
tered on the general books.
The production ledger control on the 
general books was as follows:
PRODUCTION LEDGER CONTROL 
1927.
June 1, Balance ............................ $24,385.36
” 30, Purchases ........................ 4,920.50
” 30, Payroll .............................. 2,201.98
” 30, Deferred charges ............  175.65
” 30, Depreciation .................... 192.67
No entries, however, had been made on 
the production journal or production 
ledger.
On the basis of the above facts, pre­
pare: (a) Journal entries for the produc­
tion journal; (b) Trial balance of the 
production ledger; (c) Schedule of ac­
counts in work-in-process ledger as at 
June 30, 1927.
Problem (2)— 10 Credits.
(a) Mr. Jones owned 400 shares of com­
mon stock of the International Construc­
tion Corporation, which was organized in 
1916. The par value of the stock was 
$100 per share. Mr. Jones purchased this 
stock in 1916 for $40,000. In May, 1927, 
the corporation liquidated and distributed 
its assets and Mr. Jones received $65,000 
in cash as his share; $40,000 was the par 
value of the stock and $25,000 represented 
Mr. Jones’ proportionate share of the cor-
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poration’s surplus. The corporation’s 
surplus was all earned through opera­
tions. It paid each year, a Federal In­
come Tax on its statutory net income, 
and not any portion of the surplus was 
donated or non-taxable. How should this 
distribution be treated in determining 
Mr. Jones’ gross income?
(b) Mr. Allen owned a building lot and 
on December 31, 1922, built on it a single 
frame residence for renting purposes, at a 
cost of $7,500. Mr. Allen has taken de­
preciation each year at the rate of 4 per 
cent per annum. On December 31, 1927, 
the house burned down and Mr. Allen re­
covered $10,500 from the insurance com­
pany. Mr. Allen immediately replaced 
the house with a similar one at a cost of 
$10,500. What is the effect on Mr. Allen’s 
tax return?
(c) Mr. Frank owes Mr. Johnson $4,000 
on a note given to Mr. Johnson in pay­
ment for merchandise. After paying $2,­
000 on the note Mr. Frank advises Mr. 
Johnson that he is unable to make fur­
ther payments. Mr. Johnson after tak­
ing into consideration Mr. Frank’s cir­
cumstances and financial condition can­
cels the debt and gives the note back to 
Mr. Frank. What effect has this trans­
action on Mr. Frank’s income tax return, 
if any at all?
(d) In 1926 Mr. Cole sold $50,000 of 
non-interest bearing municipal bonds, 
which had been purchased by him from 
the municipality for $46,000, to Mr. Jay 
for $48,000. The bonds were redeemed 
by the municipality at par in 1928 and 
Mr. Jay received $50,000. Does either 
Mr. Cole or Mr. Jay receive taxable in­
come from the transactions?
(e) Mr. Bradley in 1928, received $200 
interest and $200 in dividends from a 
building and loan association, all of whose 
business is making loans to members. 
What effect have these two items on 
Mr. Bradley’s income tax return?
Problem (3)— 15 Credits.
Mr. Anthony has agreed to sell to Mr. 
Brownson the goodwill of the X. Y. Co., 
on the basis of three years’ profits of the 
business to be determined by you on 
sound principles of accounting as accur­
ately as possible from the following state­
ment handed you by Mr. Anthony. You 
are required to compute the value of the 
goodwill, but you are not expected to take 
into account any considerations outside 
those presented by the statements:
1st Year. 
$638,400Sales (selling prices substantially uniform during period)
Estimated value of construction work performed and
charged to property ...........................................................  110,000
Appreciation of real estate upon revaluation by experts...................
Profit on sale of Bethlehem Steel Company s to ck ...............................
Inventory at end of period—
Production material at cost .............................................  72,000
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Production m aterials purchased ......................
Production labor ......................................................
Production expense (including depreciation)
Selling Expenses ......................................................
Interest ........................................................................
Cost o f  construction w ork ....................................
Inventory at beginning o f  period—
Production m aterial at cost .......................
Finished goods at selling prices ..............
Balance, being profit claim ed by Mr. Anthony
Does the basis of three years’ profits 
for arriving at the goodwill, in the above 
problem, appear to you to be reasonable 
upon the facts disclosed to you? If not, 
what advice would you offer upon the 
question if Mr. Anthony or Mr. Brownson 
were your client?
PRACTICAL ACCOUNTING
May 23, 1928— 8 A. M. to 12 M.
Problem (1)— 15 Credits.
The Art Concrete and Stone Company 
finds itself in a position where it is com­
pelled to liquidate, owing to its inability 
to borrow money and to obtain an exten­
sion of credit. The books of the com­
pany at July 31, 1927, show:
Cash ........................................................  $1,600.00
Land and buildings ...........................  24,000.00
P lant equipment ................................ 18,080.00
M aterials and supplies ..................  6,480.00
Contracts in process ......................... 25,600.00
Completed contracts ......................... 5,600.00
A ccounts receivable .........................  4,320.00
Bonds o f  other c o m p a n ie s .............. 9,040.00
Gen’l and adm inistrative expense. 7,472.40
Profit and loss ....................................  1,280.00
103,472.40
F irst m ortgage, land and buildings $13,600.00
Interest on m ortgage ....................... 184.00
Notes payable ....................................  9,840.00
Accounts payable .............................  41,872.40
Salaries and wages ...........................  1,880.00
Taxes ............................................. 96.00
Capital stock  ......................................  36,000.00
103,472.40
The account “Completed Contracts” 
contains charges representing allowances 
to customers for unsatisfactory work and 
as an asset is worthless.
The cash account, at September 30,
1927, shows:
Original balance ................................ $1,600.00
Sale o f  land and bu ild in g ................ 23,320.00
Sale o f  plant and e q u ip m e n t.........  12,132.32
Sale o f  m aterial and supplies . . . .  5,528.88 
Collections—
Accounts receivable ....................  2,192.96
Contracts in process ....................  24,912.00
Interest on bank b a la n c e ............ 57.00
Bonds .................................................  7,280.00
77,023.16
P aid  on M ortgage—  —
Principal ........................................... $13,600.00
Interest .............................................  200.24
Salaries and wages ...........................  1,880.00
T axes ........................................................  96.00
A ccounts payable .............................  41,872.40
N otes payable ......................................  9,480.00
E xpense o f  liquidation ....................  2,350.48
Paid to stockholders ......................... 7,184.04
77 , 023.16
1st Year. 2nd Year. 3rd Year.









. $216,900 $246,950 $243,700
Prepare realization and liquidation ac­
count, profit and loss account, and a state­
ment showing the liquidation of the 
capital.
Problem (2)— 10 Credits.
(a) Mr. Evans, a married man, without 
dependents, has an ordinary net taxable 
income for 1927 of $110,000, subject to 
both normal and surtaxes, of which $5,000 
is earned. He also sustains a capital net 
loss during 1927 of $101,000. Compute 
the amount of Mr. Evans’ tax for the 
year 1927. For the purpose of determin­
ing the correct tax you may assume that 
the surtax on $110,000 is $13,660.
(b) Mr. Burch purchased ten shares of 
stock in the United Motors Company for 
$1,000, the par value of the stock being 
$100 per share. The United Motors Com­
pany is reorganized into the Federal Mo­
tor Company and Mr. Burch receives, in 
exchange for his ten shares of stock in 
the United Motors Company, ten shares 
of stock in the Federal Motor Com­
pany worth $900 and $300 in cash. Did 
Mr. Burch realize any taxable gain from 
this exchange, and what is the basis for 
determining the gain or loss from the 
subsequent sale or other disposition of 
the Federal Motor Company stock?
(c) A and B own a factory building 
which cost $150,000 in 1911. On March
1, 1913, the building had a fair market 
value of $175,000. A and B own 45 per 
cent each of the stock of the Michigan 
Motors Co. A and B transfer the build­
ing to the Michigan Motors Co. without 
receiving stock or other consideration. 
The value of the building on the date of 
transfer was $167,500.
1. What is the amount of the gain or 
loss to the partners, and
2. What is the basis to be used by the 
corporation if subsequently it sells the 
building?
(d) Mr. Clements’ income and expenses 
for the year 1926 were as follows:
Incom e—
H ardw are sales .............................  $100,000
P rofit from  sale o f stocks and
bonds .............................................  1 0 ,0 0 0
C apital net gains ...........................  12,000
B ank interest .................................. 1,000
Dividends ......................................... 25,000
M unicipal bond interest .............. 5,000
153,000
Expenses—
Cost o f  hardware s a l e s ................ $80,000
R ent o f hardware store .............. 6 ,000
Salaries o f  hardware store . . . .  30,000
L oss on sale o f  stocks and bonds 35,000
Taxes on hardw are store ...........  7,500
Taxes on residence ......................... 2,000
Bad debts ............................. ........... 12,000
Capital losses .................................. 25,000
197,000
What is the amount of Mr. Clements’ 
net loss for 1926, which he may apply 
against his 1927 net income of $100,000?
(e) Mr. Lewis bought 50 shares of stock 
in 1924 for $90 per share. In 1926 he 
received the right to subscribe for one 
share of stock at $100 each for each one 
held. At that time the stock had a fair 
market value of $120 per share and the 
rights $40 per share. Mr. Lewis sold the 
50 rights for $40 each. What amount 
should he report as income from the 
transaction? If Mr. Lewis had exercised 
his rights to subscribe and purchased the 
50 shares at par, what, if any, would he 
report as income?
  Problem (3)— 25 Credits.
From the following trial balances, after 
closing, prepare a consolidated balance 
sheet, as at January 31, 1925. This con­
solidated balance sheet must be prepared 
in form suitable for submission to a firm 
of commercial paper brokers and to 
bankers.
It is assumed that you audited all these 
balance sheets and had every opportunity 
of inquiring and satisfying yourself rela­
tive to their accuracy. This being so, ap­
pend to the balance sheet such a certifi­
cate as you would feel warranted in 
signing.
ACM E M A N U FA C TU RIN G  COM PAN Y 
T R IA L  B A LA N C E — A F T E R  CLOSING— AS 
A T  JA N U A R Y  31, 1925
Debit. Credit.
R eal estate, buildings,
m achinery, etc............$1 ,00 0 ,0 0 0
G oodwill ......................... 1,000,000
Investm ent in and ad ­
vances to Palo 
M fg. C o.:
Capital stock  —  at 
cost . . . .  $250,000 
A dvances . 150,000
A ccounts r e c e i v a b l e ,  
less reserve $1 0 ,0 0 0 . 
Inventories o f  raw  m a­
terial w ork  in pro 
cess, finished m a­
terial, etc.......................
Cash ..................................
N otes payable ................
A ccounts payable .........
Investm ent in and ad ­
vances to Brow n 
C o.:
Capital stock, par 
value . .  . $10 0 ,0 0 0  
A dvances . . 100,000
F irst m ortgage, 6 per 
cent gold bonds . . . .
P referred  stock, 7 per 
cent cum ulative —
10,000 shares ...........
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PALO MANUFACTURING COMPANY 
TRIAL BALANCE—AFTER CLOSING— AS 
AT JANUARY 31, 1925
Debit. Credit.
Real estate, buildings,
machinery, etc...........  $250,000
Goodwill ......................  200,000
Accounts receivable ..  60,000 
Inventories of raw ma­




Reserve for bad debts. $10,000
Notes payable ............  90,000
Accounts p ayab le........  10,000
Acme Mfg. Co......... .. 150,000





TRIAL BALANCE—AFTER CLOSING— AS 
AT JANUARY 31, 1925
Debit. Credit.
Real estate, buildings,
machinery, etc...........  $50,000
Accounts receivable . . .  25,000 
Finished goods on con­
signment, at selling
price .......................... 100,000
Inventories of raw ma­
terial, work in pro­
cess, finished ma­
terials, etc..................  125,000
Cash .............................. 25,000
Notes payable ............  $150,000
Accounts payable . . . .  25,000
Acme Mfg. Co..............  100,000




In preparing the balance sheet required,
hear the following facte in mind:
(1) The dividends on the preferred 
stock of the Acme Manufacturing Com­
pany were paid to March 31, 1924.
(2) The finished goods on consignment 
(Brown Company balance sheet) cost 
to manufacture $60,000. On realization it 
is estimated a profit of $10,000 will be 
made. Disregard any freight expense.
(3) All inventories are priced on proper 
basis.
(4) All accounts receivable are consid­
ered collectible after allowing for re­
serves.
AUDITING
May 23, 1928— 2 P. M. to 6 P. M.
(1) In examining the accounts of a 
corporation for a period of 5 years, in 
the interest of a bond house contemplat­
ing the placing of a bond issue, to what 
points would you direct your special at­
tention?
(2) (a) In closing the books of a stock 
brokerage firm at the end of a fiscal 
period what items should receive special 
consideration and adjustment in order 
that the accounts may reflect the true 
financial condition and the correct results 
of operations?
(b) Discuss fully the items that would 
appear in the balance sheet of a stock
brokerage firm at the close of a fiscal 
period.
(3) Describe your method of verifying 
a payroll of a manufacturing concern 
employing 2500 men, some of whom are 
piece workers and the balance day rates.
(4) A company owns all of the capital 
stock of another company. This sub­
sidiary company has outstanding an is­
sue of bonds not guaranteed by the com­
pany owning the stock. The assets of the 
subsidiary company are deemed insuffici­
ent to cover the bonds, so that its capital 
stock has no value. The owning company 
desires the auditor to prepare its balance 
sheet, setting up the assets of this sub­
sidiary company along with the other as­
sets directly owned and the bonds as 
liabilities. Is it proper for him to do so 
under the circumstances? Give reasons 
for your answer.
(5) Under what heading, corpus or in­




(c) Profit or loss on sale of investments.
(d) Cash dividends on investment of
testator.
(e) Cash dividends on investment of
executor.
(f) Cash legacies.
(g) Quarterly allowances to widow.
(6) Distinguish between par rates of 
exchange and current rates.
(7) A corporation has insured the life 
of its president for its benefit and is car­
rying the amount of premium paid on its 
balance sheet. What position should the 
auditor take in regard to these premiums:
(a) In preparing the balance sheet.
(b) In preparing the profit and loss
statement.
(c) In preparing the Federal Income
Tax Return.
(8) A concern has an authorized issue 
of bonds of $100,000. $40,000 of the bonds 
are sold at par, $10,000 are sold at a 
premium of 10 per cent, $30,000 are put 
up as collateral to a $25,000 loan at the 
bank, and $20,000 are on hand. How 
should these bonds appear in the balance 
sheet?
(9) Should indebtedness to officers and 
employees, and indebtedness to other 
creditors be shown separately on finan­
cial statements?
(a) If so, why?
(b) If not, why?
(10) The books of a concern, recently 
burned out, contained evidence of pur­
chases, including opening inventory of 
$200,000, and sales of $40,800 since the 
last closing. Upon investigation, how­
ever, the auditor ascertained that a sale 
of merchandise had been made just prior 
to the fire and not recorded on the books 
at an advance of two-fifths (2-5) over 
cost, less a 10 per cent cash discount, on 
which the profit was $31,928. The past 
history of the business indicated an aver­
age gross profit of 50 per cent on cost 
of goods sold.
(a) What amount should be claimed as
a fire loss?
(b) What rate of gross profit do the
transactions finally yield?
(1) When cash discount is treated as a 
reduction in price?
(2) When cash discount is treated as a 
financial item?
(11) I. M. SMART.
1928. Dr.
April 5. Terms net 10 ds................... ..$325.00
19. Terms net 10 ds...................  16.80
May 5. Terms net 10 ds...................  95.25
1928. Cr. 
April 15. Cash .....................................  $200.00
Smart settles his account on May 10th 
by a note due June 10th, with interest 
from the average date included in the 
face of the note. What is the face of the 
note?
(12) Mention three classes of transac­
tions which a debit item may represent 
in a personal account.
(13) Draw up an outline of a report on 
your audit of the accounts of a corpora­
tion that has recently erected a large 
apartment house. Assume that your in­
structions covered the period of erection 
and at least one year of operation.
THEORY 








(2) Explain four different uses of the 
word “discount” in accounting.
(3) (a) In making up a consolidated 
balance sheet of a holding or parent com­
pany and two subsidiary companies, 
where, in the case of one of the sub­
sidiary companies, its entire capital stock 
has been acquired at less than par, and in 
the case of the other, at a substantial 
premium, how would you deal with such 
discount and premium, respectively, in 
the consolidated balance sheet?
(b) In the event that all of the stock 
of the subsidiary companies was not 
owned by the parent company, how 
should the proportion of said stock be­
longing to the minority stockholders, to­
gether with the proportion of surplus ap­
pertaining thereto, be stated in the bal­
ance sheet?
(4) A  company with $500,000 of com­
mon stock, par value $100 per share, and 
a surplus account of $100,000, decides to 
change its capitalization from a par to a 
no-par basis. It therefore calls in its
5,000 shares of par value stock and issues 
in place thereof 10,000 shares of no-par 
value stock.
(a) How should the transaction be re­
corded?
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(b) What effect, if any, will the change
to a no-par value basis have on 
the surplus account?
(c) Suppose that a new company is or­
ganized with 10,000 shares of no- 
par value stock, and that this 
new company takes over all the 
assets and liabilities of the old 
company at their book value, issu­
ing all of its capital stock in pay­
ment therefor. How would the 
transaction be recorded upon the 
books of the new company?
(5) A corporation, having acquired a 
manufacturing plant, discards, shortly 
after its acquisition, a large portion of 
the machinery and replaces it by ma­
chinery of a more modern type.
(a) What do you consider is the correct
method of dealing on the books 
with the book value of the dis­
carded machinery?
(b) Do you consider that it would be
proper for the corporation to pay 
dividends before the book value 
of the discarded machinery has 
been written off out of profit?
(6) If a reserve has been created out 
of profits to provide for a sinking fund 
to pay off a bonded debt at maturity, 
what does the reserve account represent 
before the redemption and cancellation 
of the bonds? What does it represent 
thereafter?
(7) John Jones is a purchasing and 
sales factor, carrying on a foreign trade. 
John Jones dies January 15th. It is 
found that orders to purchase were re­
ceived prior to January 15th and were 
executed, but not shipped until after Jan­
uary 15th, as no steamship was in port 
to receive the goods. The business is to 
be carried on by the executor. How are 
the orders to be regarded with respect to 
the distribution between corpus and in­
come of the estate?
(8) A corporation has on its statement 
as an asset goodwill of $30,000, and on 
the liability side a “Reserve” of $20,000 
accumulated out of profits. The Board 
of Directors desire to reduce the amount 
of goodwill by closing the “Reserve” ac­
count of $20,000 into the goodwill ac­
count. Explain fully:
(a) Whether it is legally possible to do
this.
(b) Whether or not it is sound policy 
from a financial standpoint.
(c) By doing this does it make any dif­
ference in the statement as to the 
financial strength of the concern?
(9) You are requested to criticize a 
balance sheet prepared by a client’s book­
keeper. State what you would say re­
garding the following caption found on 
the liability side of the balance sheet—  
“Reserve fund for redemption of bonds—  
$50,000.”
(10) A company has issued bonds of a 
par value of $100,000 due in 20 years. A 
trust deed provides that the company
must set aside out of profits and invest 
at the end of each year the sum of $5,­
000. The bonds were issued at 95:
(a) What accounts would appear on the
balance sheet as a result of the 
provision for repaying the bonds?
(b) Included in the sinking fund are
certain of the company’s bonds 
purchased at 98. Should these 
bonds purchased be stated at 98 
or at 100? Could such purchased 
bonds be cancelled?
(c) How should the interest from the
investment of the sinking fund 
be treated in the preparation of 
the accounts of the company?
(d) Would it be correct to write off the
discount of $5,000 on the bond 
issue during the first year be­
cause the company had a suc­
cessful year?
(11) Name two methods of distributing 
the overhead or indirect expense of a 
factory so as to equitably transfer such 
expense to the cost of the different arti­
cles manufactured. What advantage has 
either method over the other?
ECONOMICS AND PUBLIC FINANCE
Thursday, May 24— 1 P. M. to 5 P. M.
1. 15%. Reports issued recently show 
the Ford payroll has made a new record, 
having passed 112,000. In 1926 it passed 
110,000. In 1927 it fell to the lowest point 
in many years. Name the various eco­
nomic reactions in the business world 
(both industrial and financial) which 
were the result of the change in Ford 
policy, covering periods of decline and 
advance.
2. 15%. Congress is discussing Muscle 
Shoals. One proposition is to limit its 
operation by the government to the man­
ufacture of power and nitrogen. Another 
proposition is to include fertilizer as a 
product. The present Congress appears 
to have stronger leanings toward govern­
ment ownership and operation than any 
previous one. Should or should not gov­
ernment enter into competition with pri­
vate interests and why?
3. 15%. Name the important changes 
which are proposed to be made in the
1928 tax bill now in Conference between 
the Senate and House and, where there 
is a difference, indicate which body is 
right and give a sentence explanation in 
each case as to why.
4. 10%. What is meant by the follow­
ing terms, all of which have appeared 
frequently in recent weeks in connection 
with stock market reports:
Call money rate. Margin requirements. 
Time money rate. Liquidation.
Bullish market. Commodity markets.
5. 15%. What is your explanation of the 
cause for and the effect of the present 
excessive stock market activity?
6. 30%. In disapproving the McNary- 
Haugen farm relief bill yesterday the
President summarized his principal ob­
jections under six headings:
First: Its attempted price fixing policy.
Second: The tax characteristics of the 
equalization fee.
Third: The wide-spread bureaucracy 
which it would set up.
Fourth: Its encouragement to profiteer­
ing and wasteful distribution by middle­
men.
Fifth: Its stimulation of over produc­
tion.
Sixth: Its aid to our foreign agri­
cultural competitors.
Express your opinion as to whether 




(Continued from page 211)
to discover how your business may be­
come a better business and how it may 
help to make the city function in a 
more orderly and significant fashion 
and reconstruct those businesses which 
have gone to pieces in a multitude of 
other ways which are known to you 
already better than they are known to 
me. Spell out the significance of your 
life in terms of service to the world. 
That is the measure of a man and it cer­
tainly is the measure you have of a 
Certified Public Accountant.
ASSURANCE— DOUBLY SURE
(Continued from page 205)
V
Life Insurance 
It would require far more space than 
this publication can now devote to it, to 
give even a brief essay on the need, ap­
plication, and accounting for insurance 
on the lives of business men. The sub­
ject is receiving deservedly increased at­
tention, and it behooves the accountant 
to read as much as possible about it. 
There are several excellent books and 
many authoritative articles to be had. 
Any life insurance agent will willingly 
furnish some, gratis.
The object, entirely aside from the 
benefit which the client may derive from 
his accountant’s advice, is to enable the
C. P. A. when called on to settle an es­
tate, whether of a decedent or a bank­
rupt, to bring to his work such knowledge 
as will qualify him to perform it cor­
rectly. The tax status of insurance bene­
fits and premiums is not yet entirely set­
tled. The B. T. A. expects its practition­
ers to be competent. And if a practi­
tioner lacks the basic broad knowledge 
of the principles of life insurance, he can 
not well understand the law, regulations 
and decisions.
Besides all of which, he may be able 
to adjust his personal life insurance to 
meet the needs of himself, his firm, and
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his family. Altruism is a fine thing, but 
self-profit is a better driving force. If 
the client’s welfare is not vital to an ac­
countant, then for his own sake, he should 
endeavor to make for himself the title 
of this article.










Trend Actual Trend 
Pr. Ct. Costs. Pr. Ct. 
100 $13,562,272 100 
139 18,630,128 137 
95 15,178,238 112
Another article by the same writer, on 
“Real Estate and Insurance,” will ap­
pear in an early issue.
TWO METHODS OF ANALYZ­
ING STATEMENTS
(Continued from page 204) 
are partly self-auditing through compari­
son with the actual figures.
There are also some other advantages 
which should not be overlooked. By the 
trend percentage method the sales of a 
company may be compared with the sales 
of similar companies. I anticipate at this 
moment that many of you are thinking 
that this statement represents an incon­
sistency— that having denounced the 
comparison of statements of companies in 
the same “line of business,” I am now at­
tempting to do the same thing myself. 
This, however, is not true. My objection 
to comparing the balance sheet ratios of 
companies applies only slightly to com­
paring the sales trends of the very game 
companies. If there is really one com­
mon meeting ground between competing 
companies, it will usually be found among 
their customers. In fact, in my own ex­
perience, I have found that this one fea­
ture of the trend percentage analysis has 
been of utmost value, and is, I think, 
capable of much more far-reaching de­
velopment.
Consider for just a moment the profit 
and loss statements of the Blank Tire 
Company.
It is obvious that the company showed 
an unsatisfactory condition and trend. 
The trend percentage study indicates that 
sales have dropped while the cost of do­
ing business has been maintained. This 
is more clearly seen in Figure 1, where 
the trend percentages are charted. The 
next question is whether this drop in 
sales represents a normal thing that could 
not be helped or is due to an incompetent 
sales manager or some other factor in the 
business. The sales figures can be com­
pared with some of the well-known busi­
ness barometers furnished by Babson’s, 
Moody, Harvard Economic Society. In 
this case, for simple illustration, the sales 
trends of the Tire company are compared 
with the trend of bank clearings to de­
termine if there is anything in general 
business conditions to justify the drop 
in sales of the Blank Tire Company. The 
answer seems to be “no.”
However, the whole tire industry might 
be suffering even while general business 
was sailing along satisfactorily. So in 
the final chart you will find a comparison 
of the sales of the Blank Tire Company 
with the sales of a number of other com­
panies, and you will note that the other 
tire companies are getting along famous­
ly, while the Blank Tire Company is do­
ing poorly.
This represents a rather brief and 
rather sketchy explanation of a procedure 
which I believe to be of great value in 
analysis work and which can be extended 
to cover, not only sales, but also collec­
tions and even perhaps other business 
activities.
The trend percentage method is also 
useful when trying to compare financial 
facts with statistical facts, as for ex­
ample in a public utility company, where 
one might desire to compare the gross 
sales of a water company with the num­
ber of miles of mains or the number of 
customers or some other statistical fact.
Before leaving this subject, I want to 
reiterate that I have no quarrel with the 
ratio method if its limitations are thor­
oughly realized. I feel that only too 
often these limitations have not been 
realized and that an attempt has been 
made to erect a complicated structure of 
mathematical mystery based upon ratio 
analysis. I regard this as being unfor­
tunate since it must be quite incompre­
hensible to business executives who have 
not thoroughly steeped themselves in 
ratio analysis. I regard it even more un­
fortunate because it seems that it is aim­
ing at a sort of mechanical method of 
credit granting.
The latest suggestion of the ratio en­
thusiasts which involves constructing a 
so-called “credit index” seems to com­
bine all the bad points of both the ratio 
and the trend percentage methods with 
the advantages of neither and is further 
vitiated by a system of arbitrary weight 
ing.
I hope I do the plan no injustice in the 
following brief description: For each year 
eight selected ratios of a company are de­
veloped. Each ratio is then arbitrarily 
weighted to reflect its value. The eight 
are then combined by this artificial 
weighting into one figure, which is known 




General Tire and Rubber Company Miller Rubber Company
B. F. Goodrich Company 
Firestone Tire and Rubber Company United States Rubber Company 
Goodyear Tire and Rubber Company
Blank Tire Company
Bank Clearings Outside New York 
  Sales-Blank Tire Company
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are then compared either with those of 
other years or with those of other com­
panies in the same line of business.
This seems a most arbitrary and im­
proper procedure— not so much in and 
of itself, but because it seems too elabor­
ate in comparison with the accuracy of 
the original figures.
Every accountant knows that many 
balance sheet values are sheer approxi­
mations. It is unfortunate that the bal­
ancing feature of double entry bookkeep­
ing requires values stated to the penny 
that are purely a matter of shrewd judg­
ment. The accountant must say, “Plant 
and equipment —  $1,000,000.31,” because 
his records require such a statement, but 
pressed for the truth, he would rarely 
commit himself beyond the more informal 
statement of “about a million dollars.”
It is an engineer’s axiom that no hand­
ling of figures should be more refined or 
accurate than the original accuracy of 
the figures themselves justifies.
If this thought were borne in mind 
more often by the analyst, there would 
be less fine calculating of ratios, credit 
indices, and standard ratios (with its 
averaging together of averages, medians, 
and modes). It is only comparable to 
putting a laborious hand-polished finish 
on a saw horse. I have not found in my own 
experience that elaborate analytical pro­
cedure is required except in an occasional 
case. Most credit problems can be solved 
without modifying a single figure. The 
$100 order from the United States Steel 
Corporation or the Louisville & Nashville 
Railroad does not require an elaborate 
analysis before the credit okay is given. 
The $1,000 order from the corner grocery 
store does not require any such analysis 
either. It is only in the border-line cases 
where anything approaching elaborate 
handling of figures is necessary.
The greatest ingredient of the credit 
man and the accountant is plain common 
horse sense. In some instances this may 
require to be aided by the calculation of a 
few significant trend percentages and 
ratios and possibly a few comparisons 
properly made with concerns in the same 
kind of business. But the great over­
shadowing factor of common sense is not 
often concerned with elaborate ratio cal­
culations and advanced statistical pro­
cedure in calculating averages.
PIONEERS OF ACCOUNTANCY
(Continued from page 202)
inadequate as the exposition is, it must 
not be forgotten that in Paciolo’s ex­
planation, theory was entirely lacking.
Even in the eighteenth century, ac­
cording to the extracts given above, 
there is but little improvement over 
Stevin in the explanations. By the time 
Cronhelm wrote (1818), it had become 
possible to state the case quite clearly.
Improvement in expression and clear­
ness continued; by the middle of the 
nineteenth century, there were Foster, 
Jones, Hautschl, Kurzbauer, and Augs­
purg, all pretty well in agreement upon 
the manner of explaining the essential 
nature of Double Entry. With these 
writers, and a few others a little later, 
such as Sprague, Hugli, Schaer, the 
modern period begins. From that time 
onward, the basic theory of bookkeep­
ing is fairly well settled and accepted. 
The pioneers of accountancy had per­
formed their service and the foundation 
for the new structure was laid.
INTERNATIONAL 
ACCOUNTANTS’ CONGRESS
The first meeting of the Executive 
Committee of the International Ac­
countants Congress was held on May
23, 1928. In accordance with the res­
olution passed by the representatives 
of different societies present at a meet­
ing held in Washington on December 
30, last, Chairman Robert H. Montgom­
ery had named the following members 
of the Executive Committee, after con­
ferring with officials of the various so­
cieties: James Hall, representing the 
American Institute of Accountants; 
Philip J. Warner, National Association 
of Cost Accountants; Arthur H. Rosen­
kampff, the American Association of 
University Instructors in Accounting; 
John T. Madden, The American Society 
of Certified Public Accountants; P. W. 
R. Glover, New York State Society of 
Certified Public Accountants; and 
Arthur H. Carter, the Accountants’ 
Club of America. At this meeting 
Arthur H. Carter was elected Treasurer 
and Giles L. Courtney, Professor at 
New York University, was elected Sec­
retary.
It was decided to accept the invita­
tion from the Harvard School of Busi­
ness Administration to hold the Con­
gress at Harvard University, Cambridge, 
Massachusetts, and the week beginning 
September 9, 1929, was definitely 
selected.
A second meeting of the Executive 
Committee was held on May 28, 1928, 
with all members thus far appointed 
present. Homer S. Pace was appointed 
Chairman of the Publicity Committee 
and will nominate other members for 
the committee. The Finance Commit­
tee will be appointed on nominations 
of the Treasurer. At this session it 
was decided that a formal meeting of 
the Congress, underwritten by the New 
York organizations, would be held in 
New York on September 9, prior to the 
departure for Boston by the Monday 
evening boat. It is expected that the 
foreign delegates will be received in New 
York on the previous Friday and Satur­
day.
It was noted that Messrs. Hall and 
Carter would both be visiting Europe 
this summer and would see that official 
invitations were extended to the foreign 
societies. Dean Madden was appointed 
Chairman of the Committee on Pro­
gram. Stuart McLeod was also named 
as a member of the committee to which 
further additions will be made on nomi­
nation of the chairman.
At the present time the President of 
the Congress, who is also Chairman of 
the Executive Committee, is endeavor­
ing, with the aid of the Executive Com­
mittee and officials of the various so­
cieties, to complete the list of commit­
tees which will be needed in connec­
tion with the Congress.
Arrangements are being made for re­
questing all State societies of account­
ants to appoint official representatives 
for the Congress. It is hoped that all 
national and state accounting organiza­
tions representing the profession will 
be officially represented at the Congress, 
but all persons who can attend will be 
cordially welcomed.
An effort will be made to obtain the 
presence of representative accounting 
officials from the government and pri­
vate business for it is clearly recognized 
that there is a close relationship be­
tween the public accountant and those 
in charge of accounting activities in 
business organizations served by the 
public accountant.
It has also been suggested that the 
national organizations hold their 1929 
meetings during this same week at 
Cambridge, provided workable sched­
ules can be arranged so as not to con­
flict with the Programs of the Inter­
national Congress. If this can be done 
it will insure without any question the 
largest attendance of public account­
ants which has ever been secured at 
any one time.
IN MEMORIAM
WALTER E. SCHNEIDER, C. P. A., 
(Wisconsin No. 87, May 5, 1917), died at 
his home in Milwaukee on May 25, 1928.
Mr. Schneider was born in Russia but 
had lived in Milwaukee the greater share 
of his life. He was at one time Chief 
Accountant for the Milwaukee Water 
Works and for seven years was Supervis­
ing Accountant for the City of Mil­
waukee. He was also a teacher in ac­
counting at Marquette University for a 
number of years. For the past eight 
years he had been serving as an Internal 
Revenue Agent.
Mr. Schneider was a member of The 
American Society, a Mason and was Sec­
retary of the Temple Beth El at the time 
of his death. He is survived by his wife 
and three children.
218 T H E  C E R T I F I E D  P U B L I C  A C C O U N T A N T July,
STATE SOCIETY NEWS
CALIFORNIA
The annual meeting of the California 
State Society of Certified Public Ac­
countants was held at the California 
Club, Los Angeles, on June 9, 1928.
The following members were elected 
Directors for the term ending May 31, 
19 30: R. E. Brotherton, Harry J. Coop­
er, F. F. Hahn, I. G. Pattinson, H. Ivor 
Thomas. The following officers were 
elected for the year ending May 31, 
1929; President, Norman L. McLaren; 
First Vice-President, G. M. Thompson; 
Second Vice-President, Harry J. Coop­
er; Secretary-Treasurer, B. W . Bours.
At the request of the California State 
Bar Association a committee was ap­
pointed to cooperate with a committee 
of the Bar Association in the prepara­
tion of a revised draft of California 
Corporation laws to be submitted to the 
Legislature for consideration. A com­
mittee was appointed to prepare a re­
vised draft of the by-laws of the So­
ciety to be submitted for consideration 
to the members.
The annual meeting of the San Fran­
cisco Chapter of the California State 
Society of Certified Public Accountants 
was held at the Presidio Golf Club on 
June 4, 1928. The meeting was well 
attended and was enjoyed by all 
present.
Winners of the golf trophies were as 
follows: Low gross, Walter Hood; Run­
ner up, C. W . Preston; Low net, W . 
Morrison, Runner up, J. M. Bobbitt; 
Blind Bogey, J. L. Cockburn.
A trophy was also awarded the mem­
ber suggesting the best means to in­
crease the attendance at the chapter 
meetings. This was won by J. W . Wat­
son, his suggestion being, “Arrange for 
some form of entertainment as a means 
of lessening the severely business at­
mosphere of the usual meeting.”
The following officers and directors 
were elected for the year 1928-29: 
President, Harry J. Cooper; Vice-Presi­
dent, Anson Herrick; Secretary-Treas­
urer, B. W . Bours; Directors, E. B. 
Jordan and R. E. Brotherton.
DISTRICT OF COLUMBIA
The Sixth Annual meeting of the 
District of Columbia Institute of Certi­
fied Public Accountants was held in the 
Restaurant Madrillon, Washington,
D. C., on Monday evening, June 18.
The usual business attendant upon 
annual meetings was transacted. James
B.  Grice and Oscar J. Bernstein were 
elected to the Board of Governors to 
succeed Wilbur L. Harrison and Lester 
A. Pratt and Edward M. Tyler, the re­
tiring president, automatically suc­
ceeded James A. Councilor, who was
the immediate past president last year. 
The officers elected for the ensuing year 
are: President, C. Vaughan Darby; 
Vice-President, Howard C. Beck; Sec­
retary-Treasurer, Dwight N. Burnham.
Herbert L. Davis, former Auditor for 
the Supreme Court of the District of 
Columbia, was the guest speaker of the 
evening. From his wide experience in 
connection with courts, his comments 
were exceedingly helpful. He gave it 
as his opinion that as a rule account­
ants were better witnesses than law­
yers, the lawyer always being fearful 
that he might be answering a leading 
question which would later get him 
into difficulties whereas the accountant 
was inclined to confine his answers to 
matters of fact to which he could refer 
at any time for confirmation.
One very practical suggestion which 
he made was to the effect that persons 
should refuse to accept anything but 
a negative of a photostatic copy of any 
document as positives are very easily 
fraudulently altered.
INDIANA
The following committee chairmen of 
the Indiana Association of Certified 
Public Accountants have been an­
nounced: Public Affairs, James C. 
Olive; Legislative, O. C. Herdrich; 
Taxation, Harry Boggs; Entertainment 
and Meetings, Lewis J. Wood; Enforce­
ment of C. P. A. Law, Arthur S. Chap­
man; Credentials, Joseph Stine.
IOWA
At the fifth Dinner Meeting of the 
Des Moines members of the Iowa So­
ciety, held at the Des Moines Club on 
Wednesday, June 6th, the program out­
lined at the last Annual Meeting of the 
Society was discussed in detail, and the 
following matters received attention: 
(1) A committee, consisting of P. L. 
Billings, C. P. M. Allen and E. J. Wied­
man, was appointed by the President to 
redraft the Articles of Incorporation 
and By-laws of the Society, with a 
view to presenting amendments thereto 
at the next Annual Meeting; (2) Mr.
F. J. Harrigan was drafted to assist the 
President in the preparation of a new 
Accountancy Bill, having in view the 
further control of the profession, for 
the approval of the next Annual Meet­
ing, and, if so approved, for presenta­
tion to the Iowa State Legislature which 
meets in January, 1929; and (3) the 
President was requested to write the 
Governor informing him of the So­
ciety’s endorsement of Mr. Holdsworth 
for reappointment to the State Board 
in accordance with the resolution 
passed at the last Annual Meeting.
MARYLAND
The Maryland Association of Certi­
fied Public Accountants held its annual 
meeting on June 12, 1928, at the 
Southern Hotel, Baltimore, at which 
time officers were elected for the en­
suing year. Raymond E. North was 
elected President; Harlan Johnson, 
Vice-President; Julian A. Jenkel, Sec­
retary and J. R. Jutson, Treasurer. 
Four trustees, who together with the 
officers compose the Board of Trustees, 
were also elected. They are Charles 
Croggon, J. Wallace Bryan, Elmer Hat­
ter and Robert C. Morrow. Charles 
L. Hehl was elected Auditor of the As­
sociation. Mr. North succeeds J. W al­
lace Bryan as President.
MINNESOTA 
The Minnesota Society of Certified Pub­
lic Accountants met on Tuesday evening, 
June 26, 1928, at the Midland Hills Coun­
try Club, St. Paul, at which time the suc­
cessful candidates of the Minnesota May 
examinations were guests. The dinner 
was preceded by an informal golf tourna­
ment and was followed by a short busi­
ness session. The July meeting will be 
held in Duluth.
MISSOURI
The annual meeting of the St. Louis 
Chapter of the Missouri Society of Cer­
tified Public Accountants was held at 
the Riverview Club on Thursday, May
24, 1928.
The afternoon was devoted to golf, 
indoor baseball, trapshooting and other 
sports. Special entertainment was pro­
vided to add to the enjoyment of the 
dinner hour.
The following officers were elected: 
President, A. J. Saxer; Vice-President, 
T. F. Leonard; Second Vice-President, 
J. H. Bridge; Secretary, L. W . Tracy; 
Treasurer, Wm. Mayors.
The Missouri Society of Certified 
Public Accountants held its annual 
meeting at St. Louis on June 8, 1928. 
Business sessions were held and a noon­
day luncheon was served at the Mis­
souri Athletic Association. The day’s 
activities closed with a banquet at the 
Gatesworth Hotel. Officers elected 
were: President, John M. Neumayer, 
St. Louis; First Vice-President, Rich­
ard S. Wyler, Kansas City; Second 
Vice-President, A. J. Benner, St. Louis; 
Treasurer, Edward Fraser, Kansas 
City; Secretary, Arthur C. Smith, St. 
Louis; Directors, in addition to the 
President and Secretary, are: Miller 
Bailey and C. W . House, Kansas City, 
and J. W . Snider, St. Louis. The So­
ciety passed a resolution recommending 
the adoption by business firms of a 
natural, instead of the calendar year 
for closing the books and preparing fi­
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nancial statements. Various further 
recommendations pertaining to the 
policies of the Society and matters of 
professional interest were adopted.
NEW  JERSEY 
In the write-up of the New Jersey 
meeting for May 15, published in our 
June issue, one paragraph was omitted 
which should have listed among the 
honor guests of the evening Gardner 
W . Kimball, President of the Pennsyl­
vania Institute of Certified Public Ac­
countants.
NORTH CAROLINA 
The North Carolina Association of 
Certified Public Accountants honored 
the memory of the late Ellis Long Jack­
son, C. P. A., of Charlotte, on the eve­
ning of June 11, when George E. Wood, 
President of the Association, presented 
two watches to two honor students of 
the Presbyterian Orphanage of Barium 
Springs. These awards are to be made 
to one boy and girl based on the best 
scholastic record made against adverse 
conditions. George H. Emery, Secre­
tary of the Association, and J. B. 
Rodgers, C. P. A., both of Statesville, 
N. C., attended the presentation.
OHIO
In Ohio, chapter organizations of the 
State Society, have been effected at Cin­
cinnati, Cleveland, Columbus, Dayton, 
and Toledo with the following officers in 
each of the cities named.
Cincinnati— F. W. Fuller, President; 
Wm. Mers, Vice President; E. J. Moeh­
ringer, Secretary-Treasurer.
Columbus—A. L. Peters, President; H.
C. Miller, Vice President; J. H. Baldwin, 
Secretary-Treasurer.
Cleveland— W. A. Coy, President; J. E. 
O. Feller, Vice President; H. L. Patch, 
Secretary-Treasurer.
Toledo—M. J. Arft, President; Homer 
L. Dalton, Secretary-Treasurer.
Dayton— H. E. Wall, President; James 
Pitcher, Secretary.
OREGON
The Oregon State Society of Certi­
fied Public Accountants held its annual 
meeting in Portland, June 13, 1928. 
The meeting was preceded by a din­
ner at the Chamber of Commerce.
Officers elected for the ensuing year 
were: I. D. Wood, President; R. Erick­
son, Vice-President; Philip W . Janney, 
Secretary-Treasurer. A. C. Ellis was 
elected director.
Various committee reports were 
made, that of the legislative commit­
tee being the most important as it dealt 
with matters pertaining to an investi­
gation by the committee of regulatory 
accountancy laws as fostered by the 
various state societies. The matter
was continued as work for the new 
committee.
Each year the society awards to the 
outstanding student in accountancy at 
the University of Oregon, Oregon State 
College and the Oregon Institute of 
Technology accountancy books to the 
value of twenty-five dollars to each 
student selected. The prize winners 
were announced for the past school 
year and a provision made for con­
tinuing the prize offer.
An accounting library for the use of 
the members of the Society seems about 
to be realized. A special committee for 
selecting the books was appointed for 
that purpose. A considerable fund for 
the purpose is on hand.
Applications for admitting eight new 
members to the Society were approved.
PENNSYLVANIA 
The regular monthly meeting of the 
Pittsburgh Chapter of the Pennsylvania 
Institute of Certified Public Account­
ants was held at the Hotel Henry on 
Wednesday evening, June 6, 1928, at 6.30 .
Messrs. Eric Moses, John R. O’Con­
nell, George J. Sabel and Leo J. Steph­
ens were elected to membership.
After discussion it was decided to 
continue the weekly luncheons. The 
matter of placing a statement in the 
telephone directory, under the heading 
of “ Certified Public Accountants,” as 
to the authority to practice conferred 
by the State on those listed thereunder 
was also discussed. It was decided that 
a copy of the proposed heading be sent 
to each member and the matter be 
voted upon at the next meeting of the 
chapter. Messrs. Scott and Mohler lead 
the discussion on the proposed canons 
of professional ethics for the Pennsyl­
vania Institute. After discussing the 
canons in detail they were approved for 
reference to the Institute.
The Thirty-first Annual Meeting of the 
Pennsylvania Institute of Certified Public 
Accountants was held at the Bedford 
Springs Hotel, Bedford Springs, Pa., on 
Monday, Tuesday and Wednesday, June 
18th, 19th and 20th.
This was the first time in the history 
of the Institute that the members were 
asked to assemble at a summer resort in 
the State and neutral respecting the loca­
tion of the larger groups of members. It 
was thought that having the members 
gather for two or three days under one 
roof, greater opportunity would be af­
forded to cultivate a better spirit of pro­
fessional brotherhood. It is believed the 
precedent established will be followed 
in subsequent meetings of the Institute.
On Monday, June 18th, automobile par­
ties continued to arrive from all sections 
of the State and the day was devoted to 
renewing acquaintances and engaging in
various recreations. By Monday evening 
some eighty-five or ninety had arrived of 
which fifty-three were members and the 
remainder the wives, members of family 
or other guests of members.
For Monday evening the Committee 
had arranged a Bridge Tournament and 
this was participated in and enjoyed by 
the greater portion of all present. On 
the same evening the Council of the In­
stitute held its regular meeting at which 
routine business of the Institute was con­
sidered and a number of new members 
were elected.
Tuesday morning, June 19th, after a 
group photograph was taken, the mem­
bers assembled for the first business 
meeting of the Institute with the Presi­
dent, Gardner W. Kimball, in the chair. 
This meeting was largely devoted to the 
reading of reports of the Council and Of­
ficers of the Institute as well as reports of 
Standing and Special Committees. All of 
these reviewed in detail the various activ­
ities of the Institute during the year just 
closed. Upon the conclusion of this portion 
of the business George F. Herde, a mem­
ber from Pittsburgh, gave an able and in­
teresting review of the new Federal Rev­
enue Law of 1928. Mr. Herde is unusual­
ly well informed on tax matters and his 
remarks regarding the new Federal Law 
and contrasting the changes with prior 
laws, proved of great interest to the mem­
bers.
Tuesday afternoon was devoted to golf 
and tennis. About thirty-six golfers were 
entered in the tournament and twelve 
took part in the tennis matches. While 
these were in progress the lady golfers 
engaged in a putting contest on the green 
adjacent to the golf course. Tuesday 
evening at 7.30 all assembled in the spac­
ious dining room for a “get-together” 
dinner. This was not a banquet and its 
informality permitted freedom to all to 
participate as a happy family in the fes­
tivities. Community singing and ex­
change of repartee between groups at dif­
ferent tables was the order of the eve­
ning and added to the general merriment. 
During the course of the “get-together 
dinner” prizes were distributed to the 
winners of the tournaments. The ladies 
prizes in the Bridge Tournament were 
captured by Mrs. Harry B. Scott and 
Mrs. James M. Cumming and the gentle­
men’s prizes were won by I. H. Krekstein 
and John C. Parry.
The winners in the Tennis matches 
were John C. Parry and Frank W. Har­
ris, who carried off the honors in doubles, 
while Joseph S. Schmidt won the prize 
for progressive doubles. Great interest 
was naturally taken in the golf tourna­
ment and the announcement by the com­
mittee that Elmer E. Bauer with the low 
gross score had secured the custody of 
the “Thirtieth Anniversary Cup” for the 
ensuing year, brought forth a round of
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applause. Mr. Bauer’s name will, ac­
cordingly, be the second one to be en­
grossed upon the cup. The winner for 
the low net score was I. H. Krekstein, 
while Mrs. M. C. Conick was announced as 
the winner of the Ladies Putting Con­
test.
Following the dinner a dance was 
staged in the ballroom. This was inter­
rupted about 10 p. m. by a call for all to 
adjourn to the gallery of the swimming 
pool where several stunts for prizes were 
engaged in by the amphibian members of 
the Institute. Several contests were ar­
ranged by the committee, not the least of 
which was the “Bathing Beauty” contest. 
The award for this distinction which was 
made by a committee of three ladies was 
roundly applauded but possibly to the 
discomfiture of the winner.
Wednesday morning, June 20th, the 
final business session was held. At this 
session fourteen Canons of Professional 
Ethics, were submitted by the Committee 
on Professional Ethics of the Institute 
and deliberated upon. The Canons were 
taken up and discussed seriatim, they 
having been previously reviewed by the 
Council of the Institute and the Pitts­
burgh and Philadelphia Chapters, res­
spectively. Following the discussion of 
the various articles the code with some 
minor changes was adopted as a whole.
Another progressive step at this busi­
ness session was the recommendation 
that “Bulletins” be issued by the Insti­
tute from time to time setting forth its 
activities and other matters of interest 
to the members or possibly the public at 
large. The meeting next proceeded to 
the election and installation of officers, 
members of council and members of Com­
mittees on Professional Ethics and nomi­
nations for the ensuing year. The fol­
lowing were duly elected: Gardner W. 
Kimball, President; Otto G. Richter, 
Vice-President; Robert J. Bennett, Sec­
retary; Richard H. Mohler, Treasurer; J. 
M. Cumming, Auditor.
Committee on Professional Ethics: T. 
Edward Ross, Chairman, Wm. R. Main, 
Wm. Frank Marsh, Michael H. Sigafoos, 
Frank A. Willison.
Committee on Nominations: Horace P. 
Griffith, Chairman, J. N. Aitken, Jr., M.
D. Bachrach, George F. Herde, John C. 
Parry.
The meeting adjourned about 2 p. m., 
leaving the Council of the Institute to 
fix the place for holding the 1929 meeting.
TEXAS
Chapters of the Texas Society of Cer­
tified Public Accountants have been defi­
nitely established at San Antonio, Hous­
ton, and Dallas, in each of which cities 
several meetings have already been held. 
Definite action has been taken with ref­
erence to chapters in Waco, Austin, and
Fort Worth, and it is expected that the 
fall will find chapters established at El 
Paso and Wichita Falls.
VIRGINIA
The semi-annual meeting of The Vir­
ginia Society of Public Accountants, 
Inc., was held at the Patrick Henry 
Hotel, Roanoke, Virginia, on May 18 
and 19, 1928, and was attended by ap­
proximately 45 members.
Twelve new members were added to 
the rolls of the Society, two being 
elected as Fellow members and ten as 
Associate members.
The principal items of business 
transacted were as follows:
A Medal Fund was established by the 
Society, to be devoted to the purchase 
of a suitably designed medal to be 
awarded annually to the highest graded 
applicant taking the examination for 
the degree of Certified Public Account­
ant before the Virginia State Board of 
Accountancy.
A resolution indorsing and approv­
ing a more general use than at pres­
ent of the fiscal or natural business 
year by individuals, firms and corpora­
tions whose interests would be best 
served by making the change, was 
adopted, and the President was in­
structed to appoint a committee to co­
operate with Chambers of Commerce 
and other civic bodies in the effort to 
get business houses generally to adopt, 
wh ere possible and practical, a natural 
business year.
A resolution was adopted indorsing 
the principles and practice of arbitration 
of commercial disputes, and tendering 
the cooperation of The Virginia Society 
of Public Accountants to the American 
Arbitration Association for the carry­
ing out of such principles and practice.
The Society was favored by several 
interesting addresses. Mr. C. H. Mor­
rissett, Director of the Department of 
Taxation of the State of Virginia, gave 
a very interesting discussion of State 
tax laws, the effect of their administra­
tion to date, and in general what might 
be expected from their future develop­
ment.
Mr. L. D. Epps, Member of the Vir­
ginia State Corporation Commission, 
addressed the Society on the very in­
teresting subject of the accountant’s 
relationship to the Corporation Com­
mission and the value to the Commis­
sion of the accountant’s reports.
Mr. John H. Shields, Professor of Ac­
counting at Duke University, favored 
the Society with an informal but most 
interesting discussion of the results of 
his research work in connection with 
the duties and functions of a controller.
The social features of the meeting
included a golf tournament, in which 
members competed for a handsome 
silver cup awarded by the Roanoke 
members of the Society and to be 
known as the Roanoke Cup. This cup 
is to be played for each year. It was 
won by Mr. T. Coleman Andrews, Rich­
mond, Virginia. The banquet was 
attended by all members and their 
invited guests, on the evening of May 
19th. Dancing followed the banquet.
The members were unanimous in ex­
pressing the opinion that this meeting 
was one of the best from every standpoint 
that had ever been held by the Virginia 
Society.
WISCONSIN
The Wisconsin Society had its annual 
outing at Lakeside, Pewaukee Lake, on 
June 21, with an attendance of about 
40 members and guests. The activities 
started at nine in the morning and 
lasted until ten in the evening. The 
following sports were indulged in: golf, 
baseball, tennis, horseshoes and swim­
ming. The golf tournament was won 
by Carl E. Dietze, with John E. Reilly 
runner-up. Dietze’s victory was claimed 
won by a fluke as some of the best 
players failed to show up, (so much the 
better for Dietze.)
The single men were too much for 
the married men in baseball, the former 
winning both games.
The horseshoe contest was won by 
Karl A. Freck, with E. C. Ritzler and 
J. B . i  Tanner as runners-up.
The finals in the tennis tournament 
remain to be played off, although Freck 
and Wegner hold a one - set victory 
against Hugo Kuechenmeister and Ed. 
Benton. The winners are to be presented 
with tennis rackets and the losers with 
three tennis balls each.
After the conclusion of a sumptuous 
chicken dinner the prizes were awarded 
to the winners—the golf prize being 
the John B. Tanner cup, donated by a 
fellow member, Jack Tanner, now of 
Madison, Wis. Possession of this cup 
is for one year or until such time as 
won by another than the present owner. 
In addition to the cup a permanent 
prize is also given the winner. The 
runner-up as well as second and third 
places were given golf balls.
Tanner was then called on for a talk 
about his European trip. He responded 
by stating that he had something of 
more importance to talk about than his 
trip, viz., The American Society —  its 
conventions and its activities. He told 
those present of the value of attending 
the Society conventions and urged all 
those not yet members of the Society to 
join the same forthwith.
Carl E. Dietze and Erwin Ritzler 
were the committee in charge of the 
outing.
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ANNOUNCEMENTS
Burney R. Clack, C. P. A., announces 
the removal of his offices to 310 Rob­
erts Building, Tulsa, Oklahoma.
E. J. Fitzgerald & Company, Certi­
fied Public Accountants, announce the 
removal of their offices to the Otis 
Building, 10 South La Salle Street, 
Chicago, Illinois.
Cumming & Company, Certified Pub­
lic Accountants, announce the removal 
of their Pittsburgh and Washington,
D. C. offices to Law and Finance Build­
ing, 429 Fourth Avenue, Pittsburgh, 
and Union Trust Building, Washington,
D. C.
Roger W . Prior, C. P. A., announces 
the opening of offices at 42 0-421 W. M. 
Garland Building, 117 West Ninth 
Street, Los Angeles, California.
T. W. Rogers & Company announce 
the removal of their offices to 1500 
Walnut Street, Philadelphia, Pa.
J. M. Ullman & Company, Certified 
Public Accountants, are now located 
at 120 South La Salle Street, Chicago, 
Illinois.
Batchker & Ball, Certified Public Ac­
countants, announce th e removal of 
their offices to Park-Murray Building, 
15 Park Place, New York City.
C. Clauson & Company, Certified 
Public Accountants, announce the re­
moval of their offices to Suite 426-427- 
428 Leary Building, Seattle, Washing­
ton.
Caddie H. Kinard, C. P. A., an­
nounces the removal of his offices to 
212-213-214-215 Masonic Temple, El 
Dorado, Arkansas.
The partnership hitherto existing be­
tween Dr. Calvin O. Althouse and 
Charles H. Steel, C. P. A., under the 
firm name of Althouse, Steel and Com­
pany, has been dissolved, April 3 0,
1928. The accounting practice will be 
continued by Charles H. Steel as 
Charles H. Steel and Company, Certi­
fied Public Accountants, 719 Schaff 
Building, Philadelphia, Pa.
Haskins & Sells announce the admis­
sion, on June 1, 1928, of the following 
five new members of the firm: Franklin 
Bowman, W. Melville Course, Arthur M. 
Lovibond, J. Frank Pflug and Palen P. 
Rossman.
Glynn F. Blanchard, C. P. A., has re­
moved his offices to 341 Houseman 
Building, Grand Rapids, Michigan.
Haskins & Sells announce the removal 
of their Paris office to the Equitable Trust 
Company Building, 39 Rue Cambon.
Lawrence Scudder & Co. announce the 
removal of their Chicago offices to the 
Bankers Building, 105 West Adams Street, 
Chicago, Illinois.
Raymond A. Duggan & Company, Cer­
tified Public Accountants, announce the 
removal of their offices to Suite 849, First 
National Bank Building, 38 South Dear­
born Street, Chicago, Illinois.
NOTES
The Department of Business Education 
of the National Education Association 
announces the program for its first ses­
sion, Tuesday, July 3, at Minneapolis: 
addresses by John J. Tigert, U. S. Com­
missioner of Education, Washington, D.
C.; Lloyd L. Jones, Assistant Commis­
sioner, Board of Education, Cleveland, 
Ohio; and Edgar F. Fowler, Education 
Service, Chamber of Commerce of the 
United States, Washington, D. C., the 
general topic for the meeting being 
“Business Education for Citizenship and 
Placement.”
The second session has as its general 
topic, “Improvement In the Organization 
of Commercial Education,” and addresses 
will be given by R. A. Stevenson, Dean, 
School of Business Administration, Uni­
versity of Minnesota; Paul A. Carlson, 
Head of Accounting Department, State 
Teachers’ College, Whitewater, Wiscon­
sin; Fred Telford, Director, Bureau of 
Public Personnel Administration, Wash­
ington, D. C.; Monette Q. Todd, Director 
of Retail Selling, Los Angeles Public 
Schools; and John W. Edgemond, Di­
rector of Commercial Subjects, Oakland 
High Schools, Oakland, California, with 
discussion led by E. G. Blackstone, Uni­
versity of Iowa, and C. E. White, Head 
of Commercial Department, Garfield High 
School, Seattle, Washington.
The third session has as its general 
topic, “Improvement in the Instruction 
of Commercial Education,” the speakers 
being Ethel A. Rollinson, Instructor, 
Secretarial Department, Columbia Uni­
versity; James O. McKinsey, Head of 
Accounting Department, University of 
Chicago; Minnie A. Vavra, Cleveland 
High School, St. Louis; Charles G. Reig­
ner, Rowe Publishing Company, Balti­
more; J. Murray Hill, Business Univer­
sity, Bowling Green, Kentucky, with dis­
cussion led by P. L. Greenwood, Roosevelt 
High School, Minneapolis, and Ann 
Brewington, University of Chicago.
The Allied Public Accountants, Inc., 
with offices in Suite 1909, 201 South La 
Salle Street, Chicago, Illinois, announce 
as officers: President, Fred Elliott; Vice 
President, G. A. Durant, Secretary- 
Treasurer, Edwin M. West.
At least three members of The Ameri­
can Society are being discussed in con­
nection with State offices. Charles H. 
Hubbell, of Cleveland, is an active can­
didate for Auditor of State in the Ohio 
Democratic primaries. W. N. Ward, of 
Bay City, Michigan, and J. Lee Boothe, 
of Detroit, are both being considered in 
connection with the Democratic nomina­
tion for Auditor General in the State of 
Michigan.
These are offices to which C. P. A ’s 
may rightfully aspire with the hope that 
they may render the State a service as 
well as occupy a political job.
Sidney A. Schulte, a Registered Pub­
lic Accountant in Michigan, is the Deputy 
Secretary of State and is generally ac­
credited with having initiated many 
beneficial changes in an office that was 
already very efficiently conducted.
P. W. Pinkerton, President of The 
American Society, has been elected Sec­
ond Vice President of the Executives’ 
Club of Chicago, having passed through 
the Treasurer’s chair last year.
We are human. The June issue of 
THE CERTIFIED PUBLIC ACCOUNT­
ANT proved it. Two errors, affecting 
three articles, occurred in the make-up. 
On page 166, the last six lines in the 
third column were lifted bodily from the 
article on “The Soliloquies of an Account­
ant,” on page 191, instead of from the 
article on the same page on “The 1928 
Revenue Act” and one paragraph was 
omitted from the write-up of the New 
Jersey Society meeting which appeared 
on page 188. Having established a new 
high record we hope for a drop in the 
market with the July issue.
The Secretary delivered the address to 
the 1928 Class of the Benjamin Franklin 
University, formerly the Pace School, at 
the Commencement exercises held Friday 
evening, June 15.
Honorary degrees of Master of Com­
mercial Science were conferred by the 
University at the same time on three for­
mer graduates, James A. Councilor, C. P. 
A. (N. Y. and Virginia), Past President of 
The American Society of Certified Public 
Accountants and Past President of the 
District of Columbia Institute of Certified 
Public Accountants; C. Vaughan Darby,
C. P. A. (N. C. and D. C.), Secretary of 
the Board of Accountancy for the District 
of Columbia; and Edward M. Tyler, C. P. 
A. (N. C. and D. C.), President, District 
of Columbia Institute of Certified Public 
Accountants.
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SOLUTION TO PROBLEM NO. 2 OF THE OHIO 
C. P. A. EXAMINATION OF OCTOBER, 1927
(Continued from page 199)
THE V ALLEY MACHINE COMPANY 
JOURNAL ENTRIES SUPPORTING W ORKING SHEET  
For the Year Ending December 31, 1922
Assets.
THE V ALLEY MACHINE COMPANY  
COMPARATIVE BALANCE SHEETS
Current Assets:
Cash in Second National Bank . .  $500
Petty cash .............................................  100
Notes receivable ................................ 2,100
Accounts receivable (less, reserve
for bad debts— 1921— $10,800) 100,500 
Inventory of parts— Cont. No. 186 










Total current assets ................ 107,200 516,200 409,000
Fixed Assets:
Real estate ........................................... $50,000 $50,000
Buildings ...............................................  150,000 150,000
Machinery and equipment .............. 75,000 75,000
Small tools ........................................... 5,000 5,000
(1) Surplus ........................................................................ $141,400
Deferred overhead .............................................  $141,400
To write off deferred overhead accumulated 
during 1921, and not applicable to cost of 
Contract No. 186.
(2) Profit and loss ..........................................................  500,000
Contract No. 186 uncompleted .........................  2,000,000
Accounts receivable ........................................... 2,500,000
To reverse entries made in error upon ac­
ceptance of Contract No. 186.
(3) Purchases of parts, Contract No. 186...........  725,000
Accounts payable ...............................................  725,000
To set up purchases of parts for Contract 
No. 186.
(4) Inventory of parts, Contract No. 186.............. 435,000
Parts used, Contract No. 186 ...........................  290,000
Purchases of parts, Contract No. 186 . . . .  725,000
To set up inventory of parts and record cost 
of parts used on Contract No. 186.
(5) Accounts payable .................................................... 290,000
Contract No. 186 uncompleted ....................  290,000
To reduce accounts payable by amount paid 
for parts used.
(6) Cost of stores and supplies ...............................  12,000
Stores and supplies inventory ....................... 4,000
Purchases for stores ........................................  8,000
To close purchases and old inventory into 
cost account.
(7) Stores and supplies inventory ...........................  6,000
Cost of stores and supplies .............................  6,000
To set up new inventory as of December 31,
1922.
( 8) Surplus ........................................................................
Accounts receivable ...........................................
T o  write off old accounts receivable result­
ing from 1921 operations.




To set up deferred selling expenses applica­
ble to 1923 business.
(10) Accounts receivable ...............................................  1,000,000
Sales ........................................................................ 1,000,000
To record sales of machines calculated as 
follows:
Total contract price ....................  $2,500,000
Selling price per m ach in e .........  2,500
Number of machines ..................  1,000
Total cost of parts ....................... 725,000
Cost per machine ......................... 725
Parts paid and charged to “Con­
tract No. 186, uncompleted,”
account ......................................... 290,000
Number of machines completed,
$290,000+ $725 .........................  400
Selling price of machines com­
pleted, 400X 2 , 500 ..................  1,000,000
(Note to examiner: This, of course, assumes 
that all machines completed were shipped, 
billed, and paid for, and no machines were
in transit and no work was in process.)
(1 1) Accounts receivable— officers ...........................  50,000
Bonus on contract expense ...........................  50,000
To set up an account against sales manager 
for estimated amount of bonus drawn on 
account (bonus not to be paid until con­
tract is completed).
<12) Bonus on contract expense .................................. 20,400
Reserve for bonus on Contract No. 186 . . . .  20,400
To set up 20 per cent of net profits on con­
tract No. 186, as contingent bonus to be 
paid to A. H. Palmer, sales manager, upon 
completion of contract.





Total fixed assets ....................... 256,000 248,000 ( * ) 8,000
Deferred Charges:
Prepaid insurance .............................





Total deferred charges ........... 1,200 18,100 16,900
Other Assets:
Accounts receivable— Officers . . . . $50,000 $50,000




Accounts payable for parts— to be
paid when parts are used .........
Other accounts payable ................
Accrued taxes ......................................






30,000 (*) 50,000 
1,800 200 
20,400 20,400
Total liabilities ......................... 121,600 507,200 385,600
Net Worth.
Capital stock (authorized $400,000) $300,000 $300,000
Surplus:
Balance, January 1 .........................
Profit or (*) loss for year ...........
$13,400 (†) $57,200 (*)$70,600 
(*)70,600 82,300 152,900
Balance, December 31 ....................... (t)  57,200 25,100 82,300
Total net worth ............................. $242,800 $325,100 $82,300
Total liabilities and net worth. . $364,400 $832,300 $467,900
(†) Deficit.
(N ote: There is a contingent liability for penalty on account of 
failure to file 1921 income tax return.)
THE V ALLEY MACHINE COMPANY 
PROFIT AND LOSS STATEMENT  
For the Year Ending December 31, 1921
Sales ...................................................................................  $360,000
Manufacturing Costs :
Materials for product ........................................... $180,000
Productive labor used .............................................  30,000
Manufacturing Expense:
Non-productive labor ..................  $16,000
Stores and supplies ....................... 5,000
Repairs and maintenace— ma­
chinery ........................................... 3,600
Depreciation expense ..................  8,000
Small tools expense ....................... 600
Insurance ...........................................  1,800
Tax expense ....................................  600
--------------- 35,600



















Advertising expense .......................................... 1,000 13,000
(*)40,000
•General and Administrative Expenses:
Administrative salaries ................................... 12,000
4,000












THE VALLEY MACHINE COMPANY
PROFIT AND LOSS STATEMENT










General and Administrative Expenses :
Administrative salaries ....................
Office salaries .....................................
Stationery and supplies ....................














Productive labor used .......................................
Manufacturing Expense:
Non-productive labor .................... $221,000
Stores and supplies ...................... 6,000
Repairs and maintenance — Ma­
chinery .......................................  33,000
Depreciation expense .................... 8,000
CERTIFICATE OF AUDIT
The Bankers:
We have audited the accounts of The 
Valley Machine Company for the years 
1921 and 1922 and submit herewith a 
comparative balance sheet and profit and 
loss statements, together with a state­
ment of the surplus for the years audited.
Your attention is directed to the fact 
that the total business of the year 1922 
consists o f manufacturing machines un­
der a contract with a foreign govern­
ment, which contract is referred to as 
" Foreign Contract No. 186.”  This con­
tract calls for the shipment of 1,000 ma­
chines, of which 400 have been shipped 
in 1922. All the parts necessary for the 
manufacture of these machines have been 
secured under sub-contracts, and those 
not used in manufacturing machines 
shipped in 1922 are now in the possession 
o f  The Valley Machine Company. These 
parts on hand on December 31, 1922, rep­
resent a cost value of $435,1)00. This lia­
bility  is to  be paid as the parts are used 
and is shown as a separate item on the 
balance sheet at the end o f the year 1922.
Your attention is directed to the fact 
that no insurance is being carried on 
the parts on hand referred to above rep­
resenting a cost value o f $435,000.
Deferred selling expense as of Decem­
ber 31, 1922, represent expenditures in 
connection with securing certain unfilled 
orders as of December 31, 1922.
Your attention is also directed to the 
fact that no Federal income tax return 
has been filed for the year 1921, on the 
ground that no tax was due. Corpora-
Net profit for year ....................................
THE VALLEY MACHINE COMPANY 
SURPLUS
From January 1, 1921, to December 31, 1922
Balance, per books, January 1, 1921 ..................
Profit for 1921, per books ...................................  $70,800
Less—Unabsorbed burden for 1921 ................ 141,400
300,000 Net loss for 1921
Deficit, January 1, 1922 
Net profit for 1922 ..........














tions are required to file such returns 
whether a tax is due or not, and a pen­
alty may be assessed for failure to file.
A  bonus of 20 per cent o f  the net profits 
of the Foreign Contract No. 186, previ­
ously referred to, to be paid to A. H. 
Palmer, sales manager, has been voted by 
the Board o f  Directors, such bonus to be 
paid upon completion o f the contract. A  
payment o f $50,000 on this bonus was 
made by the Treasurer on December 20, 
1922. Since the Board o f Directors au­
thorized the payment only upon comple­
tion of the contract this payment of $50,- 
000 is shown as an accounts receivable 
in the nature o f an advance. I f  this pay­
ment is satisfactory to the Board o f Di­
rectors, proper action should be taken 
by the board covering its authorization.
Subject to the above comments we 
hereby certify that, in our opinion, the 
accompanying balance sheet and profit 
and loss statements correctly present the 
financial condition of the company as of 
December 31, 1921, and as o f December 
31, 1922, and the operations of the com­





(a) It is assumed the auditor was in ­
formed by the Board of Directors that 
the resolution regarding the bonus on 
the contract was to be interpreted as 
shown in the solution.
(b) The selling expenses for 1922 are 
deferred on the assumption that the sales­
men are getting 1923 business and that 
these expenses are proper deferred items.
(c) It is further assumed that proper 
reserve for Federal income tax is in­
cluded in accrued taxes; note 6 states 
that all accruals and deferred charges 
were found to be correct.
Classified Advertisements
Advertising: copy for th is  page should 
be received in the office of THE CERTI­
FIED PUBLIC ACCOUNTANT not later 
than the 25th day of the month preceding 
the month of publication. Rates for "Help 
Wanted” and “Situation Wanted,” $3.00 
per inch or fraction thereof (7 lines to 
an inch) for one insertion. The rate 
for "Miscellaneous" is $5.00 per inch for 
each insertion.
POSITION WANTED with C. P. A. firm or 
with Corporation as auditor or comp­
troller or assistant to these officers by 
a C. P. A. with wide experience in pub­
lic accounting, office management, and 
corporation accounting. Speaks and 
reads Spanish. No objection to South 
America. Excellent references and 
health. Changing position on account 
of family matters. For information, 
write to the Secretary, Alumni Associa­
tion, University o f California, Berkeley, 
California.
WANTED—A Certified Public Accountant 
experienced in Federal Tax Procedure. 
Partnership proposition.— Address Box No. 
192, THE CERTIFIED PUBLIC AC­
COUNTANT.
W AN T  ED—A Certified Public Accountant for 
service as a bank examiner. Banking or 
credit experience preferred; good judgment 
essential. Travel necessary. Address Box 
193, THE CERTIFIED PUBLIC AC­
COUNTANT.
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The Complete Presentation of Accounting ”
Kester’s Famous 3-Volume Set
Accounting
Theory and Practice
A Progressive development f rom f undamental 
principles and technique to a wide range of 
illustrative applications. Over 200,000 of its vol­
umes have been bought to date. More than 300 
schools and colleges use them for texts.
This remarkable contribution is the work of Roy B. Kester, Certified Public Accountant and Professor of Accounting at Columbia University—one of the clear­est and soundest writers on accounting subjects the country has produced.
When you want to grasp clearly the principle back of a problem in your work;When you want to see all sides of a question in decid­ing what constitutes good practice in handling i t ; When you want to know how the principle works out in representative lines of business as a basis for de­veloping methods of your own;
—You will find this great treatise invaluable for refer­ence and backing. It is known and used wherever ac­counting facts form the basis of business plans and decisions.
ITS three big volumes with their 2200 pages offer one o f the fullest treatments o f  accounting in print. On any desired point, you get not only correct, up-to-date procedure, but a clear picture o f how accounting principles are tied in with busi­
ness policies and financial administration. Minute indexing gives 
you quick access to every item o f this wealth o f information.
“ A  masterly presentation o f accounting principles” — Robert H. 
Montgomery, C, P. A., o f  Lybrand, Ross Bros. & M o n tg o m ery .
You will use these volumes constantly in handling the every­
day questions that come up in working with accounts and ac­
counting facts. I f  you already have one or more o f these books, 
send fo r  those you need to complete your set. Use the exami­
nation order below.
   Exam ine the Books— Use This F orm  
The Ronald Press Company 15 East 26th Street, New York, N. Y.
Y ou  m ay send  m e p ostp a id  ACCOUNTING, T H E O R Y , A N D
P R A C T IC E , by  R o y  B. K ester . (T h ree  V olu m es, $13.00. 
V olu m e I, $3.50; V o lu m e II, $4.50; V olu m e III, $5.00.) I f  you  
do n ot w ish  the en tire  set, c ross  ou t the v o lu m e or  v o lu m es 
n o t  desired .
W ith in  five d ays a fte r  receip t, I w ill send y ou  the fu ll p rice  
as stated. Or i f  I find th a t  the b o o k s  (o r  b o o k )  do n o t  fill 
m y needs, I w ill  retu rn  them  (o r  it )  to you  w ith in  the five- 
day p er iod  and  ow e  y ou  n oth in g .
N am e .......................................................................................................
(P lease P rin t)
B u sin ess A d dress  ............................................................................
F irm  .................................................................P os itio n  or  T itle
C ity  .................................................................  S tate .........................
Develops Practice from  First Principles
V OLUM E I o ffers  you  a d iscu ss ion  o f  estab lish ed  
 a ccou n tin g  p rin cip le s  w h ich  is rem a rk a b le  fo r  its 
com p le ten ess  and  clearn ess . A fte r  ex p la in in g  the r e ­
la tion  o f  a ccou n tin g  to bu sin ess org a n iza tion , e c o ­
nom ics. and law , the b o o k  d iscu sses and illu stra tes  
the c h ie f b o o k s  o f  o r ig in a l en try  and the led gers . 
Y ou  g e t  a v e ry  w e ll-o r g a n iz e d  trea tm en t o f  p a rtn er ­
sh ip  and c o rp o ra t io n  a ccou n tin g , d iscou n ts , note 
tra n saction s, c o n tro ll in g  a ccou n ts , ca p ita liza tion , and  
o th er  essen tia l p o in ts  y ou  m ay w an t to lo o k  up r e ­
g a rd in g  the op en in g , op era tion , and c lo s in g  o f  a  set 
o f books. 625 pages.
Explains Sound Valuation Procedure
V O LU M E II  is d evoted  p r im a rily  to  the a cco u n tin g  
 and fin an cia l p rob lem s o f  the co rp ora tion , th ou g h  
m ost o f  its m ater ia l is eq u a lly  a p p lica b le  to  o th er 
typ es o f  o rg a n iza tion . It in c lu d es qu ick , c le a r  su m ­
m aries o f  fa c to r y  co s ts  and  the v ou ch e r  system , and a 
n o te w o rth y  d iscu ss ion  o f  the p r in cip le s  g o v e rn in g  the 
balance sheet. Special em phasis is laid on valuation.
T h e  trea tm en t o f  d ep rec ia tion — natu re, ca lcu la tion , 
and  ex p ress ion  on th e  b o o k s— is on e  o f  th e best ever 
fo rm u la ted . Mr. K e ste r  ex p la in s  sou nd  a cco u n tin g  
p ra ctice  fo r  p rob lem s r e la t in g  to  fixed  and in ta n g ib le  
assets, in clu d in g  s ta tu to ry  requ irem en ts, r e p la ce ­
ments, m aintenance, fire losses, am ortization. He 
clarifies th e r e la t ion  o f  pro fits  to  d iv id en d s ; c lasses  
o f  reserves; consolidated balance sheet. 855 pages.
Illustrates Practice in a W ide Range o f  Lines
VO LUM E III  ap p lies  to  sp ecific  in d u str ies  th e m a­te r ia l o f  the first tw o  volu m es. Y ou  are sh ow n  
the p rin cip les  and  la w s a ctu a lly  at w o r k  in d iffe ren t 
s itu a tion s  and  u n der v a r y in g  con d ition s. No o th er  
b o o k  illu stra tes  so th o r o u g h ly  the p ra ctice  fro m  so 
rep resen ta tiv e  a ra n g e  o f  lin es— sa v in g s  banks, d e ­
p artm en t stores , m ines, and hote ls , to  nam e ju st  a few .
T he w o r k  m ak es no e ffo rt  to  set fo r th  com p lete  
system s, bu t g iv es  y ou  in each  case  in fo rm a tion  that 
en a bles  y o u  to  g ra sp  the a cco u n tin g  fea tu res  o f  the 
b u sin ess and to m ake y ou r  a p p lica tion s  w ith  a fu ll 
a p p rec ia tion  o f  the m ain  m an a gem en t and  ad m in is ­
trative problem s involved. 718 pages.
3 Vols. $13.00
Vol. I $3.50 
Vol. II $4.50 
Vol. Ill $5.00
M.8
S ig n a tu re  ........................................................ ..........................................
Orders from  outside continental U. S. and Canada, cash in fu ll, plus 
25c. p er b o o k  to  cov er  sh ipp in g .
THE CERTIFIED 
PUBLIC ACCOUNTANT
OFFICIAL ORGAN OF THE AMERICAN SOCIETY OF CERTIFIED PUBLIC ACCOUNTANTS
“A  man cannot live on his reputation, but he 
lives by making a reputation.”
— H o m e r  L .  F e r g u s o n .
PERSONALITY
M ONTAIGNE, the famous French essayist, some five hundred years ago stated, “It is the way 
of the world to make laws, but to follow custom.” This 
trait of human nature is no more or no less dominant 
now than at that time. Our city councilmen and 
aldermen, our county officials, our legislatures, our 
federal government, are all constantly and continu­
ously busy turning out laws. Every society and or­
ganization, however small or relatively unimportant, 
must have not only its own constitution, by-laws, rules 
and regulations, but must constantly add to the same. 
Fortunately, however, for mankind, customs rather 
than laws determine our course of action.
Personalities, generally speaking, may be divided 
into three general groups, negative, neutral and posi­
tive. Likewise not only individuals have person­
ality, but peoples, governments, organizations and 
societies. The type and character of the laws passed 
are determined very largely by the type of personality.
To the man with a negative personality the import­
ance of his own personal advantage looms very large. 
He is concerned not only with his own welfare, but 
with the laying down of prohibitions for others. 
After spending any length of time with a man with a 
negative character, one leaves him feeling debilitated 
and more or less dejected. One’s own strength seems 
to have been taken from him. The result is that a 
man with a negative personality is constantly being 
shunned.
The man with a neutral personality has a person­
ality which is neither hot nor cold; he is lukewarm. 
How much we may enjoy coffee, we want it either 
piping hot or ice cold.
The person with a positive personality has not his
own personal conveniences forever in mind. He is like 
a breath of fresh salt air. The real work of the world 
is done by men of positive personalities.
What is the dominant personality of our state 
societies and of our national organizations ? I believe 
that one indication will be found in their respective 
codes of ethics. Are the codes negative and are they 
concerned with the welfare of the profession; or are 
they permeated with our responsibilities to our 
clients, our employees, the educational institutions of 
the community, the civic organizations, and the gen­
eral public? A profession may be carried forward by 
the tide of economic circumstances as, for instance, 
the war, with the resulting high taxes, gave the pro­
fession a tremendous impetus. The extent of our 
progress on our own power, however, is going to be 




SUNDAY morning, July 1st, the Secretary left Washington and in the evening was met at 
Salisbury by George Wood, President of the North 
Carolina Association of Certified Public Accountants. 
The two certified men in that city are partners. There 
are two public accountants in this same territory, on 
very cordial relations with these certified men, and 
they were invited in. We had a very pleasant discus­
sion of accounting matters in that section of the state.
Monday we moved down to Asheville and in the eve­
ning the certified men gathered at Kenilworth Inn for 
a discussion of the advisability of forming a local chap­
ter of the State Association. Before the meeting ad­
journed it was decided that an organization meeting 
should be held following the usual summer vacation 
period. This was the fifth city meeting in North Caro­
lina which President Wood had attended with the Sec­
retary.
Tuesday noon we met the accountants of Knoxville, 
Tennessee. President Cress, of the Tennessee Society 
of Certified Public Accountants, has been urging the 
several cities of the state to establish informal group 
organizations so that when the proposed changes in
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the State Association by-laws are made an affiliated 
relationship can be established. Knoxville had just 
completed such an organization as the result of the 
special activities of Elliott B. Adams, backed by 
Walter M. Black, a member of the State Board.
That afternoon the Secretary went with a college 
classmate, Prof. Charles H. Gordon, of the University 
of Tennessee, to his summer cottage at Smoky Moun­
tain, where we celebrated the Fourth.
Thursday, July 5th, we called on the Chattanooga 
certified men, lunched with several, and it is certain 
that a good local chapter will be established there this 
fall.
Thursday evening we spent a couple of hours with 
President Otto Schultz, of the Alabama Society, as 
well as a few others at Birmingham. Having had a 
successful group conference there in April, no general 
call was made.
Saturday and Sunday were spent at New Orleans in 
connection with preparations which are being made 
for the annual meeting of the Society which will be 
held October 9-10-11-12. Advance registrations point 
to a good attendance and the development of local 
plans makes it certain that we shall have a successful 
meeting. All of the several committees, under the 
general direction of Chairman Archie Smith, have 
their plans well outlined. The Secretary was also per­
mitted to meet the State Board which was in session 
for the purpose of making its final determination of 
successful candidates at the last examination.
Monday morning, July 9th, we reached Beaumont, 
Texas. Due to recent changes there are now five cer­
tified men located in that city. President Mother­
shead, of the Texas Society, has been campaigning 
heavily and successfully in most cases for group or­
ganization. Beaumont promises one this fall.
Monday evening we met the Houston group. They 
have had an organization for some time. Officially it 
is operated by a Board of Directors who take turns 
in providing for the regular monthly meeting. Mr. 
Wittman was the presiding officer for this occasion. 
A larger turn-out than had been anticipated sat down 
to the dinner. Texas is discussing the advisability 
o f asking for a new accounting law and considerable 
time was spent in discussing the several types of reg­
ulatory legislation which have been passed.
Tuesday we went down to Galveston. Death and 
the allurements of private corporations have prac­
tically eliminated the local practicing certified public 
accountants. However we met those who were there 
and in addition had a delightful visit with a former 
friend.
Wednesday we headed for Shreveport, Louisiana. 
So far no effort has been made in Louisiana to estab­
lish chapters. Eventually Alexandria, Baton Rouge 
and Shreveport, outside of New Orleans, will organize.
Thursday evening the certified men of Little Rock, 
Arkansas, gathered at the Lafayette Hotel for a con­
ference which had been arranged by Mr. Hennegin,
President of the State Society and Mr. Finley, Secre­
tary of the State Board. President C. H. Kinard, of 
the State Board had come up from El Dorado for the 
meeting. It is planned to make a strong push this 
fall on behalf of the State Society.
Friday afternoon we went over to Fort Smith. This 
is the only city in Arkansas, outside of Little Rock, 
where by reason of location it seemed desirable to 
make a stop with the hope that perhaps some interest 
might be developed, but the time is not yet ripe.
Sunday we reached Tulsa. Oklahoma is considering 
a new law and President Carey, of Oklahoma City, had 
called a meeting of the Legislative Committee for 
Tulsa. Secretary Wright from Muskogee, and C. F. 
Miller, from Oklahoma City, Chairman of the Legis­
lative Committee, were also present, and four hours 
were spent in a careful consideration of their possible 
needs.
Monday noon the Secretary spoke to the Kiwanis 
Club on the relation of the certified public accountant 
to the business world. In the afternoon Mr. Nicholson 
took us for a ride over to and through the Oiltown, 
and Drumright oil fields.
In the evening, at the Mayo Hotel, largely through 
the efforts of Burney Clack, the largest dinner ever 
given in Oklahoma by and for accountants was suc­
cessfully staged. Sixty-two persons sat down. 
Bankers and oil men were present, and former United 
States Commissioner of Education, P. P. Claxton, now 
Superintendent of the Tulsa school system, accepted 
an invitation to attend. Several certified men from 
nearby cities were present. At the close of the speech- 
making, presided over by President Carey, a Tulsa 
Chapter was organized with W. I. Nicholson as presi­
dent, and Ross Warner as Secretary.
Thursday noon the certified men of Oklahoma City 
lunched together and discussed legislative needs. At 
the close an Oklahoma City Chapter was organized 
with Albert W. Corey as President, and Glenn J. 
Homan as Secretary.
In the afternoon with President Carey we visited 
the Capitol and conferred with John Rogers, State 
Examiner and Inspector, as well as President of the 
State Board of Accountancy.
In the evening, at the Chamber of Commerce, an 
open meeting was held to which several credit men 
as well as uncertified public accountants from the vari­
ous staffs had been invited. The history of the pro­
fession was outlined by the Secretary and a plea was 
made for closer professional relations. W. J. Law, 
treasurer of the State Society, came up from Ardmore 
for the meeting.
Wednesday morning with President Carey the Sec­
retary went over to Norman, the seat of the State 
University, for a conference with the Dean of the 
School of Business Administration and the Professor 
of Accounting, looking toward a closer relationship be­
tween the University and the practicing certified pub­
lic accountants.
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It is probable that in addition to the Tulsa and 
Oklahoma City Chapters, Ardmore and Ponca City 
will each establish a group organization in the fall.
Returning to Texas the first stop was at Wichita 
Falls. Eight certified men had a table at the Rotary 
luncheon on Thursday, in charge of A. E. Myles, 
Chairman of the Legislative Committee of the Texas 
Society. Following the dinner we discussed the need 
of a local group organization, and it was unanimously 
agreed that Mr. Myles should call a meeting for that 
purpose as soon as the vacation period was over.
Thursday evening the Fort Worth Chapter had a 
meeting at the Texas Hotel, presided over by Mr. 
Mothershead, State President, and addressed by the 
Secretary. The topics discussed were legislation and 
organization.
Friday noon the Secretary addressed the Rotary 
Club of Fort Worth on the subject, “Knowing vs. 
Guessing.”
President Mothershead went with the Secretary 
over to Dallas and Friday evening a regular dinner 
was held under the auspices of the Dallas Chapter at 
the Adolphus Hotel. Earle R. Burnett, chairman of 
the local chapter, presided.
L. H. Fleck, C. P. A., Professor of Accounting at 
the Southern Methodist University, gave a very inter­
esting address on “Ratio and Percentage Analysis of 
Financial and Operating Statements,” which was 
afterwards discussed by Assistant Professor Rader. 
The Secretary was introduced by Forrest Mathis, 
Secretary of the State Board, and spoke on the pur­
pose and value of local group organizations.
Saturday morning several calls were made on Dal­
las bankers with Mr. Peter, and the Secretary was 
able to see a number of the certified public account­
ants in their own offices.
Saturday evening the certified men at Waco, 
together with Professor of Accounting at Baylor Uni­
versity, had a dinner at the Waco Country Club. The 
Secretary traced the history of accounting and at­
tempted to direct attention to several probable future 
developments.
Sunday afternoon, at Austin, we met Professor Lay, 
of the School of Business Administration at the State 
University, S. W. Mabry, C. P. A., and Director of Fi­
nance for the City of Austin, and Mr. Gates, one of the 
local revenue men. With certain additions now defi­
nitely known, Austin will have a half dozen certified 
men this fall and a chapter will be forthcoming.
Monday, July 23rd, found us with the accountants 
at San Antonio. We lunched at the St. Anthony 
Hotel under the guidance of H. O. Fischer, Chairman 
of the Local Chapter. The Secretary stressed the 
value which would come from closely knit profes­
sional organizations, and then touched on regulatory 
legislation.
A. C. Upleger, vice-president of The American So­
ciety, met the Secretary at Fort Worth and chap­
eroned him until he left San Antonio. By this time, 
having listened to five speeches or the same speech 
five times, he concluded it was time for him to return 
home to get a rest and go to work.
Tuesday we spent at El Paso. C. M. Grider had gen­
eral charge of the preparations. At noon we went 
over to Juarez, in old Mexico, looked over the city, in­
cluding its very interesting market, and had lunch. In 
the afternoon we went out to the Country Club, Fort 
Bliss, and took the scenic ride around the city. In the 
evening, at the El Paso Club, the certified men of the 
city dined. So far no chapter organization has been 
effected but it is certain that one will be in the fall.
THE NEW ORLEANS CONVENTION
The annual meeting o f the Am erican Society w ill be held 
at New Orleans, Louisiana, October 9th, 10th, 11th, and 
12th. The R oosevelt H otel will be headquarters, and prepa­
rations are being made for  the accom m odation o f the usual 
business show on as large a scale as has ever been given.
The tentative program  at present is as fo llow s: The old 
Board of D irectors w ill meet on the m orning o f October 9th, 
at 9 o ’clock, for  one hour. A ll o f the reports o f officers and 
com m ittees w ill have been prepared and w ill have been 
reduced to printed form  and placed in the hands of the 
directors in advance o f the meeting.
The annual m eeting o f representatives w ill be held from  
10 to 12.3 0. The new Board o f Directors w ill lunch together 
at 12.30. In the afternoon all o f the members and their 
friends and guests w ill be taken on a boat ride around the 
harbor. In addition to the sight-seeing feature, an oppor­
tunity w ill be offered for  dancing on the boat and for  m eet­
ing all o f those who may be present from  the different States. 
In the evening a masked ball w ill be arranged, fo llow in g  the 
type for  which New Orleans is fam ous.
At 10 o ’clock on the m orning o f October 10th, the first 
form al meeting of the Society w ill be held. An address of 
w elcom e w ill be presented. The President’s address w ill be 
given, and then som e form al technical topic will be presented 
for  discussion. The afternoon w ill be given over to golf, 
bridge, and sight-seeing fo r  those who are not interested in  
either o f the two special form s o f entertainm ent suggested. 
In the evening there w ill be a theatrical program .
The m orning and the afternoon o f October; 11th w ill be 
given over to form al program s, in each o f which technical 
papers w ill be presented. In the m orning program , after the 
paper, there w ill be an opportunity fo r  discussing the reports 
o f the officers, and in the afternoon fo llow ing  the technical 
paper, there w ill be opportunity to discuss the com m ittee 
reports. The evening w ill be given over to a visitation o f 
the French m arket and the annual meeting o f the Order o f 
Twelve and the Order o f Thirteen.
The m orning o f October the 12th w ill be given over to the 
final form al program . A fter the presentation o f a technical 
subject, matters o f  business w ill be presented and considered. 
The afternoon will be given over to sight-seeing tours, with 
provisions for  the mem bers to visit some o f the industria. 
plants which may be o f interest. In the evening w ill occur 
the regular banquet, at the close o f which the President for  
the com ing year, together with the other newly - elected 
officers, w ill be presented.
The secretary, on the trip which he is m aking at the pres­
ent time, reports an unusual interest in the New Orleans 
meeting, and is o f the opinion that it w ill be not only one 
o f the largest, but one o f the most successful which the 
Society has had.
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Accounting for Dealers in Masons’ and 
Plasterers’ Building Materials
By H ERRM ANN H ERSK OW ITZ, C P . A.
T HE W orld  W ar left as its heritage a shortage o f hous­ing, com m ercial and institutional space. As a re­sult, the building industry experienced the greatest 
prosperity for  the past five years, as illustrated by the fo llow -
Value o f Building 
Construction in
Year. the United States.
1922   $4,351,000,000
1923   4,538,000,000
1924   5,029,000,000
1925   6,230,000,000
1926   6,954,000,000
This expansion in one o f the m ajor industries in the United 
States has necessarily caused an increase in the num ber o f 
distributors o f building materials. This being the age of 
specialization, certain dealers sell lum ber, while others 
(especially in New Y ork  City) confine their activities to com ­
modities used by masons and plasterers.
Our discussion w ill be lim ited to the operating and ac­
counting requirem ents o f  dealers in m asons’ and plasterers’ 
materials, who fu lfill their econom ic function  by acting as the 
interm ediary between the m anufacturer and the contractor
or builder. The products handled are: (1 )  brick, (2 )  lime,
(3 ) cement, (4 )  sand, (5 ) lath, (6 )  plaster, (7 )  plaster 
boards, (8 )  patent mortar, (9 ) terra cotta blocks, (1 0 ) gyp† 
sum blocks, (1 1 ) m ortar colors, (1 2 ) fibre and lath nails.
F or purposes o f clarification, definitions o f the com m odi­
ties enumerated fo llow :
Brick is a building and paving m aterial made from  clay, 
either pure or mixed as with sand, by m olding into blocks 
while moist and hardening it in steam pipe rock  dryers and 
burning with fire.
Lime is a substance produced by the application o f heat to 
limestone. The lim estone, which is chem ically calcium  car­
bonate, is deprived by heat o f carbon dioxide. This is the 
substance that is known as lime.
Cement— Portland cement consists o f  the com pounds o f 
silica, lime and alumina. It is obtained by burning to sem i­
fusion an intimate mixture o f pulverized materials contain­
ing lime, silica and alum ina in varying proportions and pul­
verizing finely.
Sand is any hard, granular, com m inuted rock  material, 
finer than gravel and coarser than dust.
Lath is a thin narrow strip o f w ood, nailed to the rafters, 
studs or floor beams o f a building for the purpose o f support­
ing the tiles, plastering, etc. A  corrugated m etallic strip or 
plate is som etim es used.
Plaster is made from  selected rock  gypsum usually ob­
tained from  quarries located chiefly in Kansas, Oklahoma 
and Nova Scotia. The rock is calcined by a slow process, 
producing a m aterial that is white, slow  setting and o f great 
tensile strength.
Plaster boards are practical and efficient fire-resisting sub­
stitutes for  w ood or metal lath, also a non-conductor o f  sound, 
heat and cold. They are made with plaster and are lined on 
the exterior sides with paper.
Patent m ortar is a quick setting, hard plaster ready for 
use when water and sand are added and mixed at the build­
ing site. It is made from  calcined plaster together with 
hydrated lime.
Terra cotta blocks are made o f clay, having sufficient 
plasticity to flow through the die used in making them. The 
raw material usually consists o f a red burning, sandy clay 
and a small am ount o f fire clay. The product, after a dry­
ing process, is burned with fire in special kilns.
Gypsum blocks are made o f the same material as plaster 
boards except that saw-dust is added during the m anufactur­
ing process. It is used for inside partitions in fireproof build­
ings.
Mortar colors are the mineral coloring materials made 
from  oxide o f iron.
Lath nails are made o f steel. They are blued to prevent 
rusting and are also sterilized.
Fibre nails are made o f the brow n threads taken from  the 
outside shell o f the cocoanut, which are baled and im ported 
here. They are used at the time the plasterer mixes the 
brown and scratch mortars. W hen the plaster dries, the 
fibre binds the mortar into a solid mass.
The operations in the construction o f a building in which 
these materials find their uses are:
1. Foundations, 2. Inside partitions, (fireproof construc­
tio n ), 3. Concrete arches for  floors, 4. Cement finish w ork, 5. 
Tile work, 6. Marble w ork, 7. Plastering.
The introductory phase o f the subject having been fu lly  set 
forth , the next divisions o f  our w ork to be explained and 
developed are (1 ) buying and (2 ) selling o f the products 
enumerated.
The dealer purchases direct from  the m anufacturer or 
through a com m ission house. Shipments are effected through 
rail, barges or schooners. In buying, the dealer w ill always 
attempt to regulate the arrival o f materials so as to be able 
to truck a good portion o f  the shipment direct to operations 
under construction. The reason for  this is apparent, as ware­
housing and re-heading expenses are thereby reduced.
A ll building materials are bought on net 30 days or sub­
ject to a discount o f a fixed am ount per barrel in the case 
o f  cement or lime. The discount on brick purchases is based 
on quantities used, the unit being one thousand. The order 
is written on the fo llow in g  form :




Please enter our order fo r  the follow ing
To be shipped to our a d d r e s s ...................................... V i a ................................
W hen .............................  Term s .............................  F. O. B .............................
Q uantity D escr ip tion P r ice
This form  is in duplicate. The original is given to the 
vendor and the duplicate is filed alphabetically in an unfilled 
order index. W hen the shipment is com pleted, a transfer o f 
the duplicate is made to the filled order binder. The dealer 
makes a record o f all rail deliveries from  the m anufacturer 
on the fo llow ing  form :
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C A R  RE C O R D  FORM
W here delivery o f materials is made by barges or schoon­
ers (brick  excepted) the driver o f the truck presents the 
delivery ticket to the captain or mate in charge of the vessel 
for each load taken. W hen the cargo is com pletely dis­
charged, the receipts are returned to the dealer, who in turn 
gives a com plete receipt for  the total.
This procedure is necessary because the captain is charged 
by the m anufacturer with the cargo and the dealer is ac­
countable only for the quantity unloaded from  the vessel on 
the trucks.
D E L IV E R Y  T IC K E T  FORM
Date ....................................................
T o ..............................................................................




and charge same to the account o f :  (P u rch a se r )........................................
Signed ...............................................  (Shipping Clerk)
D river .....................................................................................
D elivery Ticket N o.............................
M anufacturers o f brick, where possible, ship their product 
in barges. As the cost o f brick is very high and the percent­
age o f profit small, the dealer very seldom  stocks a supply o f 
brick, but w ill make direct deliveries to the operations. The 
follow ing form  is used for  brick taken from  barges:
D e liv e ry  T ick e t  N o .--------
N am e o f  C om pany 
3 ,000 B rick s
Job  T ick e t  N o .--------
N am e o f Com pany 
3 ,000 B rick s
C ar or B oa t T ick e t  N o .-------
3,000  B rick s
A t  ....................................................... A t  ........................................................
D e liv ered  b y  ...........................
D e liv ered  b y  ...............................
R ece iv ed  b y  ..................................
R ece iv ed  by  ..................................
A n y  erasure or a lteration  
m akes th is  tick e t  void .
The form  is filled in by the truck driver and the part 
marked “ Boat T icket”  is given to the captain, who obtains a 
final receipt for  all tickets when unloading has been com ­
pleted. The Job Ticket is left at the time delivery is made 
for the builder’s or contractor’s record. The receipt portion 
is returned to the office for billing purposes.
As heretofore explained, some o f the material received is 
directed to the various operations. Material brought to the 
warehouse is entered on this form :
U N LO AD IN G  R E C O R D  FORM
Car I n i t ia ls .................... Car. N o........................ Term inal ..................................
Nam e o f B o a t ........................................................Berthed at .............................
Vendor ........................................................................M aterials ..............................
Cement, plaster and patent mortar are shipped in cloth 
and jute bags, which are returnable to the manufacturer. 
Credit bills covering these items are subsequently received. 
A  record o f the returns is made on this form :
B A G  R E T U R N  RE C O RD  FORM
D ate T o  W h om N o. N o . B a g s
C re d it  R ece iv e d
B u n d les
D ate N o . B ags A m ou n t
W hen settlem ents are made with creditors, the follow ing 
form  is used:
SE TTLE M E N T FORM
Nam e .........................................................................................
Address .....................................................................................
D a t e .................................................................
To .................... (N am e o f C re d ito r ) ......................
......................... (A d d r e s s )......... ...............
E nclosed find our check in fu ll settlem ent o f account as below 
stated. The endorsem ent o f  the check is acknow ledgm ent o f  pay­
m ent in fu ll as stated in voucher. N o other receipt is required.
In voice
D a te
A m ou n t as 
R en dered M em oranda
D ed u ction s
N et
A m ount
M isc . F re ig h t  
&  E xp .
D iscou n ts
D E L IV E R IE S  TO STOCK
D ate T ru ck  N o. or Q u an tity D ate T ru ck  N o. or Q u an tity
T ru ck  M an T ru ck  M an
 
I f  not correct, retu rn  in ta ct  w ith  exp lan ation .
This form  is in duplicate; the original is mailed to the 
vendor with the check, and the duplicate is attached to the 
paid invoices.
The buying angle having been disposed of, we w ill now 
discuss the marketing o f dealers’ materials.
Marketing the materials presents its difficult problem s. In 
the ordinary business, goods are sold as units to the vendee 
and payment is received from  him. Here, the dealer must 
first submit a bid for each building operation either to the 
contractor or builder. If he is successful, a contract known 
as a “ Building Materials Proposal and Acceptance”  is signed 
by the contracting parties.
The terms usually are 2 /1 0  E. O. M. or net 30 days. F ifty  
per cent o f the charges are, however, paid by notes, which 
are personally endorsed by the officers o f the corporation. 
W here the goods are sold to the contractor, the builder’s 
notes are accepted as part payment.
From  a credit standpoint, the checking o f builders is ex­
tremely difficult as every operation, is covered by new cor­
porations o f lim ited capital. To overcom e this hazardous 
situation, the dealer has some degree o f protection under the 
Ken laws. W here material is sold to the sub-contractor di­
rect, an order o f payment given by the contractor to the 
dealer authorizes the builder to pay a stipulated am ount out 
o f the moneys due the contractor. W hen this order is ac­
cepted by the builder or owner, it becomes the direct obliga­
tion o f the owner when the contractor has earned his instal­
ment payment. It is filed with Clerk in the County where 
the property is located.
Orders for  delivery o f materials are placed during the day 
for  shipments the follow ing day. W hen the order is received 
by the shipping clerk, an entry is made on the order record.
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ORDER RECORD FORM  
Orders Received on .......................................... , 1 9 . . . .
Deliver to
Location 




From  the order record, delivery slips are prepared by the 
shipping clerk in triplicate for  all material to be delivered, 
with the exception o f brick, which has been previously ex­
plained. The original copy is signed by the builder or con­
tractor and the duplicate is le ft at the job . The third copy 
remains in the machine for  purposes o f  double checking.
DELIVERY RECEIPT FORM  
This is a Delivery Slip Only. Invoice W ill Follow.
Entered on No. 
Delivery Register. D a t e ................................
Entered on 
Invoice.
The dealer’s volum e o f  business fluctuates and from  the 
standpoint o f  sound finance it is advisable to have a minimum 
capital invested in trucks. Outside trucks are always avail­
able when the increased business warrants their hire.
B illing is done daily, the entries being made from  the 
brick tickets or the delivery receipts. A ll deliveries made 
during the month are embodied in the invoices, which are 
thereafter mailed to the customer. A ll bag returns and other 
credits are entered on credit memorandums.
INVOICE FORM (Also Used for Credit Memorandums)
New Y o r k ................................... 1 9 . . . .




Date Delivered to Quantity and Article P rice Amount
Custom er’s returns o f bags are recorded on the follow ing 
form :
BAG RETURN RECORD (Customers)
Date ....................................................






V Quantity Description 
No. of Cement Bags Returned ............................................................................
No. of Plaster Bags Returned ............................................................................
Delivered by ................................................................................................................
Received by ..................................................................................................................
In order to make certain that all brick delivery tickets as 
well as delivery receipts are accounted for, a Delivery Regis­
ter for delivery receipt numbers is kept:
DELIVERY REGISTER
W hen the daily billing has been com pleted (from  delivery 
receip ts), the numbers are entered on the order register. 
Should a number be minus the billing check mark, it is an 
indication o f the failure to make the necessary charge to the 
customer.
Trucking is one o f the principal items o f cost and in order 
to determine the efficiency o f the cars the follow ing form  is 
filled in by the chauffeur:
D RIVER’S ROUTE SHEET
Name of Truckman or Truck No.........................................................................
Driver ...................................... Week E n d in g ............ ..............................192. . .







Delivery Name of Customer Bags Bags Counted V
Ticket No. Returned and Inspected
Statements o f the custom ers’ accounts are prepared m onth­
ly and settlements requested.
STATEMENT FORM
New York, N. Y ............................................ 19_____
Name of Customer ..............................................................................
Address ...................................................................................................
Terms.




W here notes are accepted as part settlement o f the ac­
count, the follow ing form  is utilized for  purposes o f check­
ing payments on the due dates:
No.................................
A Note given to this Company by you will be due as follows:
Date Made ......................... Due .........................  Face of Note $ ................
The Above was Made by ........................................................................................
And will be Presented for Payment ...............................................................
To ....................................................................................................................................
Immediately upon Receipt of this Notice Inform the Maker.
This form , which is prepared in duplicate, bears the same 
number as the note, which in turn is controlled in the “ Notes 
Receivable R egister.”  The original and duplicate copies are 
filed together under their respective due dates. B efore 
maturity, the original is mailed to the custom er and the dup­
licate is held until such time as payment is made.
The buying and selling phases having been com pleted, let 
us now consider the stock records. Unit summaries o f  pur­
chases and sales are entered on stock record cards. As 
previously explained, delivery of materials is affected from  
three points, namely, the warehouse, vessels, and railroad 
terminals. The first step is to recapitulate the delivery re­
ceipts into two groups, from  the warehouse and other 
sources. An entry is then made on the follow ing form : 
TALLY RECORD
A rtic le ..............................
Car Initials and No....................................................................................................
Name of Vessel ..................................................................... ...................................
Vendor ............................................... ............................................................................
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Certified Statement of Condition
IT is not my intention to offer any unfriendly criticism of the work of the Certified Public Accountant. He 
is one o f the banker’s best friends, and 
often proves a friend indeed in times of 
need.
The banker has a wholesome respect 
for your work and your opinion and ap­
preciates most highly the invaluable aid 
you give him in conducting his business 
with safety, particularly through the 
medium of the Certified Statement of 
Condition— the subject of the discussion 
tonight.
Some concerns employ an auditor who 
devotes all or most o f his time to the one 
client. It is obvious that he does not, 
and can not exercise the same independ­
ent judgment that a well known firm of 
experienced Public Accountants, employed 
for the occasion, would. With the com­
plex business and financial structure of 
today, a banker needs an unbiased opin­
ion.
In purchasing commercial paper, and 
dealing with their customers, bankers, 
prefer to have audited figures, and an 
unqualified certificate. In granting 
credit, the men behind the figures are 
equally as important, but the right kind 
of men usually have the right kind of 
audits.
In discussing the banker’s methods in 
considering the statement, I shall avoid 
theory, and try to give you the banker’s 
attitude and the practice he pursues, be­
lieving that if  you know the attitude of 
the bankers, you will know what points 
to emphasize.
In mentioning some of the points a 
banker may want inform ation upon, you 
may think he “wants the world,” which 
reminds me that the farmer in the South 
likes to say that when he gets money 
from his bankers they demand a mort­
gage on his farm, his crops, his gray 
mules, his yellow dog and the old woman 
and the kids.
Let us take the case of a new Com­
mercial Loan— new business. A  merchant 
or manufacturer applying for a loan will 
be introduced to a loaning officer, who 
will talk to him about his business, its 
nature, its history, its prospects, the pur­
pose o f the loan, etc.
I f  the officer is not personally familiar 
with the business, he w ill call in some 
other officer who is conversant with the 
class of business and who knows the 
community wherein the applicant is lo­
cated. Or he may want another officer to 
sit in with him in order to have his opin­
ion. During the conference the customer 
will be asked to submit a balance sheet 
and operating figures, preferably audited 
figures.
AN address by G. M. PO W ELL, Jr., As­
sistant Comptroller, Guaranty Trust 
Company o f New York and Vice Presi­
dent o f The Associated Conferences of 
Bank Auditors and Controllers, before 
the New York State Society of Certified 
Public Accountants, at the W aldorf 
Astoria, May 14, 1928.
The customer will be checked up 
through the trade, through his bankers, 
and through the commercial paper broker 
if  he uses the open market. The bank­
er also likes to obtain an opinion from 
the customer’s competitor. The latter is 
often far from complimentary or opti­
mistic in his comments, but frequently 
divulges information o f more value than 
he suspects. In fact, data on the appli­
cant is gathered from all available 
sources.
Basically, the purpose of granting com­
mercial credit is to aid in financing the 
production and distribution of goods. The 
credit covers the transition period during 
marketing, or from raw material to col­
lections. The cycles may be completed 
once or several times during the year, 
depending on the business. Loans made 
for such purposes are defined by the Fed­
eral Reserve Board as commercial paper 
and are eligible for rediscount with the 
Federal Reserve Bank—a vital point in 
banking.
The banker then turns his attention to 
the certified audited balance sheets and 
operating figures. On new accounts the 
balance sheet is requested for two years, 
and operating figures for five years. On 
old accounts, only the figures for the past 
year are desired, except where the custo­
mer has employed a new accountant, in 
which case it is desirable to have the 
new accountant prepare figures for two 
years. The latter, however, is not always 
feasible.
The commercial banker is primarily 
interested in the sales volume and the 
quick position, because it is from the 
quick assets he expects the funds to ma­
terialize that w ill be needed to repay the 
loan.
The investment banker is more spe­
cifically interested in the fixed or slow 
position, while the commercial banker 
looks upon these as an additional cushion 
to bolster up the quick position. The 
commercial banker is interested in the 
influence the funded debt may have on 
the quick position; for instance, the 
funded debt may be in the nature of first 
mortgage bonds, having a clause extend­
ing the lien to the quick assets. If the 
funded debt contains provision affecting 
the quick position, the fact should be set
forth in the report. The maturities o f 
the funded debt should be shown, to­
gether with the provision for its retire­
ment. The current year’s maturities w ill 
be treated by the banker as “ quick.” The 
banker would want to know the amount 
in receivables arising from the business, 
the amount maturing in 30, 60 or 90 days, 
the amount past due, the amount, if  any, 
in dispute, and what reserves are carried 
to cover doubtful collections. He would 
want to know the total of the inter-com­
pany items and their nature, and the ad­
vances to employees and officers.
The banker considers only readily col­
lectable receivables, arising from the 
business, as quick. He would like to feel 
that they are clearly stated and not dis­
colored by any window dressing for state­
ment purposes, such as for instance, ship­
ments billed somewhat in advance of de­
livery dates, and accounts closed through 
kiting over the year-end. He wants to 
know if  receivables or merchandise are 
pledged to secure indebtedness.
Inventory should, o f course, be segre­
gated into its component parts, as to raw 
materials, goods in process, finished goods, 
goods on consignment, etc., which is 
usually done. But frequently the report 
does not show how the inventory was 
computed— on what basis, and by whom 
valued. The banker would like to know 
if  stale goods are marked down, and ob­
solete goods charged off. Sometimes fac­
tory supplies are included in inventory. 
I f so, that item should be shown sepa­
rately— so that the banker may lift it out. 
He will want to know the time required 
in manufacturing, and how long the sup­
ply of raw material will last.
I f securities other than U. S. Govern­
ment’s are shown as quick, the banker 
w ill want to see a list o f them.
If other items are included as quick as­
sets, he w ill want to know of what they 
consist. The banker would like to know 
if the customer gives his notes or ac­
ceptances to the trade; or if  any of his 
receivables have been discounted; 
whether he is allowed trust receipt facili­
ties by other banks, and whether all con­
tingent liabilities, either as endorser or 
otherwise, are shown. He would like 
to know the periods of maximum and 
minimum borrowings.
The minutes may divulge liabilities not 
on the books. He will want to know if 
sales are seasonable, and at what season 
of the year they do move. In short, he 
wants all the facts germane to a thorough 
consideration of the quick position.
The banker would like, in addition, to 
know how depreciation is computed. Does 
it adequately cover all buildings, plant, 
machinery, leases, patents, etc.? Are all
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necessary reserves provided? Is ample 
insurance carried? He will look at the 
value given to good will, and will want 
to know if it represents actual cost writ­
ten down to a fair value, or whether it 
has been written up to boost surplus. He 
will want to see the total expense of man­
agement, and a reconcilement of the sur­
plus account. In many cases the latter 
item is not covered.
The banker wants the whole picture, 
wherein the facts stand out clearly, with 
the past, present and future faithfully 
portrayed, so he continues to gather data 
until the picture is completed.
The banker w ill look into the affilia­
tions of the company and of its officers 
and directors, and inquire as to its 
sources of raw materials, and its markets 
for the finished product.
The banker w ill consider the manage­
ment, and may investigate the plant, to 
ascertain if  it be in good repair and 
efficiently equipped to co-ordinate the flow 
of operation, and whether it is conveni­
ently located from  the standpoint of 
transportation.
The banker likes to see that in addition 
to caring for the present, the future is 
anticipated through a careful budgeting 
of income and expense.
Some of you have already thought that 
it would be very difficult indeed and pos­
sibly im politic to attempt to get all the 
information the banker may want from 
your clients. Of course, if the company 
is obviously a very good risk the banker 
will not insist on all the points, but it is 
well to know what the banker may want 
in border line cases, and to facilitate ob­
taining the loan by giving all the in for­
mation you can obtain.
With the facts before him, and the pic­
ture completed, the banker decides the 
question of credit.
There are some general rules of ratios 
commonly accepted, but these rules are 
not infallible, and serve only as pointers 
to guide the banker. It is not practical 
to have a scale of ratios to apply to the
items o f a statement, as the ratios fluctu­
ate with the classes o f business, and 
among the same class located in different 
parts of the country, and are further af­
fected by general business conditions. So 
the banker endeavors to handle each case 
on its merits.
Such services as the Robert Morris As­
sociates furnish, wherein composite per­
centage figures are given according to 
classes and sizes of business, offer a 
medium for comparing the business under 
consideration with the general average to 
ascertain if it be under or over the aver­
age of its class.
Since the banker can not apply a me­
chanical rule to determine accurately the 
credit risk, his problem evolves into one 
o f judgment.
So, calmly viewing the picture, he 
draws from  his background of experience, 
calls into play his business acumen, and 
using his best judgment, decides whether 
or not the applicant can, and will, meet 
(C on tin u ed  on p a g e  250)
Stephen W. Gilman
W ITH Com mencem ent Day at the University o f W isconsin, Stephen W . Gilman closed 
twenty-five years o f loyal service to the 
men and women of the University of 
W isconsin, and the May issue o f the 
Com merce Magazine was dedicated to 
the man who through those years had 
been an inspiration to its students. The 
leading editorial was:
A TRIBUTE TO OUR RETIRING 
PROFESSOR
“ W ith the close o f this school year 
the School o f Commerce bids good-bye 
to the man who has been a loyal friend 
and esteemed professor to the hundreds 
o f men and women who during the past 
twenty-five years have passed through 
its channels o f  learning.
“ Coming to the University after a 
most unusual and exceptionally inter­
esting career o f  business success, P ro­
fessor Stephen W. Gilman became a 
mem ber o f the Com merce faculty in
1903. Putting aside interests which up 
to that time had been his primary ob­
jective in life he entered upon a new 
career, a new lifew ork, and in which 
he was equally successful even as in 
business. A trusted friend, a beloved 
professor, a true inspiration to all t hose 
who came to know  and honor him. 
Always believing in the intangible—  
and him self in his own life  a striking 
example o f that very principle— P rofes­
sor Gilman who won the hearts and 
friendship o f a great host o f  admiring 
students.
“ But for  a man such as Stephen W. 
Gilman there is no retirement. He may 
be leaving our University— our School 
o f Commerce— yes— but ever as long 
as pulse shall beat he w ill be carrying
STEPHEN W . GILMAN.
on to further the interests o f his ideals 
and objectives. F or Professor Gilman 
the future appears full o f action; his 
retirem ent is not to be a fading out
into inactivity. Instead it appears to 
offer m ore opportunities than ever b e ­
fore. He has already been engaged as 
speaker for a very large num ber o f con­
ventions, associations, sales organiza­
tions, and efficiency conventions. M ore­
over, he is pledged to do some produc­
tion w ork in the way o f several books 
with his son, Stephen, Jr., after his re­
turn from  summer session in California 
this fall.
“ Professor Gilman, we students in 
the School o f Commerce, in dedicating 
this last issue of the Commerce Mag­
azine to you, wish to thank you for your 
untiring service and devotion o f  which 
you have given so freely. W e feel that 
we are deeply indebted to you ; we re­
gret your departure, and at this time 
we want to assure you o f our sincere 
gratitude for  your twenty-five years o f 
loyalty and labor so well and so in ­
spiringly done for  our University.”
The Secretary desires to express his 
appreciation o f a friendship with Gil­
man covering the entire quarter o f  a 
century. W ithout desiring to resort to 
comparisons, the Secretary believes that 
Gilman, at W isconsin, and Hatfield, for ­
merly at Chicago but now at California, 
did m ore to establish the present stand­
ing o f com m ercial education in univer­
sities than any others o f their early 
days. Gilman was the first highly 
trained business man to transfer his al­
legiance to the teaching group, where 
the opportunity for influencing future 
business leaders was greater than in 
the field itself.
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Get the Range and Study the Target, You 
Technical Marksmen!
V ERBAL com m unications are or­dinarily made under face-to- face conditions where failure 
to get the range is perfectly obvious 
from  expression around the eyes and 
mouth and changes and adjustm ents 
may be instantly made. The technical 
man in conversation has no hesitancy in 
making quick changes and sim plifying 
and illustrating his argument to fit the 
m ood and com prehension o f his chief. 
It is in his written report that the no­
com prom ise attitude seems strongest 
and words and phrases are employed 
which glorify  the author and enhance 
his technical o r  professional reputation 
with no provision for the “ in freight”  
end o f the transaction. Hundreds of 
financial, statistical, and accounting re­
ports are put aside generally with a 
smile and thank you, because too tech­
nically perfect to interest a non-tech­
nical boss.
How do you appraise the capacity o f 
the boss to soak up and drink in the de­
tails o f a properly prepared report or 
budget or argum ent to accom pany a 
graph or chart? The best way I know 
is to try to do some talking facing the 
boss, make some figures and draw some 
illustrative graphs and state some rea­
sons and thus test out his m entality or 
his receptivity. If he gets glassy-eved, 
you sim plify, if he still looks bored, 
sim plify some more, if he tries to post­
pone; and defer, put more ginger and 
less tim e-honored professionalism  un­
til you get him sitting on the front edge 
o f his chair.
You must, if  possible, get the meas­
ure to think o f your man while look ­
ing at his powder-m arked red face. If 
that is not his kind o f a face he has 
som ething below his eyebrows and 
above his collar that tells you in a flash 
whether or not he follow s you. A fter 
even one interview the man who writes 
must have the oral experience fresh in 
mind and the face pumped up before 
him and ask him self, w ill this sentence 
get through? W ill this word be a bell 
ringer? W ill this graph be convincing? 
W ill this arrangem ent be too hard for 
him to get? W ill this paragraph put 
him to sleep? I made reports and fi­
nancial statements for  one man, a way- 
up chap with some m ighty big  things 
on his mind and who had some fam ous 
New York gentlemen to deal with. I 
knew I could interest him when I sat 
three feet away and had my pencil and 
used my head to guide my voice, and I 
assumed I was getting proper results at
By PRO F. STEPHEN W . GILMAN, 
C. P. A.
From  an address delivered before 
Am erican Statistical Association, Audi­
torium  Hotel, Chicago, May 4, 1928.
long range with my written material, 
but I was not. W hen I found I failed 
to accom plish what I was after by my 
reports and statements on which I had 
put my very best thought, I began to 
analyze my technique. I went to my 
man, who was the chairman of the 
board and hard to see, and harder to 
get away from  if he was interested, and 
tried to find why the reform s I was 
working on and writing about were not 
put over. This was his answer: “ W hy 
in hell don ’t you write the way you 
talk? I ’m too busy for this bulky tech­
nical stuff.”  (Throw ing back at me 
several o f my reports which I had con­
sidered the most perfect.) They hadn’t 
even grazed his skin.
Then I took up a scheme to try out 
on him in tabloid form  some things I 
fear you m ight call “ jazz.”  I might not 
get a “ hand”  in any convention o f stat­
isticians or C. P. A ’s and w ould per­
haps be excom municated from  my 
straight-laced associates. However, I 
finally got the chairm an’s measure. At 
infinite pains, I had his mental dim en­
sions for documents. A fter cut and 
try methods covering months, I knew 
what he would “ eat up”  and act on.
I found out when to feed it to him, 
too. A  captain on the bridge on a 
trans-Atlantic liner in the iceberg zone 
or in a fog  may be reported to and in­
fluenced, o f  course, but don ’t try any 
fancy professionalism  on him at such a 
time. He wants his stuff red-raw and 
dripping blood so far as directness is 
concerned.
The receiving end o f the report or 
statement has never had due considera­
tion. If the figures are prepared in 
such a way that they w ill go on up, ter­
race by terrace, step by step, stage by 
stage, to the final “ yes”  and “ n o”  man, 
the man who understands and has pow ­
er, then they w ill live, otherwise they 
will die.
W hen a speaker meets an audience, 
if the result is good, a part o f it is cred ­
itable to the speaker and a part to the 
audience. The speaker must, at his 
peril, prepare and present and so 
maneuver as to interest the audience.
If the audience opens up, takes in 
and applies, then you say “ successful.”
If the speaker unskillfully presents and 
the audience fails to understand the 
idea, there is failure. Just so the tech­
nical statement prepared must be 
dressed, garnished, graded, scalloped, 
upholstered and illum inated to pass the 
pearly gates and really get into the com ­
pany o f the holy o f holies, the one who 
is to examine, understand, or assume to 
understand, adopt and pass along up.
There is a plus thing in statistics and 
in survey and analysis w ork ; the plus 
part being to keep the eye on the final 
glittering spire at the steeple top and 
prepare the statistics so that they, the 
vital things, w ill hold together until 
they get there; to prepare them so that 
the one who is to put them over and 
get them adopted and in force can 
understand them and get soaked with 
them. Let the non-vital things? go if 
they must.
Not enough to be sk illfu lly  technical 
in preparing a perfectly  professional 
and com plete report on any subject.
W here is your plus stuff?
Not enough to be w ierdly super­
strong in accounting, engineering, and 
financial procedure.
W here is your human-nature know l­
edge?
Not enough to have a mental equip­
ment for  symbols, for  figures, for  stand­
ards, for ratios, for  perform ance set 
forth  in the docum ents which you sub­
mit.
W here is your balanced judgm ent?
Not enough to deal narrowly, tech­
nically, and professionally when pre­
senting data to the 1928 brand o f busi­
ness executives.
You must think o f the place where 
that statement is to strike the brain 
soil, where the statement is to take root, 
the net that is to catch this child o f 
your brain.
W hat is w orthy to live, you may say, 
w ill live; what ought to survive the 
butchering, blood-letting, torturing, the 
wheel racking, w ill survive. Yes, if 
properly administered. W hat w ill pass 
muster and live all along through the 
sieves or strainers o f understandings of 
executives o f the subsidiaries of the 
great corporation  is w orthy to live. 
Every statement that is to be analyzed 
must be prepared with reference to the 
one who is to be analyzer. Unless 
the report-m aker, the statistician or 
the cost accountant or the one who does 
budget w ork is to be forever content 
with a “ dead end”  job , he must keep 
his thoughts fastened upon the various
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destinations or  junction  points way up 
and way ahead. The lim itations o f all 
executives in connection with technical 
matters are lim itations w hich the tech­
nical man must appraise and allow  for. 
It is the height o f fo lly  for  a technical 
man to present to his boss reports or 
estimates w ithout giving time, thought, 
and attention to the mental capacity or 
state o f mind or the environm ent of 
that executive and the mental opera­
tions which he must fo llow  in bringing 
about an adoption or installation.
The Executive’ s way o f thinking, the 
character o f  his reactions and his tem ­
perament, how to influence it, are 
things everyone making reports should 
be concerned about. No one can afford 
to put forth  a docum ent affecting pro­
duction and distribution with a don ’t- 
care attitude as to how  it is to be acted 
upon. W e com e naturally then to the 
proper influence upon the reaction and 
action o f the Executive. I f he is as 
able as he should be, he w ill look 
through, back o f  and not simply at the 
statement. Every exhibit o f figures and 
every financial or production plan is to 
be subjected to the tests at the moment 
in the mind o f the boss. Every item 
stands on the printed page as a painted 
tree or rock  on the stage scenery to be 
looked into or back o f  by the Executive 
and tested, thumped and kicked around 
to determine genuineness. Those sub­
m itting estimates, standards, financial 
statements, and cost data should expect 
this and prepare for  it and assume to 
en joy it. Not only are the figures to 
be subjected to ordeals and fiery-furnace 
tests, but even the very arrangem ent of 
the facts and figures is all-im portant. 
It is not enough to say I am the com p­
troller or the ch ief accountant, or I am 
the com pany’s treasurer, or I am vice- 
president in charge o f  the finances, or I 
am the last w ord in cost accounting and 
I  k n o w  m y business and I don ’t have to 
do m ore than get my own stuff off in a 
professional way into other hands. If 
that is the attitude, you invite defeat. 
Any recom m endation w orth while 
which is to exalt subordinates into a 
m ore and m ore elevated place in In­
dustry is worth steering through the 
w hirling rapids o f  the Executive Con­
ference room . I ’ve just finished read­
ing a “ L ife o f B ism arck.”  That amaz­
ing w ork details how  every proposition 
and plan had to be ironed over, re­
stated, colored, shaped and fitted to the 
man im m ediately above. Some slave o f 
the pen would prepare figures for  H ol­
stein or Roon or Tiedm an Busch or 
Bucher. They would go back and forth 
fo r  change and rebuilding until, fo r  ex­
am ple, Holstein could adopt and stand 
responsible fo r  the conclusions or rec­
omm endations. A fter that, every con­
ceivable thing was done in Baron H ol­
stein ’s office to prepare or re-prepare,
vamp and revamp the same docum ent 
so that it w ould go down the throat of 
Baron Puttkamer. The Puttkam er 
standards and requirem ents were then 
the target and bulls-eye toward which 
H olstein and his forces aimed. It was 
necessary to shoe-horn the documents, 
reports, into a form  which Puttkamer 
could take in and make his own. Then 
came the great job— Puttkam er’s— or 
perhaps A bekin ’s o f bringing the thing 
into palatable form  for  the Imperial 
Chancellor Bismarck. Not easy!— noth­
ing worth while is easy. It was a fearful 
ordeal to get it keyed to fit the World 
Beater, the “ B lood and Iron”  Prince 
Bismarck. W hen in the m ood, and 
when his big police dogs would let him 
he opened up and absorbed reports and 
docum ents, but every word, to please 
him, had to be a gem and every sen­
tence a string o f  pearls and every para­
graph a lavaliere. Then came the final 
stage. Y ou  know  what I mean. Bis­
m arck had to reform  and reshape the 
whole for  the K ing— the great W illiam  
the First. Prince Bism arck’s letters to 
the K ing, w hich always in the end pre­
vailed, were kingly words, words to fit, 
to tempt kings, words to unbend K ings 
and get K ings to do K ingly things. I 
plead for  standards o f financial admin­
istration, yes, o f  course, in routine 
standards for  routine things— yes, as 
to predeterm ined standards o f cost o f 
production— yes, as to schedules— as to 
standards o f com m ercial righteous­
ness— standards; o f  clean fair play and 
freedom  from  the slime o f the com m er­
cial reptile w orld. But there is noth­
ing inconsistent in this plea for  such ad- 
(C on tin u ed  on  page 240)
FROM OUR READERS
Guy H. W ing, C. P. A., o f Detroit, sends us the fo llow in g  schedule referring 
to the article by Eric A. Camman on “ Standard Costs Systems,” published in the 
September, 1927, issue o f TH E CERTIFIED  PUBLIC ACCOUNTANT. In the 
schedule the labor hour m ethod has been w orked out according to the figures in 
the original problem  and the spoilage has been segregated from  the overhead, the 
material being considered from  a production standpoint.
ST AN D A R D  COSTS
January. Hrs. and Units. Rates. Total Cost.
M aterial to Production .................................................................  110 Units $0.30 $33.00
L abor ..................................................................................................  50 H ours .60 30.00
Spoilage ..............................................................................................  20 Units .30 6.00
Overhead ............................................................................................ 50 H ours .78 39.00
Total M anufacturing Cost used as Standard Cost b e low . .  90 Units 1.20 108.00
Ratios. Standard. Actual. Trend.
P roduction to m aterial used ...........  (9 0 /110) .8182 (1 10 /1 32 ) .8334 102
Spoilage to m aterial used ................ ( 2 0 / l lu )  .1818 ( 22 /132 ) .1666 92
L abor and overhead hours consumed
to each unit produced ....................  (5 0 /  90) .5555 ( 55 /110) .5000
Output effectiveness (Std. 100/90 Operating L evel) or (.5 555 /50 ) =
June.
In June, 132 pieces o f  the above articles were put into production. B y  applying the 
ratio's and rates shown above, w hich are to be considered standard, the results shown below  
would be expected :
M aterial ...........................................................................................................  132 Units
L abor 132 x  .8182 equals 108 expected production—
108 x  .5555 equals expected hours to be c o n s u m e d .........  60 H ours .60 36.00
Spoilage 132 x  .1818 ....................................................................................... 24 Units .30 7.20
Overhead .........................................................................................................  60 H ours .78 46.80
90 Operating Level 
111
$0.30 $39.60
Total costs predeterm ined at standard rates and r a t i o s .............  108 Units
A C TU A L  PRODU CTION
M aterial ...........................................................................................................  132 Units
L abor ..................................................................................................................  55 Hours
Spoilage ...........................................................................................................  22 Units
Overhead .........................................................................................................  55 H ours
1.20
Total m anufacturing cost .......................................................................  110 Units














M aterial .................................................  $3.96
L abor ......... ..............................................
Spoilage ............................................................66
Overhead .................................................  11.19





Hrs. and Usage. 
Under.
5
3.00 H ours 
.60 U sage 
3.90 H ours
Trends.
Price. Hrs. & Usage. 
110
90 90 H ours 
110 91 Usage 
*126 90 H ours
7.50 *Spending level (9 83 4 /7 8 )
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Symposium
The Philosophy of the Relationship of the Accountant in Reference to 
Jurisprudence
POINT OF VIEW OF THE UNI­
VERSITY
By JOHN T. MADDEN, C. P. A.,
Dean, School of Commerce, Accounts and 
Finance, New York University.
IN order that we shall both know what it is that I shall attempt to talk about, let us illuminate the polysyl­labic profundity of the title which has 
been given to these papers. By philoso­
phy in this sense we mean the knowledge 
of general principles or laws which ex­
plain facts and existences; the rational 
explanation of anything.
I shall not attempt to define an ac­
countant. He passeth all comprehension. 
We all know what he is, or what he pur­
ports to be, whatever he may be.
Jurisprudence is the philosophy of posi­
tive law and its administration, the 
science of law, a system of laws, scien­
tifically considered, classed and inter­
preted.
Accounting concerns itself first with 
the recording of values. But what is 
value? Here we are confronted with 
several conceptions of value. One con­
cept is that of the desirability or worth 
of a thing, its utility either from the 
standpoint of the person who possesses it 
or from the standpoint of the person who 
desires to acquire it. Another concept 
is that of market price which is the util­
ity of worth of a thing from the stand­
point of a number of possible purchasers. 
Then we have the concept of cost value 
which is the price paid by the owner upon 
acquisition. As if this was not enough, 
we have to add the concept of reproduc­
tive value which is the value of a 
thing formerly acquired at a definite cost 
value in terms of the existing price level,
i. e., what it would cost to reproduce the 
subject-matter of valuation at present 
day prices but taking into consideration 
the elements of wear and tear and obso­
lescence.
Now if we agree that it is the account­
ant’s duty to record cost values, i. e., the 
market price of the thing acquired on the 
date of purchase, does he have any further 
responsibility? With respect to physical 
property we know from common expe­
rience, that deterioration is the usual 
phenomenon. The deterioration may be 
physical—the thing we are considering 
must follow the law of its own nature. 
The deterioration may be functional. 
Common experience also teaches us that
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there is still another kind of deteriora­
tion, namely economical. Hence the ac­
countant is charged with recording the 
effect of these influences upon the values 
with which he was originally concerned. 
But the calculation or reckoning of these 
influences upon the subject matter of val­
uation does not lie entirely within his 
field. He must bring to his aid the phys­
icist, the chemist, the engineer, the 
works manager and other experts. With­
in the limits of his own field he is deal­
ing with a definite fixed concept—cost 
price. But his scientific operations im­
pinge upon other sciences. This inter­
relation of sciences is encountered in 
other departments of human activity. 
Thus psychology treats of every act of 
man; the science of ethics treats only of 
deliberate acts; hence while ethics is dis­
tinct from psychology, it is dependent on 
psychology in many points. Therefore 
the science of accounts will be found to 
have inter-relation with other sciences, 
such as economics, physics, chemistry and 
law. These inter-relations and depend­
encies afford many interesting excursions 
into the philosophy of accounts.
The accountant is also concerned with 
the conservation and transfer of values. 
Conservation involves the protection from 
loss or injury. In this sense, the ac­
countant must preserve the equities of 
the several parties in interest in the ac­
counting with which he is charged. The 
selfish interests of these parties may be 
brought into conflict and it is the duty 
of the accountant to keep the record of 
value impartially and equitably.
Every certified public accountant is re­
quired to possess some knowledge of the 
law — at least enough to meet the re­
quirements of the examinations set by 
state boards of accountancy. During the 
past ten years, an increasing number of 
graduates of schools of commerce have 
entered our law schools and have taken 
their degrees in law. A somewhat smal­
ler number have been admitted to the 
bar. A still smaller proportion have 
abandoned the practice of accountancy 
and have transferred their allegiance to 
the older profession.
The situation of the man who holds 
himself to be both a lawyer and an ac­
countant seems to me to be tantamount 
to saying this: “ If you can’t use my
services as an accountant, at least use 
my services as a lawyer.”
He is much in the same position as 
the manufacturer who manufactured two 
excellent products. One was soap and 
the other was perfume. He realized that 
if his business was to be a success he 
would have to have some slogan, so he 
offered a prize for the best slogan sub­
mitted to him and he received a number 
of excellent suggestions. One came in 
from a chap who had more idea of pep 
than he did of the niceties of language, 
and this was his slogan: “ If you don’t use 
our soap, for heaven’s sake use our per­
fume.”
So I am forced to the conclusion that it 
is undesirable to practice both of these 
professions simultaneously.
It would be interesting to know what 
motives prompt so many graduate ac­
countants to study further in the law 
rather than in the fields of economics and 
finance, for example.
Success in either profession seems to de­
pend upon certain inherent qualities. Both 
the accountant and the lawyer must be 
keen analysts. Colonel Montgomery said 
somewhere that the accountant must also 
possess the quality of imagination. Some 
lawyers, especially in criminal cases, also 
have this quality judging from the word 
pictures they paint in portraying on oc­
casions the noble qualities of the defend­
ant at the bar.
Perhaps this interchange of profes­
sional interest is wholly rational and will 
prove to be one of the factors in improv­
ing the law. The accountant supplements 
his training with a knowledge of the 
law. Why should the lawyer not supple­
ment his training with a knowledge of 
accounts and economies? Much has 
been said recently about the improve­
ment of the bar, but little has been done 
about it. If the members of the bar are 
to function in society as one of our Fed­
eral Judges asserted in an address deliv­
ered in this city less than ten days ago, 
there must be some alteration made in 
the methods of training the lawyer.
The equipment of the old-time politi­
cal economist is inadequate to meet the 
needs of present-day conditions. The 
modern business economist is concerned 
with facts as they exist in modern so­
ciety and not with the ideal man of the 
political economist who was that mythi­
cal creature presumed to be capable of 
intelligently balancing his wants and de­
sires.
236 T H E  C E R T I F I E D  P U B L I C  A C C O U N T A N T August,
Modern business has produced new con­
ditions which demand new remedies. The 
last fifty years has witnessed a marvelous 
transition in this country to say nothing 
of world conditions. From a predomi­
nantly agricultural nation we have been 
transformed into an economy predomi­
nately industrial. Only a generation ago 
we were in mortal terror of monopoly. 
Finally when business proved that mo­
nopolies were not so terrifying, we not 
only permit to exist monopolies greater 
and more powerful than even the most 
alarmed anti-monopolist could conjure up 
— 'but we even encourage them by law.
I f  the lawyer is to function in society 
as a leader he must keep pace with mod­
ern developments both national and inter­
national, especially development in com­
merce. Why is it that arbitration, to 
mention only one illustration— is mak­
ing such rapid headway? Is it not be­
cause the law’s delay and technicalities 
are so foreign to modern business prac­
tice that business had to and did find 
some way to avoid the legal hurdles? 
“ Time and tide wait for no man”  is an 
old adage. Business, which is the domi­
nant force in civilized life today must 
and will find some way to overcome in­
terminable delay.
I once asked a venerable judge what 
he found to be the greatest weakness of 
lawyers as he observed it from the bench. 
His reply was, “ weakness in the mechan­
ics o f  the law. So many of them try to 
get into evidence things that they ought 
to know they cannot get in and omit a 
great deal that we know they ought to 
put in.” In all matters relating to ac­
counts, the lawyer ought to join  with 
himself the accountant sufficiently early 
in order to enable him to get the facts 
necessary to submit in court. Lawyers 
as a rule do not realize the amount of 
time that is necessary to secure evidence 
in proper form. They are prone to wait 
until the last minute before calling in the 
accountant because they often delay their 
own preparation of a case until too late. 
This is fair, neither to the accountant 
nor to the client.
What a rare pleasure it is to testify be­
fore a judge who possesses enough knowl­
edge of accounts to comprehend something 
else than an account set out in the form 
of charge and discharge. Instead of jock ­
eying to get a case tried before a particu­
lar judge for political or other equally 
unsocial reasons, what a relief it will be 
to business i f  the custom should obtain 
o f trying cases before judges who have 
some first-hand knowledge of the facts at 
issue. Not very long ago, I was en­
gaged in a matter where the reasonable­
ness of an executive’s salary, fixed at $50,­
000, was in question. The judge opined 
that such a salary was unconscionable. 
Perhaps it would appear so to one whose 
salary— inadequate I w ill admit— was 
fixed by law at $7,500. Of course, this
judge while universally regarded as an 
able man, was wholly incompetent in 
some phases of business.
Whether more accountants will study 
law or more lawyers study accounts, 
I know not. But I am convinced of one 
thing, namely, that an attempt to prac­
tice both professions simultaneously is not 
desirable. Possibly every accountant- 
lawyer or lawyer-accountant w ill solve 
this matter in a pragmatical way for it 
appears to be the fact, that it is less diffi­
cult to secure a large fee when the bill 
is rendered on one’s letterhead as a law­
yer.
But there are substantial and funda­
mental reasons why this duality of pro­
fessional effort is not desirable and these 
proceed from the very nature of things.
Accounting concerns itself with rights 
of a definite and limited character while 
law on the other hand deals with rights 
of a wider and more inclusive nature 
which in part control or are affected by 
the restricted form of rights with which 
the accountant is concerned. Fundamen­
tally the accountant is dealing with prop­
erty rights— which constitute only one 
class— altho a very important class of 
rights. When the rights of a client have 
been determined and delimited by the law­
yer, the duty of the accountant is to com­
pute in terms of monetary units, the 
monetary value of these rights. It is in 
this field that the lawyer and the ac­
countant should closely cooperate.
There are good customs and bad cus­
toms, just customs and unjust customs. 
Insofar as any law is based upon cus­
tom, the accountant must consider wheth­
er the custom is just or unjust, and its 
influence upon property values or rights 
which he is called upon to record and 
conserve.
Human laws cannot be based entirely 
upon the fact that men in former times 
were accustomed to do certain things. We 
are living in a dynamic world, which is 
in a constant state o f flux, and customs 
of business must change from year to 
year. If eight per cent was a fair rate 
of return to a public utility when the 
purchasing power of the dollar was only 
forty cents, does it still remain a fair 
rate of return when the purchasing pow­
er of the dollar has risen to sixty-eight 
cents?
W hile such rights as a m an’s right to 
his good nam e; the right o f the child 
to support from his parents, and so forth, 
are strictly within the province o f the 
law, there are other rights with which 
the accountant is often  concerned. Thus 
when we consider the question of rights 
after the conflict o f  liberties o f men is 
allow ed for, the accountant w ill often  
have a duty.
To illustrate concretely some o f the 
abstractions I have been indulging in, 
let us select some o f the problem s in­
volved in corporation  accounting. Our
associate, Mr. P. J. Esquerre in his 
book, Applied Theory of Accounts, 
pointed out the fact that the corpora­
tion at its birth neither owned nor owed 
anything. This is a fundam ental truth 
which he did not fu lly  develop. The 
corporation  is an artificial person, a 
creature o f the law, separate and dis­
tinct from  the stockholders. Logic and 
consistency and, I take it, sound law re­
quire us to keep this im portant concept 
continually before us. How does a cor­
poration acquire its property? It first 
issues shares of stock in exchange for 
cash or other property. The transaction 
therefore is one between tw o distinct 
legal entities, the artificial person, the 
corporation, and the natural person, the 
stockholder. The asset o f the stock­
holder is his share of stock, his sep­
arate individual property. The corpora­
tion in its own right has title to the 
property given in exchange for  its 
shares o f stock. Up to this point, there 
is no confusion. Does the capital stock 
account at this point represent a liabil­
ity? Some define it as an accountabil­
ity. Courts have referred to the capital 
stock as evidences o f ownership in as­
sets. Here we are at once involved in 
contradictions. The idea o f account­
ability involves the relationship o f prin­
cipal and agent. Accountability and 
ownership are incom patibles. The cor­
poration owns the assets; the stock­
holder owns his stock. This would seem 
to force  the conclusion that capital 
stock, the asset o f  the owner must rep­
resent a liability— junior in character 
to other liabilities, payable under cer­
tain conditions but nevertheless a 
liability. An acceptance o f this does 
not necessarily clash with the theory of 
the law that capital stock is in the 
nature of a guarantee fund for the pro­
tection  o f creditors. If we say that the 
capital stock is a jun ior liability we 
mean precisely in effect that it is sub­
ordinate to the claims o f the other 
creditors.
Another distinct contribution to the 
philosophy o f accounts was made by Mr. 
Talm adge o f  Buffalo, who went further 
and analyzed the surplus account. Who 
is the owner o f the surplus? The stock­
holders do not own it in any real sense. 
They have a tenancy in com m on in it 
but tenancy in com m on and ownership 
in fee simple are two distinct concepts.
H ow  is surplus “ distributed?”  Here 
again Mr. Talmadge pointed out our 
com m only inaccurate statement that 
surplus is distributed. Surplus is an 
abstract concept. The corporation  is its 
owner i f  it has any owner. By the dec­
laration o f  a dividend we do not dis­
tribute surplus but we do dissociate it—  
quite a different thing. In our books 
o f  account, this is recognized by an 
entry debiting surplus— ownership—  
and crediting dividends payable— a sen­
ior liability. The assets that are dis­
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tributed are paid in liquidation o f the 
debt “ dividends payable” and are not a 
distribution o f surplus. Surplus cannot 
be distributed— but assets may be.
I f these concepts are agreed upon, the 
status of a dividend in the hands of the 
recipient is clear. Any dividend which 
encroaches upon the surplus in hand at 
the time that a stockholder acquired his 
stock becomes to the extent o f such en­
croachment, a return to him of his in­
vestment, regardless of the form in which 
it is paid. This would apply with equal 
force to all dividends whether distributed 
in cash, or in property or in the unissued 
stock of the company.
What do you do when it comes to hand­
ling the dividend declared by a subsidiary 
of a holding company? If that dividend 
is paid out of surplus on hand at the time 
the holding company acquired control, you 
treat it as a return of capital or as a re­
duction of the investment account and not 
as income. Therefore we have the three 
different rules involving the same trans­
action, and I think you will all agree the 
concept of the accountant as he works 
it out in the case of the holding company’s 
transaction is the logical and correct one.
The rule w orked out by the Supreme 
Court o f the United States in the 
Macomber-Eisner case, is clearly incor­
rect in principle if the stock dividend 
was declared out o f surplus acquired by 
the corporation after the stockholder 
acquired his stock. The concept that a 
dividend must be reduced to cash in 
order to be incom e is another legal fa l­
lacy. Because if  we accept this, the 
whole accrual theory o f  accounts falls to 
the ground, since the profits on sales of 
m erchandise represented in the out­
standing accounts o f  trade debtors have 
not been reduced to cash.
If we now apply this same principle 
as we may, logically  and consistently to 
the apportionm ent o f  stock dividends 
between corpus and incom e in the case 
o f life tenant and remainderman, we 
w ill note the inconsistency o f the exist­
in g  rule in the State of New York. The 
corpus o f a trust and the investment o f 
a  natural person are in no wise differ­
ent. The same rules and principles 
apply and should apply. It is the prov­
ince o f accounting to record and con­
serve values and this is done when a 
sound theory o f accounts is applied. But 
in the present instance, a rule o f law 
based on legal concepts which are at 
variance with sound justice, is applied.
The accountant may therefore make 
significant contributions to jurisprud­
ence. Courts and law makers most o f 
whom  are lawyers subject as they are to 
th e  lim itations w hich com e from  lack o f 
intimate contact with the dynamic facts 
o f business customs, need closer affilia­
tion with us. But we in turn must 
recognize that there is a philosophy of 
accounts into which we must delve. If
directors and officers o f corporations 
are fiduciaries, as they are in law and in 
fact, it w ill soon com e to be recognized 
that an independent accounting is o f 
the essence o f  the fiduciary relation. 
The responsibility o f  the accountant 
should not be to the officers and direc­
tors but to the stockholders and cred­
itors. I f  we as a profession are pre­
pared to discharge that responsibility 
it w ill undoubtedly gravitate to us. If 
we are not prepared to assume that re­
sponsibility som e other agency w ill be 
found by society to do so. These re­
lations have their im plications which do 
not fall within the scope of the topic 
assigned to me. But a realization of 
their grave im port should condition 
legislation regulating accountancy as 
well as the actual conduct o f our in­
dividual practices.
Law is variously defined as a “ rule 
of action” ; “a rule of direction” ; “ a set­
tled principle o f action.”  But modern 
business being dynamic cannot always 
wait until we propose a new rule o f di­
rection. The business man often faces 
a situation where there is no rule to 
guide him. In this extremity he ap­
peals to the lawyer who is often  com ­
pletely at a loss to guide him because 
the law had not caught up with busi­
ness or because conditions have altered 
so radically that the existing rule of 
action w ill not apply.
For many years the laws o f most 
states prohibited corporations from  
owning stock in other companies. 
There was no sense to such a law but 
it did interfere with the norm al and 
natural developm ent o f the business 
structure. Finally when the State of 
New Jersey amended its laws and be­
came too popular with corporations, the 
other states gradually followed suit. 
The volte face was not dictated by any 
desire to reconcile law to custom  for  
at the time the holding companies were 
relatively few. The principal consid­
eration was the monetary loss which 
the other states were sustaining in the 
matter o f incorporation  fees.
The futility  o f  law in the face of 
econom ic fact is illustrated in Russia. 
The Marxian theory had its w idest and 
most effective legal application with 
one result— nationalization o f  property 
meant nationalization o f poverty. Law 
cannot fly in the face o f  econom ic fact, 
because if  it does, economic fact sur­
vives. Our law makers are for  the most 
part, lawyers. For the most part also 
they are not over-w ell in form ed in busi­
ness economics. As long as statesmen 
and political scientists were at the helm, 
post war rehabilitation in Europe was 
retarded. It was not until business 
men, w ell trained in business econom ics 
took charge, that anything like order 
became possible.
Existing laws which tend to support 
a form  o f uneconom ic com petition are
responsible for a great deal o f  waste in 
this country. The time w ill arrive 
when business men will be perm itted 
to do certain things which are now pro­
hibited and thereby reduce the number 
and am ount o f  business failures. Law ­
yers have their useful function in so­
ciety. Accountants have theirs. W hat 
we need is a closer cooperation o f both 
fo r  the general w elfare o f the com ­
munity.
This, it seems to me, must have its in­
fluence ultim ately upon education. The 
engineer who essays to enter, say, the 
field of public utilities, must be trained 
in engineering but he must also have 
som e know ledge o f law and econom ics 
including accounting. Likewise the 
lawyer who seeks preferm ent in this 
field must know  som ething o f engineer­
ing as well as business econom ics. The 
accountant in his turn must w ork in­
telligently with the engineer and the 
lawyer. I f we shall rem ould our edu­
cational processes som ewhat along the 
pattern I have indicated; if we shall 
make the student and his m ajor inter­
est the center around which to build up 
the scheme o f education rather than the 
narrow er lim itation o f school or de­
partment, then we shall solve the prob­
lem not only o f  the philosophy o f the 
relations o f  the accountant to ju ris­
prudence but a good deal o f the philos­
ophy o f living together in society.
POINT OF VIEW OF GENERAL 
PRACTICE
By KENNETH  M cEW EN, o f the Firm 
o f W orcester, Williams & Saxe.
WHEN I saw m yself on  the pro­gram set down as a repre­sentative o f the general prac­
titioners, I was reminded o f a very old 
story, so o ld  that perhaps I can tell it 
so that some o f you w ill hear it for  the 
first time.
A man on one occasion went to a dis­
tant city to attend a dinner and among 
the guests whom he met there was a 
very insignificant little man, and to his 
astonishm ent he found that everybody 
else who was there addressed that little 
man as “ General.”  He couldn ’t under­
stand it, and after a while he ap­
proached his host quietly and said, 
“ How did that little insignificant man 
get the title o f  G eneral?”
“ Oh,”  said the host, “ we call him 
‘General’ because he is nothing in par­
ticu lar.”
I think som etim es that the specialists 
am ong the professions, not including 
the specialists in various fields o f the 
law, look  upon the general practitioner 
as so-called because he is nothing in 
particular. But as a matter o f  fact, the 
function  o f the general practitioner is 
to take care o f  a succession o f  very 
highly particularized cases, much m ore 
so, indeed, than is the case with the
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specialist anywhere in the realm of the 
law.
Nowadays, as has been said, there are 
many points of contact between the 
general practitioner o f  the law and the 
general practitioner o f  accountancy. 
The line o f  contact indeed extends all 
the way from  the extreme in w hich a 
lawyer may perhaps call up som e ac­
countant friend on the telephone for  an 
explanation o f som e bookkeeping item 
to the other extreme at which the gen­
eral practitioner may by reason o f the 
exigencies o f the case require an audit 
o f  som e old business or o f  som e old 
fam ily w hich w ill set forth  every detail 
o f  every item for  generations o f  time 
or generations o f  men.
Now, when there are as many points 
o f contact as that, when there are as 
many possibilities as those points o f 
contact indicate, there is no way by 
which one can lay down general rules 
fo r  the guidance either o f  the lawyer 
or o f  the accountant when they are 
w orking together in such cases. But 
there is one principle w hich the ac­
countant may always safely fo llow  if 
he w ill only bear in mind what the 
fundam ental functions o f  the lawyer 
are.
In the first place, the lawyer in gen­
eral practice, handling a particular 
case, has the prim ary function  o f  de­
fining an issue. He can do nothing 
until he has form ulated that issue. 
Then when he has done that, his next 
and final duty is to present that issue 
for  adjudication. So the principle, 
gentlemen, which you may always safe­
ly fo llow  when you are dealing with 
the lawyer in such a case as I have sug­
gested, is to say to him  and keep on 
saying to him  until you have the idea 
firm ly fixed in your own mind, “ W hat 
is the issue in this case?”  D on’t stop 
until you have grasped that issue as 
w ell as the lawyer him self has grasped 
it.
Then there is only one other piece of 
advice which I wo uld feel free to give 
you, and that is this: I start with the 
supposition that advocacy must be a 
good thing or there wouldn’t be so 
many o f us lawyers, but at the same 
time this statement is conditioned with 
the proposition that it is possible to get 
too much advocacy. W henever you are 
dealing with a lawyer you may be quite 
sure that your client wants to have an 
advocate, and you may be equally con­
fident that one advocate w ill be enough. 
So in your w ork when you are exercis­
ing the function  o f  the accountant, 
avoid being an advocate, and partic­
ularly is that so when you are called 
upon to be a witness with respect to 
matters o f  accounting and to take the 
stand. Let the advocacy be done ex­
clusively by the counsel in the courts, 
and you yourselves w ill do your client 
the greatest service and you w ill at the
same time give the lawyer the greatest 
aid if you refrain  from  being advocates 
yourselves, and if  you carefully and 
conscientiously and with extreme de­
liberation present only the facts as you 
have drawn them from  the books of 
account or from  the other records 
which are under consideration.
POINT OF VIEW OF EQUITY 
PRACTICE
JAM ES N. ROSENBERG, New Y ork
Bar.
T HE task before me is made a little m ore confusing by Dr. M adden’s story about account­
ants and lawyers and about soap and 
perfum e. I don ’t know  whether it fits 
one or the other.
I have had a good deal to do with ac­
countants for  the last twenty-five years, 
and if you w on ’t fire me out o f this 
room  prom ptly fo r  repeating what I 
used to say about accountants in the 
first ten years that I had to deal with 
them, I w ill tell it. I am ready for  the 
bricks after this remark. Up to 1912, 
(I  rem em ber the time when my opin­
ion changed) I used to say that the 
only good accountant was a dead ac­
countant. I rem em ber the case which 
taught me the invaluable part that the 
accountants have in econom ic indus­
trial life.
The case was the United States M otor 
Company. I w on ’t m ention the name of 
the accountant because it w ouldn ’t be 
polite to all the rest, but that was a 
case w hich brought to my mind the es­
sential part that the accountant plays 
in reorganization. It was an equity re­
ceivership case. That was a case which 
led to the final reorganization which 
ultim ately created the present Chrysler 
Company.
The United States M otor Company, 
when it went into receivership, had 
about twelve allied com panies in one 
receivership, and there were ancillary 
receiverships in about fifteen states. 
There was a father com pany and a 
m other com pany and a grandm other 
com pany and there were uncle and aunt 
companies, and I w on ’t m ention the 
various relationships, proper and im­
proper, o f  the not less than fifty-two 
corporations that were tied up there. 
The accountant that unscrambled that* 
thing and produced order out o f that 
terrible mess is in this room  tonight, 
and he was the first man that taught 
me that accountants are, as I say, a 
m ighty im portant part o f the life o f 
this country.
Since that time, I have observed the 
w ork o f  the accountants, and I have 
had to do with accountants repeatedly 
in the Federal courts, and I don ’t think 
I am overstating the case a bit when 
I say that the Federal judges place the
greatest am ount o f dependence upon 
the w ork o f the accountant, and nat­
urally so, because the analysis o f  facts, 
the study of earnings, the study of the 
history o f  a business, has increasingly 
been proved to be necessary for  any 
constructive plans for  the future.
I am not going to say any m ore about 
reorganization, and I don ’t want to 
tread too much on the toes of this ten- 
minute rule, but this gives me a chance 
(and I assure you I am speaking en­
tirely w ithout preparation excepting for 
the few  minutes I had in com ing down 
to the m eeting this even in g)— at this 
gathering where there are a lot o f  very 
able men who know  accounting and 
know the problem s connected with the 
public— to say som ething which I am 
really not fu lly  prepared to present. I 
don ’t therefore present it as a crystal­
lized or com pletely developed thought 
fo r  w hich I am ready to speak in the 
terms o f advocacy.
The part you men play in reorgani­
zation is very great. The part you play 
in organization is infinitely greater. 
The evening paper told us that the 
General Motors Company made some 
sixty-four or sixty-five m illion dollars in 
the third quarter o f this year. That in­
form ation  came through the account­
ants. It approximates inventory, I 
would suppose, with a great degree o f 
accuracy through the comprehensive 
m ethod set up by the accountants. The 
public increasingly wants to know  what 
the periodical earnings are. Professor 
R ip ley ’s articles and his books have 
drawn increasing attention to the right 
o f  the public to be inform ed as to the 
great industrial enterprises in this coun­
try. The Am erican public has becom e 
the greatest investing public in the 
w orld. It wants and has the right to 
receive frequent statements as to opera­
tions of great national industries. For 
these statements we depend largely on 
accountants.
I read the figures recently— you men 
know  them, I don ’t rem em ber them ac­
curately— but it seems to me I read 
that this year five billion dollars of new 
m oney are being invested in newly 
floated securities. W hether that figure 
is right or not, I don ’t know, but it is 
an enorm ous figure. Most o f that money 
is invested largely on certificates that 
you men or your associates throughout 
this country make. Y ou  therefore, 
much more in some aspects than we 
lawyers, owe a great duty to the public. 
W e are the richest country in the world. 
W e are investing in all kinds o f  securi­
ties o f  foreign  countries, o f  our own 
country, and we are doing it largely in 
reliance upon what you gentlemen in­
form  the bankers and thus the public.
That brings me to the thing I ought 
not to say because I have not developed 
the subject in my own mind sufficiently 
to present it in m ore than a haphazard
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and tentative way, but I can’t im agine 
a better place to drop a seed into a 
fertile ground, so I present this unde­
veloped thought, I throw  it as a foo t­
ball into this crow d.
Some o f you may perhaps be fam iliar 
with the business o f flotation o f securi­
ties in England and the difference there 
and here in the flotation o f securities. I f 
you are not fam iliar with that differ­
ence, take the time and the occasion to 
buy a London Times, and you w ill note 
that when the British banker puts out 
securities he has to inform the public 
what he paid, what the vendor got, 
what his underw riting com m issions 
are, what the overriding com m issions 
are. I don ’t know just what overriding 
com m issions are. I f there is som e Eng­
lishman in the room perhaps he can tell 
us. But at all events, the British bank­
er selling securities to the British pub­
lic is obliged to tell the public the whole 
inside story o f that sacred thing which 
you acountants know  under the w ord 
which the bankers downtown use —  the 
spread.
A ll o f  you w ho have had to do with 
public flotation know  what that spread 
is— the difference between what the 
banker pays and what the public pays. 
Now, don ’t let me be accused o f  bol­
shevism. The banker is entitled to a 
substantial com m ission. He has his 
statisticians, his engineers, his ac­
countants, his selling organization. He 
takes the trem endous responsibility o f 
putting a lot o f  m oney into securities 
when he buys them and he hasn’t al­
ready sold them. He may run into bad 
markets as we have been in the last 
few  days. H e is entitled to a com m is­
sion and a very substantial one. But 
it goes w ithout saying, gentlemen, that 
the larger the spread the poorer the 
security. The spread on city bonds is 
m ighty small. The spread on Patagon­
ian coke and coal, if that comes out, is 
pretty large.
Now, this is really something, if there 
is anything in my idea, that the law­
yers ought to look  into, but I think it is 
perhaps equally the accountants’ job at 
least to consider.
The question I raise (I  am not an ad­
vocate, as I sa y )— I am throw ing the 
thought into your minds, is this: W ould 
it be w ell fo r  the accountants and the 
lawyers to seek to develop a public opin­
ion in this country so that we should 
have a practice— either through legis­
lation, state or federal, or otherwise o f 
requiring a fu ll disclosure o f  banker’s 
profits at the time o f flotation o f securi­
ties? That is a tremendous question.
I maintain, tentatively, at least, that 
the great banking houses, w hile per­
haps at first they w ould not be pleased 
with such an idea because they don ’ t 
like to disclose their private affairs—  
what they conceive to be their private 
affairs— on reflection they would like
such a practice. I say so because they 
nearly always sell conservative securi­
ties and good  securities. That is why 
they are great banking houses. The 
banking houses that sell wretched oil 
stocks that get into receiverships a year 
or  two later, they are the fellow s that 
get the enorm ous spread. The big 
bankers who deal with great organiza­
tions get a very small commission, 
therefore I suggest that it is not un­
thinkable, at least, that the great bank­
ing houses w ould w elcom e a fu ll dis­
closure o f  the spread, and such a 
course, it seems to me, would be o f in­
finite protection to the public—better 
than all the blue sky laws, because 
when a man reads that a bond which 
he is offered at 92 cost the banker 60, 
he knows there is som ething rotten in 
Denmark.
That is a thought I am very happy to 
have had an opportunity to present to 
this gathering. I trust that it deserves 
examination. I have two other remarks 
to make.
I want to say that there hasn’t been 
any greater privilege o f a pretty active 
professional career at the bar than the 
privilege o f  dealing with accountants. 
There are som e accountants who know 
me and they know  that if there is one 
thing I don ’t do it is to flatter them. I 
say to you I have dealt with hundreds 
o f accountants and I have never met 
an accountant who wasn’t an honest 
man. I can’t say the same for  my own 
profession. I think the reason why the 
standard o f honor and honesty is so 
high among the accountants is this: You 
are men of science. You are delving 
fo r  the truth. You are trying to find 
facts, and when a man has that habit 
in life  he gets a habit that prevents 
him from  being crooked. W hether it 
is for  that reason or any other I want 
to say it is a privilege for  me to say 
from  the lawyer to the accountant what 
a high respect I have fo r  your profes­
sion.
There is one way particularly in 
which you have certainly beaten us 
lawyers. W e have not brought our law 
up to economic needs of the present 
time. The law’s delays, the clogged 
calendars o f the courts are a crying evil 
throughout this land. Perhaps it can’t 
be helped, but there it is. It is a fact. 
Per contra, just exactly one month ago 
I had to ask some accountants to do a 
perfectly  stupendous task and the ac­
countants had just exactly two weeks to 
do it, and the jo b  was done. You ac­
countants have organized your business 
to meet the economic needs of the life 
o f  this country, and we lawyers can 
learn a lot from  you. I am not saying 
that just because I am an invited guest 
to say pleasant things. I say it because 
I mean it.
That is all I have to say. I am 
obliged to you for  listening and I hope
you men w ill give consideration to this 
fascinating subject of spread.
POINT OF VIEW OF SURRO­
GATE PRACTICE
By HAROLD DUDLEY GREELEY,
C. P. A.,
Attorney at Law, Lecturer on Estate Ac­
counting and Taxation, Columbia Uni­
versity.
T HIS relationship between account­ancy and law is one that is rap­idly becom ing much m ore in­
timate. W e are very glad indeed as ac­
countants (I  am a sort o f Dr. Jekyll 
and Mr. Hyde— I w on ’t say w hich is 
w hich) to have the endorsem ent o f  
members o f the bar o f Mr. Rosenberg ’s 
standards and standing, and as lawyers 
we are glad to cooperate with account­
ants. I am not both, by the way. I 
was one and then the other. I never 
pretended to be both at the same time.
I think there is one factor that both 
accountants and lawyers occasionally  
overlook  w hich is o f  a very practical 
nature, and that is that the client en­
gages you or retains you not to expound 
on what the law is, not to tell him what 
proper accounting theory holds, but to  
procure money for him or to save money 
fo r  him, depending on his tactical posi­
tion. If the accountant or attorney 
does not succeed in accom plishing that 
result, the client does not think w holly  
well o f him. Occasionally he may even 
have trouble in collecting his bill.
Once a young lawyer was appointed 
by the court to defend a man accused 
o f a crim e, and he w orked very long 
and very conscientiously on that case, 
but his client was convicted neverthe­
less. W hen he got through he pre­
sented a bill for  $ 600 which the client 
prom ptly refused to pay, and the m atter 
was taken to an older member of the bar 
for arbitration. The arbitrator said, 
“ Well, young man, that is a perfectly fa ir  
com pensation for  the am ount o f tim e 
and the amount of work that you put in  
on this, but after all, your client cou ld  
have been convicted for  less.”
I think, gentlemen, in all seriousness, 
that the accountant and the law yer 
should realize that each o f them is 
serving a client, and that each o f them 
should go just so far and no farther, as 
he feels his professional capabilities 
perm it him  to go in adequate service 
for  his client.
A  week ago Sunday I had the pleas­
ure o f  w atching a friend o f mine try to 
teach his w ife how  to drive an auto­
m obile. A fter an agonizing hour she 
made a wise remark. She said, “ If m y 
husband would only tell me the things 
I should do and not the things I  
shouldn ’t do, I would get along faster.”  
Consequently I am not going to com ­
ment on the things that the account­
240 T H E  C E R T I F I E D  P U B L I C  A C C O U N T A N T August,
ant, in my judgm ent, shouldn ’t do in 
surrogate’s practice, but rather upon 
the things which it seems to me he 
should do and that the lawyer, by a 
parity o f reasoning, should not do.
In no other branch o f endeavor is the 
w ork o f the accountant brought so 
closely in contact with the work of the 
lawyer as in the w ork o f the settlement 
o f decedents’ estates. In most o f the 
states the court w hich handles that is 
called the probate court. In New Y ork 
it has a peculiar name fo r  historical 
reasons. It is called the surrogates 
court and the judge is known as the 
surrogate. The procedure there is quite 
in form al when there is no contest, and 
an accountant can do alm ost anything 
except appear as attorney o f  record. 
He may talk to the accounting clerk, he 
may talk to the law assistant, and som e­
times he may talk even with the sur­
rogate him self, and he w ill find them 
friendly. In accordance with that gen­
eral law o f human nature, the higher 
he goes the m ore friendly they becom e 
and the less inclined they are to bark at 
him when he makes a novel suggestion 
or asks a question, the answer to which 
is supposed to be, but not always is, 
obvious.
It is a question just how far the ac­
countant should go in the valuation o f 
assets not only for  the accounting o f 
the executor, the adm inistrator, or the 
testamentary trustee, but also fo r  in­
heritance or transfer tax appraisals. 
The accountant may make use at times 
o f his training in valuing, for  example, 
an interest in a partnership. That is 
an exceedingly useful function  which 
an accountant may perform in sur­
rogates practice. There, I venture to 
predict, an inventory should not be val­
ued at cost or m arket whichever is 
low er, but at replacem ent value, be­
cause after all, the surviving partners 
are buying out the interest o f  the estate 
o f  the deceased partner.
The accountant is called upon in con­
nection with appraisals to value stock 
in a closely held corporation. Let me 
remind you there that the courts have 
held recently that while book  value is 
the value to be used when there is no 
market, the accountant is not lim ited to 
the book value as shown by the books 
o f  the corporation  if the books o f the 
corporation  appear to be wrong.
The accountant there also may serve 
in a particularly useful way in valuing 
good will. There is a chance fo r  the 
theories o f Colonel Montgomery and 
Mr. Esquerre and Dean Madden and 
P rof. Kester and a good many m ore 
w ho have written on the valuation of 
good will. There is a chance for  the 
accountant. The accountant usually is 
called in at the time the executor or 
the administrator or the testamentary 
trustee renders his report, but he may 
he called upon at the beginning o f an
adm inistration, and there he must lay 
out his system o f accounts. Let me 
suggest that he bear in mind the form  
o f the schedules which w ill be required 
upon the accounting at the end o f  the 
administration. If he w ill bear those 
requirem ents in mind he w ill find it 
quite easy to lay out colum ns and pro­
vide mem orandum  entries and other ex­
pedients o f a bookkeeping nature which 
will greatly facilitate the preparation 
of the accounting statements at the end 
o f administration.
The accountant should be prepared 
to com pute com m issions o f  the repre­
sentative and that is not particularly 
easy. It involves sometim es a very con­
siderable knowledge of law as to the 
factors which enter into the am ount 
upon which com m issions may be com ­
puted, and as to the facts which deter­
mine whether a trustee, for  example, 
shall have com m issions as w ell as the 
very same person in his capacity as exec­
utor under the will.
The accountant should be prepared to 
com pute the incom e on the residue 
from  the date o f death when the resi­
due itself constitutes the trust fund. 
That is an exceedingly com plicated 
question on which we w ill not spend 
any time tonight. It is o f too highly 
technical a nature. He should be pre­
pared to do all o f  those things in the 
differentiation between principal and 
incom e with which you are pretty gen­
erally fam iliar.
R ight in connection with that, there 
is one example that just happens to pop 
into my mind. The com putation o f the 
income on what is really the residue 
when the residue o f an estate is left in 
trust involves the application o f ac­
tuarial principles. The accountant may 
read the various cases. There are three 
or four in New Y ork  and a half dozen 
in England. He may be thoroughly in­
form ed. H e may w ork out an actuarial 
computation of what is really income and 
what in his judgm ent really should be 
added to the residue to form  principal, 
and when he gets all through the at­
torney on the other side, having said 
nothing, may then bob up and say, 
“ That is all very pretty, but your plan 
violates a fundam ental law o f the State 
of New York that you can’t accumulate 
incom e for  anyone but a m inor.”
Now, the accountant with all his 
w ork is brought up against this flat 
w all o f  the question o f law, which he 
w ill have neither the time nor the train­
ing nor the library facilities to solve. 
That illustrates, to my notion, one of 
the points o f  contact where the account­
ant can go thus far and no farther.
I don ’t think there w ill ever be any 
serious difficulty in lawyers intruding 
too far upon the field o f accountants. 
Most of them that I know can’t even 
add. And I don ’t believe the account­
ant for  very long w ill intrude too far
upon the field o f  the lawyer. No one, 
not even members of the bar, without 
sound legal training, and experience 
can very long give professional advice 
which will stick. I can ’t believe there 
w ill be much trouble. But I do think 
that as the two professions are ap­
proaching, it is w ell for  us to define the 
lim its o f each.
Just how they can be defined, I don’t 
know. It is a very interesting question. 
Certainly the two professions are ap­
proaching, just as is engineering. Dr. 
Egbert, the director o f  the School o f 
Business at Columbia, in his report for  
the year ending June 30, 1927, urges 
that there be m ore coordination am ong 
the trainings for  law, engineering, and 
accounting. The Massachusetts Insti­
tute o f  T echnology has taught account­
ing for  a num ber o f years. Professor 
Sanders, o f Harvard, says the Harvard 
Law School is putting in a short course 
in accounting. The professions are 
com ing together. So I think it behooves 
us to think o f them as cooperating.
In 1925, in the baccalaureate sermon 
at New Y ork  University, Chancellor 
Brow n said this, which has always 
stuck in my mem ory. “ W ho thinks in 
relative terms and in terms o f progres­
sive relationship, thinks m ore deeply 
than he whose w orld is static, ruled 
from  without, a m oral autocracy. But 
he who thinks still more deeply finds 
relations grounded in ultimate reality.”
GET THE RANGE AND STUDY 
THE TARGET
(C on tin u ed  fro m  p ag e  234)
justm ents in form s and arrangements 
o f plans o f reports and procedure, and 
o f corporate structure as w ill fit the 
man who must relay it to the next sta­
tion above where it must again be 
fitted to the personality o f the one who 
is to give it a shove up to a higher level 
fo r  final adoption Get the range and 
study the target, you marksmen.
I have been moving my fram ed pic­
tures o f Illinois and W isconsin Manu­
facturers and it is an experience to 
strain the emotions. As I write, those 
pictures are vividly in my mind. Dom i­
nating men, sk illfu l men, amazing con­
querors o f  trouble, amazing pioneers in 
difficulty, iron  chancellors in the fight, 
w ielders o f  the broad axes when needed, 
yet masters of the most delicate o f 
weapons, the human tongue  and the less 
golden pen. I review  the row  upon 
row, hundreds o f those over-size photo­
graphs o f men, great founders o f  busi­
nesses, supermen in the m anufacturing 
World, railroad presidents, organizers o f 
public utilities, bankers and merchants. 
These are the Prince Bism arcks o f  our 
age. You must not throw your reports 
at such men. You must adjust the 
docum ents to the man.
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Government Accounting
A GENERAL FUND PROBLEM
By A . L. PETERSON, B. C. S.
E d itor ’s N ote: The fo llow in g  solution is presented for  the 
requirem ents covering the General Fund Problem  published 
in our issue last month. The author w ill be glad to receive 
inquiries or com m ents relative to the problem  or its solution.
R E Q U IR E M E N T  NO. 1— JO U R N A L E N T R IE S
1. Budget A ccou n ts :
D ebit: Estim ated Revenues ......................... $1,000,000
C redit: Unappropriated Surplus .........  $1,000,000
Proprietary  A ccou n ts :
N o entries.
2. Budget A ccou nts:
D ebit: Unappropriated Surplus ................ 950,000
C redit: Unencumbered A ppropriations. 950,000
Proprietary A ccou n ts:
N o entries.
3. Budget A ccou nts:
D eb it: Unencumbered A p p rop ria tion s ... 175,000
C redit: Unencumbered Allotm ents . . .  175,000
A P P R O P R IA T IO N  A N D  A L LO T M E N T  L E D G E R
Dr. Unenc. Appro. No. 1 0 0 1 ......................... $175,000
Cr. Unenc. A llot. No. 1001.1................ $50,000
Cr. Unenc. A llot. No. 1 0 0 1 .2 .............  30,000
Cr. Unenc. A llot. No. 1001.3................ 70,000
Cr. Unenc. A llot. No. 1001.4................ 25,000
P roprietary A ccou n ts :
N o entries.
4. Budget A ccounts :
D ebit: Unencumbered Allotm ents ...........  154,000
Unencumbered A ppropriations . .  650,000 
C red it : Unliquidated Encum brances . . 804,000
A P P R O P R IA T IO N  A N D  AL LO T M E N T  L E D G E R
Dr. Unenc. A llot. No. 1001.1......................... $45,000
Dr. Unenc. A llot. No. 1001.2......................... 20,000
Dr. Unenc. A llot. No. 1001.3......................... 65,000
Dr. Unenc. Allot. No. 1001.4......................... 24,000
Dr. Unenc. Appro. No. 1002......................... 250,000
Dr. Unenc. Appro. No. 1003......................... 175,000
Dr. Unenc. Appro. No. 1004......................... 225,000
Cr. Unliq. Enc. No. 1001.1......................... $45,000
Cr. Unliq. Enc. No. 1001.2......................... 20,000
Cr. Unliq. Enc. No. 1001.3......................... 65,000
Cr. Unliq. Enc. No. 1001.4......................... 24,000
Cr. Unliq. Enc. No. 1002...........................  250,000
Cr. Unliq. Enc. No. 1003...........................  175,000
Cr. Unliq. Enc. No. 1004...........................  225,000
Proprietary  A ccou n ts :
N o entries.
5. Budget A ccounts :
D eb it : Taxes A ccrued and U n collected .. 920,000
C redit: Estim ated Revenues ..................  920,000
P roprietary  A ccou n ts:
D ebit: Current Taxes Receivable ............  920,000
C redit: Gen’l P rop ’ ty Taxes— Incom e. 400,000
Incom e Taxes— Incom e ...........  450,000
P oll Taxes— Incom e ........... .. 50,000
Business T axes— Incom e .........  10,000
Other Special Taxes— Incom e. 10,000
6. Budget A ccou n ts :
D eb it: A ccounts R eceivable ....................... 5,000
C redit: Estim ated Revenues ..................  5,000
Proprietary  A ccou nts:
D eb it: A ccounts Receivable ....................... 5,000
C redit: Assessments— Incom e ................ 5,000
7. Budget A ccounts :
D eb it : A vailable Cash .................................. 10,000
C redit: Reserve for  T em porary L oans. 10,000
Proprietary  A ccou n ts :
D eb it: Cash ...................................................... 10,000
C red it : T em porary Loans Payable . . .  10,000
8. Budget A ccou n ts :
D eb it: A vailable Cash .................................. 833,000
C redit: Taxes A ccrued and U ncollected 833,000
P roprietary A ccou nts:
D ebit: Cash ........................................................  833,000
C redit: Current Taxes Receivable . . . .  833,000
9. Budget Accounts :
D eb it : Unliquidated Encum brances . . . .  765,000
C red it: A vailable Cash ......................... 765,000
A P P R O P R IA T IO N  A N D  A L LO T M E N T  L E D G E R
Dr. Unliq. Enc. No. 1001.1............................ $40,000
Dr. Unliq. Enc. No. 1001.2............................ 18,000
Dr. Unliq. Enc. No. 1001.3............................ 60,000
Dr. Unliq. Enc. No. 1001.4............................ 24,000
Dr. Unliq. Enc. No. 1002..............................  225,000
Dr. Unliq. Enc. No. 1003............................... 174,000
Dr. Unliq. Enc. No. 1004..............................  224,000
P roprietary  A ccounts :
D eb it: General Governm ent .......................
P rotection to L ife  and Property . 
Developm ent and Conservation o f
N ational Resources ....................
Conservation o f  H ealth and Sani­
tation ...............................................
H ighw ays .............................................
Charities, H ospitals and C or­
rections ...........................................
E ducation ...........................................
F urniture and F ixtures ................
C red it: W arrants P ayable ....................
10. Budget A ccou nts:
N o entries.
Proprietary A ccou n ts :
D eb it : W arrants P ayable ...........................  700,000
C redit: Cash .................................................  700,000
11. Budget A ccou nts:
D eb it: Due F rom  Other Funds ................  25,000
C redit: A vailable Cash ...........................  25,000
P roprietary A ccou n ts :
D ebit: Due From  Other F u n d s ..................  25,000
C redit: W arrants P ayable ....................  25,000
N o te : W hen this w arrant is honored b y  the Treasurer, W arrants 
P ayable w ill be charged and Cash will be credited. A ll outgoing 
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12. Budget A ccou n ts :
D eb it: Unencum bered Appropriations 
C redit: Due to Other Funds .........
$5,000
A P P R O P R IA T IO N  A N D  A L LO T M E N T  L E D G E R
.............. $5,000Dr. Unenc. Appro. No. 1002 .......
C redit: Due to Other Funds No. 1002 
P roprietary A ccou n ts :
D e b it : General Governm ent ..................





R E Q U IR E M E N T  2— B U D G E T B A LA N C E  SH EET 
G E N E R A L  FU N D  B A LA N C E  SH EET 
BU D G ET ACCOUNTS 
A s o f  --------------
R esou rces :
Estim ated Revenues ....................
T axes A ccrued and Uncollected
Accounts R eceivable ....................
A vailable Cash ...............................






T otal Resources ...........................................
B. Obligations and B alan ces:
Unencumbered Appropriations ....................... $120,000
Unencumbered Allotm ents ...............................  21,000
Unliquidated Encum brances ...........................  39,000
Reserve fo r  Tem porary L oans ......................  10,000
Due to Other Funds ........................................... 5,000
$245,000
Total Obligations and Balances ...........
C. Unappropriated Surplus ......................................
Total Obligations, B alances & Surplus.
R E Q U IR E M E N T  2— BU D G ET O PER ATIO N S 
ST AT E M E N T  O F  B U D G ET OPE R ATIO N S 
G E N E R A L  FUND 
F or  the Period ---------------
In creases:
Revenues Collected ...................................... .
Revenues Due and U ncollected ................







Total Increases . . . .
D ecreases:
A ppropriation W arrants—  
A ppropriation No. 1001 
Appropriation No. 1002 
Appropriation No. 1003 






Total D e c r e a s e s ...............................
E xcesses o f  Increases over D ecreases..................
A d d : Unappropriated Surplus at beginning o f 
period ............................................................................




R E Q U IR E M E N T  3— A P P R O P R IA T IO N  A N D  A L LO T M E N T  
O PE RATIO N S
ST AT E M E N T  OF A P P R O P R IA T IO N  A N D  A LLO TM E N T 
OPER ATIO N S
G E N E R A L  FUND 
F or the Period --------------
Am ount o f
-Decreases-
A ppro. or Unliq. Unenc. Unenc.
Symbol. Allot. W arrants Enc. Other. Total. Allot. Appro.
1001.1 . . . $50,000 $40,000 $5,000 $45,000 $5,000
1001.2 . . . 30,000 18,000 2,000 20,000 10,000
1001.3 . . . . 70,000 60,000 5,000 65,000 5,000
1001.4 . . . . 25,000 24,000 24,000 1,000
1001.9 . . . 25,000 $25,000
1002 ____ . 300,000 225,000 25,000 $5,000 255,000 45,000
1003 ____ . 200,000 174,000 1,000 175,000 25,000
1004 ------ . 250,000 224,000 1,000 225,000 25,000
Totals . 950,000 765,000 39,000 5,000 809,000 21,000 120,000
R E Q U IR E M E N T  4— P R O P R IE T A R Y  B A LA N C E  SH EET
G E N E R A L  FU N D  B A L A N C E  SH EE T 
P R O P R IE T A R Y  ACCOUNTS 
As o f ---------------
Assets.
C urrent:
Cash ..........................................................................  $143,000
Taxes Receivable .................................................  87,000
A ccounts Receivable ........................................... 5,000
Due F rom  Other Funds ....................................  25,000
Total Current Assets .................................. $260,000
E quipm ent:
Furniture and F ixtures ....................................  155,000
Total A s s e t s .................................................... 415,000
Liabilities.
C urrent:
W arrants Payable ...............................................  $90,000
T em porary Loans Payable .............................  10,000
Due to  Other Funds ........................................... 5,000
Total Current L ia b il it ie s ...........................  $105,000
Current Surplus ............................................................  155,000
Fixed  Capital Surplus ...............................................  155,000
Total Liabilities and S u r p lu s ....................... 415,000
R E Q U IR E M E N T  4— P R O P R IE T A R Y  O P E R A T IN G  STATEM EN T
P R O P R IE T A R Y  O P E R A T IN G  STATE M EN T 
G E N E R A L  FUND 
F or the P eriod  ---------------
R ece ip ts :
Revenues—  
General P roperty Taxes ...........................  $400,000
Incom e Taxes ...............................................  450,000
P oll Taxes ...................................................... 50,000
Business Taxes .............................................  10,000
Other Special Taxes .................................. 10,000
Assessments .................................................  5,000
Total Revenues ....................................
N on-revenue Receipts—




General Governm ent .................................. 205,000
Protection to L ife  and P rop erty ...........  100,000
Development and Conservation o f  N a­
tional Resources ....................................  50,000
Conservation o f H ealth and Sanitation 50,000
H ighw ays ........................................................  10,000
Charities, H ospitals and C orrection s.. 100,000
E ducation ...................................................... 100,000
Total Current Expenses ..................
Capital Outlays—
Acquisition o f  P roperty ...........................
Total E x p e n d itu re s .............................
E xcess o f  Revenues over Current Expenses . . .
Excess o f Non-revenues over Capital O u tlays. .
E xcess o f Receipts over E xpenditures ................
A d d : Capital Outlays .................................................
D ed u ct: Non-revenue Receipts .............................
A d d : Surplus at beginning o f period ..................
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The Accountancy Profession in Japan
IN Japan the profession o f the pub­lic accountant, along modern lines, seems to be yet young.
A  few  firms o f British Chartered A c ­
countants have had branch offices estab­
lished in this country for  many years. 
And Am erican Certified Public A ccount­
ants com e occasionally on special com ­
missions; (the w riter o f  this paper 
seems to be the only C. P. A. who has 
been in Japan for  a num ber o f years). 
These accountants operate principally 
with foreign  business. In view  o f the 
num ber o f Am erican concerns doing 
business here, it is surprising that 
Am erican C. P. A ’s have not had offices 
here.
But within the past twenty years 
Japanese accountants, fo llow in g  the ex­
ample o f their fe llow  craftsm en in 
Am erica and England, have sought to 
establish public accounting in Japan as 
a recognized profession  o f high standing 
and corresponding responsibility. And 
in so endeavoring, they likewise have 
had their difficulties; they have also, as 
it were, been between two fires. On 
one hand the difficulty o f obtaining 
adequate standing and recognition  by 
law; and on the other hand, that of 
raising the standard o f the profession 
itself, including the reservation o f an 
official title to persons, who, in both 
knowledge and practice are competent.
Prom inent in this movem ent have 
been Mr. S. Higashi, Mr. I. Funata and 
Mr. Y. W atanabe o f  the firm o f Higashi 
and W atanabe, Public Accountants, 
K aijo  Building, T okyo. This firm is 
one of the oldest and largest firms in 
this profession in Japan. Mr. Higashi 
is a graduate o f the New Y ork Univer­
sity School o f  Com merce, Accounts and 
Finance, holding therefrom  the degree 
o f D octor o f Com m ercial Science, which 
he obtained in 1909.
In 1917, the Nihon K aikei Gakkai 
(Japan Society o f A ccounting) was es­
tablished. The membership o f the so­
ciety at present is about 400. It issues 
a m onthly magazine entitled “ K aikei”  
(A ccou n tin g). In this there appear 
frequently translations from  Am erican 
and English w orks on accountantcy.
The above is a private society, but in 
June, 1921, the Japan Society o f Public 
Accountants was form ed by persons en­
gaged in this profession. It is separate 
from  the Japan Society o f Accounting, 
though its members are members o f the 
latter. This new Society was author­
ized as a public society in November,
1922, by the Minister o f  Agriculture 
and Com merce (since then changed to 
Minister o f Com merce and Industry).
B y E. B . CRAIG, C. P . A ., New Y ork .
The chief objects o f the Japan Society 
o f Public Accountants, as stated, are:
1. To standardize the profession of 
accountancy in Japan.
2. To express opinions as to the p ro ­
m ulgation, amendment and im prove­
ment o f  laws, in so far as they concern 
accountants and accounts, and to put 
such views into practice.
3. To educate Junior accountants.
4. To make investigation and re­
search respecting the theory and prac­
tice o f accounting.
5. To hold! lectures and discussions.
The membership in this Society is
lim ited to certified registered account­
ants. A t present there are but twenty- 
eight members. For designation of 
membership, in our letters they use the 
letters J. P. A. Once a year or oftener 
the Society issues a printed Report. 
Both Societies have their headquarters 
in the office o f  Higashi and W atanabe, 
where there is an extensive library o f 
Am erican and English books and mag­
azines pertaining to accountancy and 
allied subjects.
Besides the law, the proceedings 
upon the bill in the Diet, are also 
printed in fu ll in last year’s report of 
the Japan Society o f Public A ccount­
ants. The law itself occupies two pages, 
but the proceedings take 144. One 
w ould like very much to delve into all 
this debate and find out how the legis­
lators managed to make so many bites 
o f the cherry, but time is not made o f 
rubber. One thing seems evident, how ­
ever, the legislative m otor in Japan, as 
in other lands, does not seem to be 
short on gas.
F or many years, the accountants o f 
Japan have been striving for  this. Time 
and again a bill has been introduced 
into the House o f Representatives, has 
passed through committee, has been 
amended and reamended, only to miss 
final passage; or, having reached this 
point in the Low er House, has failed of 
approval in the House o f Peers.
But at length the professional ac­
countants o f Japan have seen their am­
bition fulfilled in the Accountancy Law, 
which in 1927, at length, came through 
both houses o f  the Diet, received the 
sanction o f the Em peror, and has been 
prom ulgated as a law of the Empire.
H owever, as is usually the case, the 
law as first enacted, does not com e up 
to the ideal o f its prom oters. Mr. H i­
gashi told me that he considered the 
specifications o f  the law insufficient.
The mem bers o f the Society appreciate 
the passage o f this law as being indeed 
a great step forw ard, but they deem the 
law to be som ewhat inadequate. The  
chief objections are three:
First, that while the law lays down 
the responsibilities o f the certified ac­
countant, there is no specification o f 
rights or privileges. As, fo r  exam ple, 
the functions o f  executor, adm inistrator 
or receiver, now restricted to lawyers, 
have not been extended to certified ac­
countants.
Second, that graduates o f com m ercial 
courses in universities and colleges, 
may becom e certified as accountants be ­
fore they have acquired practical ex­
perience.
Third, that in the administration o f 
the law, public accountants have not 
been given due representation on the 
Board o f Examiners.
This law gives official standing to - 
public accountants, under the title o f  
Keirishi. The ordinary w ord for  keep­
er o f books or accounts is Kaikeishi, i. 
e., literally, assem ble-and-reckon-m as­
ter. K eirishi seems to be a word coined 
fo r  this law. The Japanese account­
ants, fo llow ing  the term com m only used 
in Am erica, have been using the w ords 
“ Public A ccountant”  as equivalent o f  
this title. However, the meaning really 
is Master o f Accountancy.
As Greek and Latin are a storehouse 
for  new terms in English, so is Chinese 
to Japanese, with this difference, that 
in Japanese, the adoption o f a new term 
is a m ore ready matter, inasmuch as the 
Chinese ideographic characters having 
been long ago grafted onto the Japanese 
linguistic equipm ent, the form ation  o f  
a new term is generally sim ply a new 
com bination o f characters already in 
use. In Keirishi, for  instance, kei 
means count, reckon, calculate or plan: 
ri is principle, and is used as an affix 
similar to our y in geography and in 
accountancy; so that keiri means ac­
counting principles or accountancy. 
Then shi is the character for the sam­
urai or knights o f  old Japan, and is 
used as an affix indicative o f expertness 
or  mastership.
Concerning foreign  accountants and 
the K eirishi Law, correspondence was 
had between the Institute o f Chartered 
Accountants in England and W ales, and 
the Japanese Am bassador in London. 
A ccording to the reply received from  
Tokyo by the Am bassador, to the ques­
tions asked by the Institute, “ a foreign 
accountant may practice his profession 
in Japan under his foreign  title, but not 
as a Keirishi. In order to practice as a 
(C on tin u ed  on  p a g e  249)
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Budgeting Our Lives
I AM going to try an experiment to ­night. Recently I talked to two business m en’s clubs along a new 
line, and for  some reason they listened 
quite intently. I tried to make the re­
marks very personal.
I have som e suggestions to offer 
which I wish had been given to me when 
I was one o f the younger accountants. 
They have to do with the human ele­
ment, especially the personal element 
o f ourselves. Let us take then, for  our 
subject— “ Budgeting Our L ives.”  You 
are doing budget w ork fo r  your clients. 
You are budgeting their business af­
fairs. You are budgeting their personal 
affairs and all that sort of thing. The 
m ost im portant thing you have is your 
life . W hy not budget, that is, definitely 
plan your life?
I have included one other thing in 
m y talk since I have been here. I have 
asked several o f  you whether you had 
seen the “ F ifteen P oints”  o f the United 
States Chamber o f Com merce. You 
have heard so much recently o f the 
United States Chamber o f Com merce 
I think you w ill be quite interested in 
hearing these fam ous fifteen points. 
Since 8,500 firms and corporations 
have adopted these as their basic busi­
ness principles, they must have quite a 
good  bit o f  value. F or pointed English, 
som e o f the most w onderful expressions 
that I have ever read are, I think, in 
these fifteen principles. I want to 
read them to you, and then if you want 
to  study them more, as I know  you will, 
you  can get a copy by writing to the 
United States Chamber of Commerce. 
In fact, I w rote recently and they sent 
m e several o f these and told me that 
about 900 Chambers o f  Com merce have 
adopted these business principles.
This list o f principles was adopted in 
1924, at the Cleveland Convention. I 
happened to have the honor to be one of 
the delegates from the American So­
ciety.
“ The function  o f business is to 
provide for  the m aterial needs o f man­
kind, and to increase the w ealth o f the 
w orld and the value and happiness o f 
l ife .”  Many business men don ’t know 
that at all. I f  we can just get them 
to subscribe to that one sentence we 
have got som ething trem endous. “ In 
order to perform  its function  it must 
offer a sufficient opportunity for  gain to 
compensate individuals w ho assume its 
risks, but the motives which lead in­
dividuals to engage in business are not 
to  be confused with the function  o f 
business itself. W hen business enter­
prise is successfully carried on with 
constant and efficient endeavor to re-
WALTER A. COY, C. P. A. 
Report of an address before the Mich­
igan Association of Certified Public 
Accountants, November 29, 1927.
duce the costs o f production and dis­
tribution, to im prove the quality o f its 
products, and to give fair treatment to 
customers, capital, management and 
labor, it renders public service o f the 
highest value. W e believe the expres­
sion of principles drawn from these 
fundam ental truths w ill furnish prac­
tical guides for  the conduct o f business 
as a w hole and for  each individual en­
terprise.”
First. “ The Foundation o f business 
is confidence, which springs from  in­
tegrity, fair dealing, efficient service, 
and mutual benefit.”
Second. “ The Reward o f business 
for  service rendered is a fair profit plus 
a safe reserve, commensurate with 
risks involved and foresight exercised.”  
Third. “ Equitable Consideration is 
due in business alike to capital, man­
agement, employes, and the public.”
If you can get any broader, sounder 
fundam ental principles than these, any 
m ore clean-cut expression, I want you 
to send them to me.
Fourth. “ K now ledge— thorough and 
specific— and unceasing study o f the 
facts and forces affecting a business 
enterprise are essential to a lasting in­
dividual success and to efficient serv­
ice to the public.”  No selfishness about 
that.
F ifth. “ Perm anency and continuity 
o f service are basic aims o f business, 
that knowledge gained may be fu lly  
utilized, confidence established and effi­
ciency increased.”
Sixth. “ Obligations to itself and so­
ciety prom pt business unceasingly to 
strive towards continuity o f  operation, 
bettering conditions o f employm ent, and 
increasing the efficiency and opportuni­
ties o f the individual em ployes.”
Seventh. “ Contracts and undertak­
ings, written or oral, are to be per­
form ed in letter and in spirit. Changed 
conditions do not justify  their cancella­
tion without mutual consent.”
Eighth. “ Representation o f goods 
and services should be truthfully made 
and scrupulously fu lfilled .”  These may 
sound ideal. They need to be. W e 
need ideals.
Ninth. “ W aste in any form , o f  cap­
ital, labor, services, materials or nat­
ural resources, is intolerable and con ­
stant effort w ill be made towards its 
elimination.”
Tenth. “ Excesses o f every nature, 
inflation o f credit, over-expansion, over­
buying, over-stim ulation of sales, which 
create artificial conditions and produce 
crises and depressions are condem ned.”  
Eleventh. “ Unfair Competition, em­
bracing all acts characterized by bad 
faith, deception, fraud, or oppression, 
including com m ercial bribery, is waste­
fu l, despicable and a public wrong. 
Business w ill rely for  its success on the 
excellence o f its own service.”
Tw elfth. “ Controversies w ill, where 
possible, be adjusted by voluntary 
agreem ent or im partial arbitration.”  
If you have not read up and kept your­
self fam iliar with the progress o f ar­
bitration as a means or as a method 
o f settlem ent o f  disputes you are miss­
ing som ething o f w onderful interest. I 
have had the honor of being for  two 
years a m em ber of the Committee on 
A rbitration o f  The Am erican Society. 
W e had hoped that the chairman, 
H om er Dunn, would be with us tonight 
and you w ould have heard a pow erful 
talk on the w ork that is being done 
through arbitration in the settlement o f 
controversies.
Thirteenth. “ Corporate Form s do 
not absolve from  or alter the m oral ob ­
ligations o f  individuals. Responsibili­
ties w ill be as courageously and con­
scientiously discharged by those acting 
in representative capacities as when act­
ing fo r  them selves.”
Fourteenth. “ Law ful Cooperation 
am ong business men and in useful busi­
ness organizations in support of these 
principles o f business conduct is com ­
m ended.”
 F ifteenth. “ Business should render 
restrictive l e g i s l a t i o n  unnecessary 
through so conducting itself as to de­
serve and inspire public confidence.”  
Any time you need to make a speech 
and haven ’t any other material for  one, 
have these “ points”  in your pocket and 
you can talk fo r  an hour and make it 
interesting, but get this, you are doing 
a real service to your clients when you 
can give them any such idea o f the 
breadth o f their business enterprise. 
They think o f it in terms o f self and 
forget that the public is to be consid­
ered, that they are, in fact, employes o f 
the public.
Mr. Pinkerton has spoken to you 
about taking the client’s viewpoint, 
thinking of the client’s needs and not 
necessarily what he asks us to do. This 
goes still further. Under the old plan 
o f doing business it was, “ Let the pur­
chaser bew are,”  and it is an interesting 
sidelight on all o f these points that, in 
this day o f good w ill and o f continued
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business with the same clients, we have 
totally changed conditions so that it is 
now, “ a business based on good w ill,”  
not “ let the buyer bew are,”  or “ look 
out for  yourself.”
Another thought has com e to me 
many times, and without doubt you 
have seen illustrations o f the same. 
Here is yourself; here is your client. 
Two separate entities probably never 
getting together. I f  you draw two par­
allel lines, how shall we jo in  together 
these two entities? Only through serv­
ice; a large capital “ S”  and you have 
a new meaning o f the dollar mark. The 
client and yourself, through service, 
may be joined. The bigger that cap­
ital “ S”  may be, the larger the service, 
the closer w ill be the junction  between 
the two o f you. One trouble am ong 
so many people, when m entioning serv­
ice, is to think o f cafeteria service; it is 
“ self serve”  only and they can’t get be­
yond that. That is not the kind of an 
“ S”  that w ill succeed.
Recently I attended a lecture by a 
preacher friend o f mine and he ex­
pounded a few  ideas about our being in 
business. He said he was going through 
a penitentiary and he asked one o f the 
convicts, “ H ow long are you in here 
fo r ? ”  and he replied, “ Oh, from  now 
on.”  L et’s get that idea into our busi­
ness affairs that we are in from now 
on. That we are not in until we get a 
better job  and we are not in until we 
have a chance to do som ething else, or 
until we run ourselves out o f  business, 
or som ething o f that sort.
Roger Babson, whom  many o f you 
read with much interest, said recently 
som ething that I have thought o f  many 
times. He puts into w ords just as we 
want it often times that which has been 
indefinitely in our minds. He said, “ I 
have never been intim ately acquainted 
with any successful person who was not 
deeply religious and em otional at 
heart.”  Now, that is quite encourag­
ing, and I think Babson knows. His 
experience has been such that he is a 
real student.
I heard a talk a year ago at our 
Ohio Convention o f the Ohio Society of 
Certified Public Accountants by “ Dusty”  
Miller, country editor o f  W ilm ington, 
Ohio. Some o f you may have heard 
him, but if not, and you ever have an 
opportunity, he is w ell w orth listening 
to. Dusty Miller came last on the pro­
gram and I didn ’t see any one go to 
sleep, and they certainly didn ’t leave 
while he was talking. His conclusion 
as to what is really fundam ental in life  
is found in the 6th chapter o f Micah, 
and the 8th verse. “ He hath shown 
thee, oh man, what is good ; and what 
doth the Lord require o f thee but to 
deal justly, to love m ercy and to walk 
hum bly with thy God.”  That was his 
conclusion o f practically everything
that was worth while. F inding Roger 
Babson, and so many others agreeing, 
I just wanted to leave that suggestion 
with you tonight.
Now, as to ourselves budgeting our 
lives. I f we consider the true values; 
if we do think that the worth while 
things in life  are as Dusty Miller tells 
us— to deal justly, to love kindness and 
to walk hum bly with our God, aren ’t 
there a lot o f  things that we are now 
doing which we w ouldn ’t do, w ouldn ’t 
take time fo r?
Today on the train com ing over I 
bought a magazine. I read what was 
said to be the only signed interview  that 
Chauncey Depew ever gave. He told 
this incident about Grover Cleveland, 
which put into a few  w ords what I have 
often  thought o f  in a disconnected sort 
o f  way. Grover Cleveland was offered 
a big position, the general counselship 
o f the New Y ork Central Railroad at 
Buffalo. He refused it, and Mr. De­
pew said it was almost incredible that 
such an offer would be refused. It 
carried with it large em olum ent and 
m ore money than Mr. Cleveland ever 
had made, but he wrote back as fo l­
low s:
“ I have a very definite plan o f life 
and have decided how much work I can 
do without im pairing my health and 
how much o f additional responsibility I 
can assume. I have accum ulated about 
$75,000.00 and my practice yields me 
an incom e which is sufficient for  my 
wants and a prudent addition to my 
capital for  my old age. No am ount o f 
money whatever would tempt me to 
add to or increase my present w ork .”  
Now, isn ’t that foolish? Think o f it; 
and yet Grover Cleveland wasn’t so very 
foolish, or they w ouldn ’t have made him 
President o f the United States, and I 
believe Grover Cleveland got a Whole 
lot m ore out o f  life than most o f  us 
accountants do who want to take every 
job  that comes along and go out after 
all the rest that there are. From  the 
comments I have heard here tonight, 
you don ’t need to tell me you are not 
after them. You w ould try to w ork 
twenty-six hours a day if you could find 
the hours, and then you w ould break 
down and be forced out. W hy do we 
do those things? Just because we don ’t 
think the problem s through.
Now, that is a fact. Three years ago 
I had time to think. I started one 
m orning to h iccough  a little bit. The 
doctor gave me som ething and said, 
“ Go home, you w ill be all right tom or­
row .”  Tw elve days afterwards, when 
they had them stopped, I had had a lot 
o f tim e to  think about whether it was 
w orth while. I haven’t hiccoughed 
since. I had allowed m yself to get into 
a run down physical condition, nervous 
tension, and so forth. I had been in 
W ashington for  three or four days and
I came hom e and kept right on going 
and didn’t stop for  anything. W hat is 
the use? Grover Cleveland didn ’t d o  it  
that way. Have an “ X -ray m achine”  
that you can use on yourself. Here is  
one in which P rofessor Spalding o f  Har­
vard says: “ W hat are you doing? W h y 
are you doing it? W hy are you doing it 
like you are?”  If I had been honest 
and answered these questions I w ouldn ’t 
have had twelve days and nights o f  
h iccoughing, because I w ouldn ’ t have 
been so foolish  as to drive m yself as I 
did.
“What are you doing?” a man asked a  
stonemason. “ Cutting stone, can’t you 
see?”  He went to the next workman, 
“ What are you doing?”  “ I am making 
$10 a day.”  He asked the next man, 
“ What are you doing?”  “ I am helping 
to build a church to the glory o f God." 
The same job ; three men; three views 
of “ what are we doing?" What are we 
doing? Making all the money we can. 
What for? So that we can get mixed up 
with various and sundry domestic rela­
tions, and so forth ?
The Magazine o f W all Street says: “ At 
the age o f 40, 97 per cent o f all men 
meet with reverses. A t the age o f 45 
this same percentage has lost all. A t 
the age o f  50, which should be the 
ripest period o f a man’s productive 
genius, but one in five thousand can re­
cover his financial footing which he had 
lost; and at the age o f 65 95 per cent 
o f men are dependent upon their daily  
earnings, or their children, for  sup­
port.”  Very few  men look to the future 
with purposes in mind o f preparing to  
m eet it. In other words, they never 
budget themselves.
As accountants, we are talking budgets, 
and we are teaching budgets. I believe 
we are amiss if  we don’t go further and 
try as we can to budget our lives and to 
help other people to budget theirs. An­
drew Carnegie, you know, said, “ Why, 
no, I don’t give advice to young people, 
because they w on ’t take it.”  Let us ex­
pose them to it if they won’t take it. Give 
them the advice. Offer it to them. I f  
they don’t take it, we, at least, have a 
clear conscience.
One more quotation: “ The happiest old 
age is the one freest from  care and most 
blessed with a memory o f deeds and 
thoughtfulness and service towards 
others.”  Not cafeteria style. Service to­
wards others.
A  young man in a recent magazine ar­
ticle is made to say as he comes up from  
the cellar, “Well, if  I had a m illion dol­
lars I wouldn’t go down and fix that 
furnace again.”  He was asked, “W hat 
would you do if  you had a million dol­
lars?”  He replied, “ I would quit w ork 
and enjoy myself.”  It can’t be done. 
You can’t quit work and enjoy yourself, 
fo r  any length o f time, but we can so
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budget, or plan, our lives that life  w ill 
hold  much m ore for  us than the great 
m ajority  o f fo lks attain.
Anna Richardson, in a recent article, 
said: “How I do envy you people 32 years 
o f  age. I am now 62. I would like to 
go back and plan m y life so that when I 
get old I can enjoy myself.”  Last winter 
I spent four weeks in dodging the flu 
out in Southern California. I stopped in 
one of those large hotels where they have 
about a thousand rooms, and the first 
few days I wondered what was wrong in 
the lobby o f that hotel, when I would 
come in, especially in the evening. I 
sensed there was something that was un­
comfortable. And then I made this 
analysis: The people were just hungry 
for  som eone to talk to, for  som ething to 
do . I didn’t often sit down in the lobby 
I did one day. A  man came along and 
sat down, and then began to tell me 
what he was trying to do to put in his 
tim e. Of all the sad things, to see those 
people that did not know  how  to en joy 
them selves, that had no plan o f living.
D octor Copeland puts it  in the very 
last paragraph o f his article today. Some 
o f  these he writes for the money that is 
in it, and some of these he writes for 
something that he has to say. I think 
he had something to say this time. He 
wrote o f the man who sold his seat on the 
Exchange. He was out just seventy days, 
ten weeks, and he came back and paid 
$30,000 more to get the seat back. They 
inquired, “ What are you back here for?” 
and he said, “ I don’t know what else to 
do.”  He had to have something to do 
to put in his time. Read the last two 
paragraphs o f this, because it says some­
thing about Detroit. “ Begin now to think 
about what you will do when you quit.
I  was back home a few weeks ago and on 
our street lives a man who was a mer­
chant in Detroit for years. He made his 
plans to quit, to give up business at a 
certain age and go to this little town 
where he had purchased a modest home. 
H e is having the time o f his life with his 
flowers and trees and attic. This man 
prepared for his retirement, and he 
planned it as he did his business. So 
when he did retire he went into some­
thing that he had longed to do. Blessed 
is  the man or woman who longs to do 
som ething that they can do after a 
w hile.”
I f  we all would make an analysis of 
ourselves, we would be so much happier 
in this life ; we would do so much more 
good, and we w ould live so  much longer 
that there would be no comparison with 
what we are now getting out o f life. 
W hat is really worth while? W on’t you 
th ink  along this line?
This talk is accountancy plus, because 
i t  is budgeting. It is budgeting the most 
important thing I know of, and that is 
L ife.
AUDITING
May 21, 1928— 2 p. m. to 6 p. m. 
Answer ten o f the follow ing twelve 
questions:
1. If em ployed by the officers o f a 
corporation  to make an audit, w ould 
you make any difference in your plans 
and in your report if you knew whether 
the audit was to be presented to a pros­
pective purchaser of the stock, to a 
prospective purchaser o f bonds, to the 
bank as a basis for  the purpose of 
securing a loan, or to the stockholders 
at their regular annual m eeting? I f  so, 
state the differences.
2. Is it w ithin the scope o f an audi­
tor ’s duty to examine the signatures o f 
the checks drawn by a firm or corpora­
tion under audit? Is it  necessary to 
scrutinize the indorsem ent? If so, why?
If not, why not?
3. A  com pany purchased several 
machines and, in order to install them 
to the best advantage, old  machines 
which w ere to remain in use were 
moved to make room  for them. The 
machines were large and had to be 
taken apart before they could be 
moved. To what account should the 
cost o f  m oving be charged and w hy?
4. H ow w ould you obtain the profit 
or loss o f  a concern whose books are 
kept by single entry?
5. (a ) Differentiate between a state­
ment o f  incom e and expense, and a 
statement o f  receipts and disburse­
ments.
(b )  The annual report o f  a club con­
tains both statements. You find that 
the item s and figures in  one are iden­
tical with those in the other. A ccount 
fo r  the situation necessary for  the ex­
istence o f  this sim ilarity.
6. In form ulating a profit and loss 
account fo r  a m anufacturing concern 
in w hich factory  rent is an element, 
under what classification w ould you al­
locate it in order to be econom ically  
sound?
7. State fou r different classes o f  
audits and give briefly the scope o f  
each.
8. In auditing a trust com pany’ s ac­
counts, you find that the com pany is 
cotrustee fo r  a num ber o f estates. The 
securities are locked in a safe deposit 
box  that cannot be opened w ithout the 
assistance o f  the absent trustee, who 
w ill be away fo r  several months. W hat 
precautions should be taken to safe­
guard the integrity o f  your audit?
9. W ould  you, or would you not, be 
satisfied with a list run off on an add­
ing machine by som e one connected 
with the institution under examination 
after you had com pared the am ount o f
each item with the listed figures? Give 
your reason.
10. Name six types o f “ reserves.'’ De­
scribe the purpose o f  each and suggest 
at least one basis for  each upon w hich 
they can be created and maintained.
11. A  cashier disburses and receives 
cash and checks and has charge o f the 
ledger accounts. He is suspected o f ir­
regularities. W hat auditing procedure 
would disclose his method o f covering 
the shortage?
12. In order to verify  the correct­
ness o f  a balance sheet, what course 
should be fo llow ed  in auditing a cor ­
poration w here the volum e o f  transac­
tions is so large that detailed checking 
is im practicable?
COMMERCIAL LA W  
N egotiable Instruments 
M ay 21, 1928— 9 a. m. to 1 p. m. 
Answ er three o f  the fo low in g  four 
questions:
1. Is the fo llow in g  a negotiable in­
strum ent?
“ Boston, Mass., July 1, 1927. One 
year after date, for  value received, the 
Y. Z. Corporation prom ises to pay to 
the order o f  Adam  Brown three thou­
sand dollars with interest at the office 
o f  the Y. Z. Corporation, Boston, Mass.. 
or, at the option o f the holder thereof, 
upon the surrender o f  this note to issue 
to the holder hereof in lieu thereof 
thirty shares o f  the preferred stock of 
said Y. Z. Corporation and to pay to the 
holder h ereof in cash the interest then 
due upon said sum. The Y. Z. Cor­
poration, by  Y. Z. President.”
2. W hat is the effect o f  indorsement 
o f  a negotiable instrument
(a )  by an in fant?
(b )  w ithout consideration, by  a cor­
poration ?
3. A  sold  his autom obile to B, w ar­
ranting it to be a 1918 m odel in good 
mechanical condition. B gave A his 
note in payment o f  the purchase price, 
o f  w hich note C becam e the holder in 
due course. B, after a few  days, found 
that the autom obile was a 1917 m odel 
and in such defective condition that its 
actual value was but a sm all proportion 
o f the purchase price paid by him, o f 
all o f w hich X  had knowledge. X  sub­
sequently purchased the note from  C. 
Could he enforce the note against B ?
4. H ow  m ay a qualified indorsement 
be m ade and w hat is the effect o f  such 
an indorsem ent?
Contracts 
Answ er both o f the fo llow ing  ques­
tions:
5. A  entered into the fo llow in g  
agreem ent with the R. S. Cement C o.:
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“ M emorandum o f  agreem ent made 
this 10th day o f  May, 1928, between 
A, first party, and R. S. Cement Com­
pany, second party, to-w it, first party 
agrees to give the ‘R .S .’ brand cement 
the preference in his sales o f cement for 
the year 1928, and in consideration 
thereof second party agrees to sell said 
brand o f cement to the first party dur­
ing the year 1928 at the price o f 95 
cents a barrel f. o. b. Haverstraw, New 
Y ork .”
A  ordered several shipments o f 
cement which were duly delivered and 
paid for. Subsequently the market 
price o f  cement rose and the cement 
company notified A  that it w ould fu r­
nish no m ore cement under the agree­
ment. A  then purchased his cement 
elsewhere during the remainder o f the 
year at higher m arket prices, and he 
sought to recover from  the cement com ­
pany as damages the difference be­
tween the cost o f  cement purchased by 
him at the prevailing m arket price and 
what the cement w ould have cost at the 
price provided in the agreement. Could 
he recover?
6. Define
(1 ) a jo in t contract.
(2 )  a jo in t and several contract, and 
point out the rights o f the respective 
parties under each.
Corporations
Answer both the follow ing questions:
7. In what circum stances are direc­
tors o f a corporation  authorized to de­
clare dividends, and what are the liabil­
ities o f  directors fo r  declaring an un­
authorized dividend?
8. The X  Corporation owns certain 
personal property o f  which B has 
w rongfully  taken possession. A  owns 
all o f  the stock o f the X  Corporation 
and brings in his own name an action 
to recover the property from  B. Is A 
entitled to recover?
Partnership
Answer one o f the fo llow in g  two 
questions:
9. A, B and C form  a partnership, 
each by mutual agreem ent contributing 
equally to the original capital. Later 
C furnishes various further sums to the 
partnership to prevent financial diffi­
culties, the partnership finally being 
obliged to make an assignment for  the 
benefit o f its creditors. W hat are C’s 
rights with regard to the additional 
sums furnished by him ?
10. C is admitted as a partner in a 
partnership com posed o f A  and B on 
contributing a certain am ount to the 
partnership capital. Prior to C’s ad­
mission, the partnership o f A  and B in­
curred a large obligation  which sub­
sequent to C’s adm ission as a partner, 
the partnership assets were insufficient 
to satisfy. A  and B having no financial
responsibility, X  seeks to satisfy his 
claim  out o f  the individual assets o f  C. 
Can he succeed?
Bankruptcy
Answer the fo llow in g  question:
11. On examining the books o f the
Y Corporation you find a judgm ent in 
favor o f the corporation against A  for 
$1,000.00: recovered on Decem ber 10,
1926. You also find that on July 16,
1927, A  filed a voluntary petition in 
bankruptcy showing assets (both  real 
and personal property) am ounting to 
several thousand dollars and liabilities 
consisting, in addition to the judgm ent, 
o f  am ounts due on various prom issory 
notes and open accounts. H ow would 
you treat the judgm ent in preparing a 
financial statement for  the corporation?
Federal Income Tax
Answer the fo llow ing  question:
12. The United Realty Company 
owns a parcel o f  land, acquired in 1921 
for  $80,000. It sells this to Harvey 
R iley on January 2, 1924, for  $100,000. 
The property is subject to a first m ort­
gage o f $40,000, which the purchaser 
agrees to assume. Mr. R iley gives a 
second m ortgage for  $50,000, and pays 
$10,000 cash, thus satisfying the pur­
chase price o f  $100,000. The second 
m ortgage is payable over a period o f 
five years, $10,000 per annum, due 
Decem ber 31. H ow is the profit from  
this sale to be reported by the United 
Realty Co? Taxpayer reports on the 
calendar-year basis.
THEORY & PRACTICE— PART 1
May 22, 1928— 9 a. m. to 2 p. m.
Answer all o f  the follow ing ques­
tions:
1. (30 points.) The Excelsior Manu­
facturing Company com m enced busi­
ness on January 1, 1927, with a paid 
up capital o f  $2,000,000. It has a sys­
tem o f cost accounts which are con­
trolled by the general books.
The trial balance o f the com pany at 

















The general books o f  the company 
show charges and credit to Overhead 
account as shown in the schedule be ­
low .
On making an examination o f the ac­
counts, you find that the purchases o f 
raw material during the year amounted 
to $500,000; that the cost o f  direct 
labor was $375,000; and that the sales 
am ounted to $723,250.
An analysis o f  the orders in porcess 
discloses the follow ing charges: Ma­
terials, $25,000; D irect Labor, $37,500; 
Burden (100 per cent direct la b or ), 
$37,500; and Total, $100,000.
The num ber o f units com pleted and 
delivered to the warehouse was 100,­
000 and o f this num ber 70,000 units 
were sold.
You find that a dividend o f 3 ½ per 
cent was declared during the fiscal year 
and that no entry was made on the 
books.
OVERHEAD ACCOUNT 
Factory executive salaries (one-
third) .................................................  $15,000
Indirect labor .................................... 30,000
Cost departm ent salaries .............. 10,000
Superintendents’ salaries .............. 10,000
Repairs o f  m achinery and build­
ings .................................................... 25,000
P ow er .................................................... 5,000
F actory  supplies and ex p e n se s ... 5,000
Interest on plant and equ ipm ent.. 60,000
Salesmen’s salaries ...........................  20,000
Salesmen’s expenses ......................... 10,000
Advertising ..........................................  30,000
Freight outbound ................................ 10,000
Shipping department, labor and
expenses ........................................... 15,000
Officers’ salaries ( executive, tw o-
th irds) ...............................................  30,000
Office salaries (c le r k s ) ....................  15,000
Office expenses ....................................  5,000
Cash discount on sales ....................  15,000
Interest on notes payable .............. 10,000
A llow ances to  custom ers ................ 10,000
Bad debts ...............................................  5,000
Depreciation on plant and m a­
chinery ...............................................  50,000
Total ........................................  385,000
Credits:
Cash discounts on purchases . .  10,000
Burden applied to cost orders in 
process during the year (equal 
to 100 per cent of direct labor) . 375,000
Y ou are asked to prepare a Balance 
Sheet and a Profit and Loss Statement; 
also a statement show ing the cost and 
net profit per unit. Submit your w ork ­
ing sheet.
2. (30 points.) "A ,”  “ B ,”  and “ C”  
form  a partnership January 1, 1927. 
“ A ”  invests $65,000; “ B ,”  $45,000; 
and “ C,”  $40,000. Profits are to be 
determined sem i-annually and are to be 
shared in the ratio o f  the original in­
vestments. No interest to be calculated 
on Partners’ Capital Accounts. A t the 
end o f six m onths the ledger contains 
the fo llow in g  balances:
Accounts receivable ......... .............  $100,000
Accounts payable ............................ 32,400
Insurance ........................................... 6,000
Interest paid ......................................  200
Interest received .............................. 500
Notes receivable................................  20,000
Notes payable ..................................  20,000
Purchases ..........................................  600,000
Purchase allowances ...................... 1,000
Cash ................................








Profit and loss .............
Interest on plant in­
vestment ...................
Accounts payable . . . .
Notes payable...............
Reserve for depreciation 
Capital stock ...............
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Purchase discounts . .
Purchase returns . . . .
Sales ...............................
Sales returns ..............
Sales allowances . . . .
Salaries and wages .
Rent ...............................
Securities owned . . . .
Miscellaneous expense
Cash ...............................
“A ” capital account .
“B” capital account .
“C” capital account .
The inventory o f stock on June 30, 
am ounted to $110,000. Of the ac­
counts receivable, it is estimated that 2 
per cent are uncollectible. During the 
six months the firm discounted notes 
receivable am ounting to $10,000 of 
which a note o f $1,000 w ill not be due 
until August 1.
The insurance premiums paid were 
for  insurance covering a three-year 
period, expiring January 1, 1930.
The fo llow ing  m inor bills are out­
standing: telephone and telegraph, 
$20; electric light, $130; drayage, 
$100. The estimated taxes for  the 
year 1927 are $6,800.
The notes payable are represented by 
two notes o f $10,000 each, for  the four 
months at 6 per cent interest, dated 
May 1 and June 1, respectively. The 
first note was discounted; interest on 
the second note was payable at matur­
ity.
On July 1, 1927, “ A ”  withdraws from  
the firm, his interest being purchased 
by “ B ,”  “ C,”  and “ D”  in such propor­
tions that the capital o f all partners 
shall be equal. It is agreed by all par­
ties that the value o f the goodw ill is 
$15,000, which has been created during 
the period of the partnership, and 
which am ount it is decided should be 
set up on the books.
(a ) Construct trial balance as at 
July 1; (b )  prepare journal entries in ­
dicating the necessary adjustm ents;
(c )  prepare a Profit and Loss State­
ment for  six months ending June 30; 
and (d ) prepare a balance sheet as o f 
July 1, after the withdrawal o f “ A ”  and 
the entrance o f “ D .”
3. (25 points.) From  the follow ing 
comparative Balance Sheet make state­
ment showing disposition o f incom e:
Assets. 1927. 1926.
Plant and equipment.. $37,277.11 $36,551.03
Inventory, material . . 24,334.05 29,650.17
Inventory supplies . . . 6,077.69 6,070.91
Cash in bank ................ 2,100.90 1,716.31
Cash on hand ................ 6.44 1.44





tion Commission . . . 121.71
Prepaid insurance . . . . 287.98 650.28
Office supplies .............. 90.00 95.00
Taxes ............................... 41.67
Treasury stock ........... 400.00















Capital stock ................ $26,000.00 $26,000.00
Surplus ............................. 47,378.46 43,025.81
Accounts payable . . . . 789.42 147.81
Notes p ay ab le ................ 4,000.00
Reserve for interest . . 6.12
Reserve for taxes . . . . 387.57 1,051.41






Total ....................  84,413.40 81,247.15
Net Profit for  the year, $33,492.86.
Dividends paid during the year, 
$28,850.
Surplus adjustm ent, debit, $290.21.
4. (5 points.) (a ) “ A ”  has $5,000 
invested in a business. He sells “ B ”  a 
half interest for $2,000 and places the 
money in the business. Make the en­
try. (b ) “ A ”  has $5,000 invested in a 
business. He sells “ B ”  a half interest 
for  $3,000 and keeps the money. Make 
the entry.
5. (5 points.) A stockholder desires 
to know the book value o f his stock in 
a corporation for  the purpose o f  accept­
ing an offer from  a purchaser who 
agrees to buy his stock at the book 
value as shown by the follow ing Bal­
ance Sheet. Prepare a statement show­
ing the book value o f  the stock.
Assets.
Cash on hand ......................................  $25,000
Accounts receivable ......................... 100,000
Notes receivable ...............................  30,000
Inventories ............................. ............. 100,000
Treasury stock (1,000 shares) . . 125,000
Cost of plant ......................................  800,000
Total ........................................... 1,180,000
Liabilities.
Accounts payable .............................  $15,000
Notes payable ....................................  50,000
Bonds outstanding ...........................  200,000
Reserve for shrinkage of inven­
tories .................................................. 25,000
Reserve foil depreciation ................ 50,000
Reserve for extinguishment of
bonds .................................................  100,000
Reserve for additions to p lant.. . 50,000
Capital stock (3,000 shares) . . . .  300,000
Reserve for working ca p ita l.........  200,000
Undivided profits .............................  190,000
Total ........................................... 1,180,000
6. (5 points.) Fram e any entries 
necessary to record the action o f the 
directors as it appears in the minutes 
o f the meeting.
The treasurer reported that the 
profits for  the year as audited amounted 
to $59,287. Voted a dividend o f $40,­
000 be paid on October 1 to the stock­
holders o f  record September 15 and 
that $10,000 o f the profits be appro­
priated as a reserve fo r  relief o f em­
ployees disabled while in the service o f 
the United States and invested in L ib­
erty Bonds.
TH EO RY & PRACTICE— PA R T  II
May 23, 1928—9 a. m. to 2 p. m.
Answer all o f the follow ing ques­
tions:
1. (30 points.) A  corporation was or­
ganized and began business January 1,
1926. On Decem ber 31, 1927, it closed 
its books and presented a statement to 
the bank, the statement em bodying the 





Buildings, brick ........... 38,000
Buildings, wooden . . . . 28,000
Patents ........................... 400,000
Accounts payable, pur­
chase ledger .............. $178,000
Notes payable .............. 200,000
Mortgage payable . . . . 54,000
Finished goods (selling
100,000
Prepaid insurance . . . .  7,850
55,000
Dies and patterns . . . . 34,000
Prepaid interest ........... 4,400





Goods in process (cost) 40,000
Raw materials (cost). 170,000
2,500





Preferred stock ............ 250,000
Common stock .............. 400,000
Accrued payroll ........... 4,000
117,500
Total .................... 1,208,700 1,208,700
The bank, not being satisfied w ith the 
statement, instructs you to prepare and 
certify  a new one. You find that the 
depreciation reserves on buildings and 
property have never been set up. In 
connection with the m achinery, dies 
and patterns, you find that the b u s i­
ness operates under valuable patents 
granted January 1, 1926, and that the 
m achinery, dies, and patterns are 
planned and expected to last during the 
life o f the patents. The patents used 
by the corporation w ill not be subject 
to renewal.
The product is sold on a 20 per cent 
m argin o f gross profit. Five per cent is 
allow ed to all custom ers for  cash dis­
count, and all custom ers’ accounts are 
collectible. Salesmen sell goods on 
com m ission and are allowed to draw in 
advance as required.
Preferred stock dividends were paid 
sem i-annually at the annual rate o f 7 
per cent. Preferred stock was retired 
on Decem ber 30, 1927 at 115, the Jan ­
uary 1, 1928, dividend not yet paid, to 
go to the stockholders, Common stock 
dividends have been paid at the rate o f
5 per cent each year on December 1.
1928 T H E  C E R T I F I E D  P U B L I C  A C C O U N T A N T 249
A judgment was recorded against the 
corporation for $5 ,000 in December, 
and the Treasurer states that he does 
not wish it to appear in the statement 
for the year. There is a lawsuit pend­
ing against the corporation for $20,000, 
based, according to the corporations at­
torney, on grounds hard to defend.
(a) Prepare revised Balance Sheet.
(b) State the profits for the past two 
years after paying preferred stock divi­
dends. (c) The expenses of selling and 
distributing the product leave a margin 
of net profit equivalent to one-fourth 
of the gross profit. W hat were the total 
gross sales in the two years? (De­
preciation rates: buildings (brick), 2 
per cent; buildings (w ooden), 4 per 
cent.)
2. (27 points.)
JONES MANUFACTURING COMPANY 




Accounts receivable. . .  $42,739.66
Capital stock ............... ............. 150,000.00
Cash in banks ............. 3,706.82
Commissions .................  7,750.71
Depreciation .................  12,067.30
Discount on sales . . . .  4,986.22 
Discount on purchases. 6,792.40 
Finished product inven­
tory— Jan. 1, 1927.. 110,630.84
Freight, inward ......... 4,709.81
Freight, outward ......... 3,542.39
Factory expense ......... 52.796.57
Insurance .....................  5,372.90
Interest .......................... 3,850.00
Labor .............................. 179,473.82
Mach’ry and equipment 120,672.96
Material purchased . . .  158,691.26 
Material inventory —
Jan. 1, 1927 ........... 10,786.90
Notes payable ........................... 60,000.00
Office and selling ex­
penses .......................... 14,790.82
Petty cash ...................  150.00
Prepaid taxes ............. 672.80





Rent ................................  15,000.00





Traveling expenses . . .  4,836.24 
Unexpired insurance . . 6,821.16 
Work in process (In­
ventory Jan. 1, 1927) 53,689.39
Total ...................  872,955.73 872,955.73
Inventories at December 31, 1927, 
are: Material, $ 9 ,877 .44 ; work in pro­
cess, $ 5 6 ,09 1 .2 9 ; finished product. 
$71,170 .10 .
From the above trial balance and 
facts prepare: (a) Balance Sheet, De­
cember, 31, 19 27 ; (b) statement show­
ing cost of manufacture and goods sold;
(c) Profit and Loss Account. Import­
ance will be attached to the form and 
classification of these statements in 
marking answers.
3. (18 points.) From  the balance 
sheet o f  the Landsdale M onotile Com­
pany, dated Decem ber 31, 1927, as be­
low, together with the inform ation  fo l­
lowing, show the trial balance before 
closing.
The L A N SD A L E  M ON OTILE CO., INC. 
Balance Sheet as o f Decem ber 31, 1927 
Assets.
Land and buildings . . $500,000 
Less— Reserve fo r  D e­
p reciation  ..................  120,000
--------------  $380,000
M ach’ry  and equipm ent 200,000 
Less— Reserve for  D e­
preciation ..................  80,000
-------------- 120 ,000
U. S. V ictory  b o n d s .. .  100,000
M erchandise inventory. 125,000
Cash .................................. 58,000
A ccounts receivable . . 250,000 
Less —  Reserve for
doubtful accounts . . 12,500
--------------  237,500
Notes receivable .........  100,000




Capital stock ......................................  $300,000
Notes payable ....................................  350,000
A ccounts payable .............................  158,000
Accrued interest, payable .............. 3,000
Surplus .................................................  314,000
1,125,000
The accruals at the time o f closing 
were:
Interest on notes payable, $3,000; 
depreciation on buildings, $20,000; in­
terest on notes receivable, $2,000: de­
preciation on machinery and equip­
ment, $30,000; interest on V ictory 
Bonds, $2 ,500; provision for doubtful 
accounts, $12,500. The other nominal 
accounts closed out were: Sales, $325,­
000; administrative expenses, $50,000; 
cost o f goods sold, $125,000; selling 
expenses, $25,000.
4. (5 points.) Define:
(a ) Treasury Stock.
(b ) Nominal Accounts.
(c )  Accrued Interest.
(d ) Controlling Account.
(e ) D eferred Charges.
5. (5 points.) W hat should be the 
controlling factor in determ ining 
whether or not certain items may prop­
erly be capitalized?
6. (5 points.) (a ) How should a 
trading company, acting also as agent 
for  an individual trader, show on its 
balance sheet the unsold consigned 
goods o f the principal?
(b ) H ow  should the principal show 
the goods on his own balance sheet?
7. (5 points.) Name the elements es­
sential to the proper calculation o f a 
depreciation charge.




(C on tin u ed  fro m  p a g e  243)
K eirishi, he w ill have to be registered 
as such, (a ) possessing the qualifica­
tions prescribed by the Minister o f Com­
merce and! Industry, and (b ) passing 
the examination for  K eirishi; provided, 
however, that the foreigner who comes 
under the waiver clauses o f Article 3, 
w ill be exempt from  the exam ination.”  
The qualifications prescribed by the 
M inister o f  Com merce and Industry are 
not stated, but from  the w ording o f the 
law, one w ould judge that the qualifi­
cations pertain to the matter o f being a 
bona fide citizen in good standing o f the 
country whose citizenship is claimed, 
and being persona grata to the authori­
ties o f Japan. And as to this the Min­
ister w ill probably pass on each applica­
tion as it is made, and reciprocity may 
be a factor in the matter.
Com menting on the law, Mr. Edwin 
L. Neville, the Am erican Consul Gen­
eral, Tokyo, rem arks: “ Until the adop­
tion of th is law, Japan has been with­
out means for  independent audit by ac­
countants who could be held legally re­
sponsible fo r  their acts. W hile cor­
porations and other firms engaged in 
general business were required to have 
their accounts audited for the benefit of 
their stockholders, this was frequently 
taken care o f  by the concerns' own 
auditors, who were practically em ­
ployees o f  the Company, with no re­
sponsibility except to the Board o f Di­
rectors. It was known that abuses had 
grow n up in the auditing o f accounts 
and balance sheets and the Government 
decided that the time had arrived to 
provide for  public accountants who 
would have a legal standing.”
A  large factor, doubtless, which op­
erated finally to impress the legislators 
with the need o f due recognition  o f the 
profession o f the expert accountant, was 
the financial crisis which com m enced 
at the beginning o f last year, and which 
reached such a disastrous climax. To 
stem the panic and to prepare a solution 
for  the com plicated situation, in which 
sem i-governm ent institutions were also 
involved, the Governm ent authorized a 
tw o-day closure o f all banks, follow ed 
soon after by declaration o f a m orator­
ium for  three weeks. The currency de­
preciated, business suffered a serious 
setback, many banks and business con­
cerns becam e insolvent, including sev­
eral long-established and o f high rep­
utation, bringing financial embarrass­
ment and ruin to citizens o f all classes.
One large business concern with 
branches in New York, London and 
elsewhere, collapsed like a house o f  
cards; and one large bank which had 
to take drastic measures in order to
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survive, and is only ju st now  reopening, 
had as stockholders and as depositors 
m any o f the aristocracy. To the credit 
o f  som e men of prom inence involved in 
the bank disasters, they not only su f­
fered loss in the stock  they held, and 
the additional equivalent thereof as re­
quired by the banking law, but they 
surrendered all their property for  the 
benefit o f poorer creditors. And many 
o f  the banks, by agreem ent o f the larg­
er creditors, paid off the sm aller cred­
itors in full.
In this day o f large businesses and 
numerous subsidiaries, it may be well to 
append something regarding consolidated 
statements. The eligibility for rediscount 
with the Federal Reserve Bank is always 
o f vital importance to bankers. The 
Federal Reserve Bank holds that when a 
borrower has closely connected or affili­
ated corporations or firms, a consolidated 
balance sheet must be accompanied by a 
separate balance sheet o f the borrower 
and that the member bank offering the 
note for rediscount must have the sepa­
rate figures in its possession.
The Federal Reserve Bank may accept 
for rediscount notes of holding companies 
if  the applying member bank can supply 
satisfactory balance sheets of the parent 
company and all subsidiaries, and fur­
nish information to the effect that the 
parent company owns 75 per cent of the 
stock o f all the subsidiaries and does not 
borrow for other than the subsidiaries, 
and that subsidiaries do not borrow from 
other than the parent.
In furnishing statements, these facts 
should be borne in mind, and particular 
attention should be given to explaining 
inter-company items, and transactions.
Banks do not, as a rule, lend to both 
parent and subsidiary but insist that all 
borrowings be handled through one com­
pany.
I would not have you think that the 
banker’s attitude is one of resistance.
He wants to make the loan, for it is 
through lending money that he makes 
money, but he is a cautious gentleman, 
and must feel fairly sure that the money 
he lends will be duly repaid. The banker 
who suspects that he has made a bad loan 
is like the man who swallowed the egg. 
He is afraid to move for fear it will break 
and afraid to sit still for fear it will 
hatch.
Gentlemen, this ends my prepared 
speech, which I have purposely made 
brief, as I have been told that the dis­
cussion and questions would probably 
consume as much or more time. What I 
have read was written with the idea of 
promoting discussion.
I shall endeavor to answer any ques­
tions you may care to ask.
(Am ong the questions were the follow­
in g):
Q. You say the banker wants to know 
the future. I f the accountant could fore­
tell the future he would not be in this 
business. He would be wealthy.
A. Through a careful budgeting of in­
come and expense to care for expansion 
and growth— the retirement of debt, the 
building up o f surplus, the providing of 
reserves, the future is at least in part re­
flected, and the accountant, in clearly 
listing the items and giving frank ex­
planation, furnishes the banker the 
means for greater insight into the future 
of the business than the accountant sus­
W ithin the past five years Japan has 
suffered two very severe reverses. In
1923, the great earthquake fo llow ed by 
devastating conflagrations w hich all but 
destroyed the two ch ie f cities o f Tokyo 
and Yokoham a, and then the financial 
disaster o f  last year. The recovery of 
Japan a fter such a blow  to these two 
capital cities and the fact that no long 
continued depression follow ed, has been 
m atter o f favorable com m ent by A m er­
ican and European leaders in finance 
and com m erce. And though Tokyo and 
Y okoham a still bear ugly scars o f the 
great catastrophe, the renovation and 
transform ation is going steadily fo r ­
ward, the financial setback o f last year 
notwithstanding, However, the ambi­
tious plans at first proposed o f allow ­
ing nothing but strictly fireproof build­
ings in the city limits, and providing for 
very extensive cutting o f wide avenues 
through the city, have had to give way 
to practical expediency. The coat has 
had to be cut according to the cloth. 
Nevertheless, very great im provem ent 
over form er conditions has been, and is 
being made. Streets everywhere are 
being widened and straightened, and a 
large measure of fire precaution is in­
sisted upon. Beside which the fire de­
partment and its apparatus is becom ing 
m ore and m ore efficient.
Meanwhile, the patience o f the gen­
erally  patient Oriental, to say nothing 
o f  that o f aggressive Occidentals e n jo y ­
ing Oriental dom icile, is being put to 
the test, for  between pulling down and 
tearing up, the going in parts o f Tokyo 
and Yokoham a has been, and will be 
fo r  some time, rather heavy.
Change in financial and industrial 
conditions in Japan which had been 
going forw ard, received a very great 
impetus by the W orld  W ar. As the 
Japan Times (T ok yo) says, “ W ithin
The w onder is that the distress has 
not been greater. That is owing per­
haps to the fact that the loss fell so 
much on people who were more able to 
bear it, as the greater part o f  the com ­
m on people keep their savings in the 
Post Office Bank more than in other 
banks, to w hich so many o f  them are 
unaccustom ed. Post Office deposits 
have increased greatly since this panic.
Here is a table showing com parative­
ly the recent increase o f  deposits in the 
Post Office, the Trust Companies and 
the five large banks o f  Japan:
Post Office Savings, Deposits ......................
Trust Companies, Deposits ...........................
Mitsui, Sumitomo, Yasuida, Daiichi, Mitsu­
bishi Banks, Deposits .............................
Total .............................................Yen. . . .
December 1, 
Yr. 1, Showa Era, 




















a generation, Japan has becom e one o f  
the most expensive countries in the 
w orld  in which to live, where form erly 
it was one o f the cheapest.”  But this 
is bringing difficulties o f various kinds, 
including troubles between capital and 
labor.  To quote from  the Japan A d­
vertiser (T o k y o ), “ The public is sub­
jected to difficulties in the earning o f a 
livelihood, and is at a loss to know how 
to reduce the cost o f  living. The sit­
uation in Japan is grow ing more com ­
plex. Its problem s are many. In view 
o f the fact that its people increase by
800,000 each year, its population and 
its food  supply constitute pressing prob­
lems. At the same time one o f the 
striking features o f present Japan is 
the awakening o f her people to the hard 
facts o f her econom ic situation.”
CERTIFIED STATEMENT OF 
CONDITION
(Continued from page 232) 
the debt when due and grants or declines 
the credit accordingly.
Of course in many cases his decision 
is easily made, but in others he needs all 
his accumulated experience, and all the 
data available, and in border line cases, 
will most probably obtain another’s opin­
ion of the picture.
To summarize, we may say that what 
the banker desires, in the balance sheet 
and operating figures, and accompanying 
remarks, with the accountant’s certificate, 
is frankness, full and complete.
Many loans are refused because of the 
lack of frankness on the part of the ap­
plicant. Meagre information regarding 
the business, and the conditions surround­
ing it may result in a refusal, whereas, if 
the facts were clearly and frankly stated, 
the loan would be gladly granted.
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pects. No, the picture is not complete 
unless the future is portrayed.
Q. Do you think that it would be a 
good idea if the customer in submitting 
the statement would ask the bank to call 
in his accountant if  further information 
was wanted?
A. It would be a fine idea, and I am 
sure the banker would welcome it, as it 
would lessen his work greatly and facili­
tate his passing on the credit.
TREASURY DEPARTMENT 
AFFIDAVIT
By L . GLUICK, C. P . A.
Circular No. 230, July 1, 1927, requires 
that every attorney or agent who pre­
pares an argument or protest or other 
document in tax matters shall make an 
affidavit showing such preparation and 
the maker’s knowledge of the facts there­
in contained. Some practitioners have 
been troubled as to just what form the
affidavit should take. The following, 
while not guaranteed, has been found ac­




The Connecticut Society o f Certified 
Public Accountants has issued the sec­
ond o f a series o f  inform ational bulle­
tins. This bulletin is devoted to a dis­
cussion o f the Natural Business Year.
DISTRICT OF COLUMBIA 
The District o f  Colum bia Institute o f 
Certified Public Accountants has de­
cided not to hold w eekly luncheons dur­
ing the months o f July and August. 
These luncheons, which are held each 
W ednesday at the City Club, w ill be re­
sumed on the first W ednesday after 
Labor Day, September 5.
FLORIDA 
The annual meeting of the Florida In­
stitute of Accountants was held at the 
Hotel McAllister, Miami, on Friday and 
Saturday, June 22 and 23, 1928.
Reports o f the officers showed the mem­
bership had grown to 243 and that the fi­
nances were in sound condition. The 
new Constitution and By-laws, which had 
been acted upon at former meetings, were 
approved and immediate steps w ill be 
taken to incorporate the Institute under 
the laws of Florida.
As Chairman of the State Board of A c­
countancy, George H. Ford made a report 
as to the activities o f  the Board and ex­
plained the necessity for individual mem­
bers, and for the Institute, to cooperate 
with the Board in connection with any 
violations of the State law. It was the 
desire of all present that all charges of 
such violations should be energetically 
prosecuted through the proper channels. 
Gordon M. Hill presented an excellent
paper on “ Surplus” after which Institute 
activities were discussed. It was decided 
that the educational work would be car­
ried out by each chapter endeavoring to 
create personal contact with local asso­
ciations o f bankers, lawyers and others 
and arranging for accountants to address 
meetings of those associations on mat­
ters o f joint interest.
A  resolution endorsing the adoption of 
the natural business year was unanimous­
ly adopted. There was a discussion as 
to the best method o f dealing with com­
plaints made against a member of the 
Institute and a plan for the handling of 
such cases was decided upon.
It was decided that the Institute would 
form a bureau with which staff members 
desiring engagements may file applica­
tions and to which firms requiring as­
sistants may apply. The detailed work in 
this connection will be performed by an 
Assistant Secretary.
The President is to appoint a special 
committee for  the collection of statistics 
relating to the businesses carried on in 
Florida, which statistics are to be dis­
tributed to the members of the Institute.
The following officers were elected: 
President, Walter Mucklow, Jacksonville; 
First Vice-President, Tucker Savage, 
Tampa; Second Vice-President, James B. 
Moore, Orlando; Third Vice-President, 
Homer G. Graham, Miami; Secretary, C.
H. Goodrich, Jacksonville; Treasurer, W.
E. Keen, West Palm Beach. These of­
ficers, together with the Presidents of the 
six local chapters which have been or­
ganized, constitute the Executive Com­
mittee.
About 150 persons attended the ban­
quet held Saturday evening at the City 
Club. Hon. Frank B. Stoneman acted as 
Toastmaster and Dr. A. C. W hiteford de­
livered an address on “ Florida’s Indus­
trial Possibilities.” A  silver water pitcher 
and tray was presented to the President. 
Music was provided throughout the eve­
ning and the banquet was followed by 
dancing.
GEORGIA
An interesting and enthusiastic m eet­
ing o f the Georgia Society o f  Certified 
Public Accountants was held in Savan­
nah on June 23, when the Savannah 
Chapter acted as hosts. The business 
m eeting was opened at 10.30 a. m. at 
the De Soto Hotel. The fiscal year of 
the Society was changed from  Novem ­
ber 30 to June 30, and the date o f the 
annual m eeting was changed to the 
third Saturday in June. In order to 
make closer personal contact with the 
business interests o f the State a new 
com m ittee, known as the Public Rela­
tions Committee, is to be appointed by 
the President. F ifty  per cent o f  the 
incom e o f the Georgia Society is to be 
set aside for  the use o f  this com m ittee.
The fo llow in g  officers were elected: 
President, J. T. McIver, o f Savannah; 
Vice President, James L. Respess, of A t­
lanta; V ice President, R obert L. H ol­
land, o f Savannah; Secretary, Henry F. 
Meyer, o f Savannah; Treasurer, Mark 
V. Larned, o f  Atlanta. Trustees, H. T. 
Amason, o f  Atlanta; M. H. Barnes, o f 
Savannah; W . H. James, o f Atlanta; 
C. R. Dawson, o f  Atlanta; R. H. Eaton, 
o f  Savannah; A. H. Eidson, o f  Atlanta, 
and T. J. O’Brien, Jr., o f Savannah.
F ollow ing luncheon at the De Soto 
H otel the m eeting adjourned to Tybee 
Island, where the afternoon was spent 
in the enjoym ent o f various sports. 
The m eeting concluded with dinner and 
dancing in the Tybrisa D ining R oom , 
Tybee Island.
The Savannah Chapter o f the Georgia 
Society o f Certified Public Accountants 
has elected the fo llow ing  officers for  
the incom ing year: Chairman, Robert 
L. Holland; Vice Chairman, C. W. 
Saussy; Vice Chairman, Eugene E. 
Behnken; Secretary-Treasurer, Jas. A. 
Gross.
OREGON AND WASHINGTON 
The Oregon and W ashington Societies 
have accom plished an innovation in 
their annual jo in t meetings. No longer 
are their meetings o f a social character 
only. The meeting at Seattle the 29th 
o f June was a delightful affair. The 
W ashington Society proved themselves 
excellent hosts from  early m orning until 
the last hours o f the day. H eretofore 
it has been the custom at the meetings 
to devote the entire time to play— pro­
State or 
County of
John Doe, being duly sworn, deposes 
and says:
1. That he is a Certified Public Ac­
countant
firm of .........................................
2. That he is duly licensed to practice 
before the Treasury Department and the 
Board of Tax Appeals.
3. That at the request of the ...............
name of client .......................................  he





(Signed) ........................................... , C. P. A.





member of the accounting
and that it is true to the best 
of his knowledge, ability, and 
belief.
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cedure not in keeping with the gener­
ally accepted idea o f an accountant. 
This m eeting was devoted to both w ork 
and play “ at a ratio o f ”  about fifty to 
fifty.
The guests were welcom ed to the 
meeting by Pearce C. Davis, President 
o f the W ashington Society, in a very 
happy and hearty manner. Reply was 
made by Mr. P. C. Janney on behalf o f 
the Oregon Society, the President o f 
the Oregon Society, Mr. I. D. W ood, 
being unable to attend. Mr. A. R . Saw­
telle, who found it necessary to fly 
from  Portland in an airplane in order 
to be present at the jo in t meeting, gave 
an interesting description o f this new 
and popular m ethod o f rapid transporta­
tion.
Mr. A. L. Andrus, o f  Portland, read a 
paper that was w ell w orth while. It 
was o f especial interest to accountants 
o f  the Northwest, who have to deal with 
the lumber industry, his subject being, 
“ Depreciation as Applied to the Lum ber 
Industry.”  The keynote o f  the paper 
dealt with a m ethod for  determ ining de­
preciation in a uniform  am ount over a 
term  of years as applied to an increas­
ing plant and equipm ent expenditure 
and an exhausting available supply o f 
raw material.
Mr. C. L. Stone, o f  Seattle, talked in­
terestingly concerning the problem  of 
the “ uncertified”  accountant. He point­
ed out that in the Seattle Telephone 
Directory there are many kinds o f ac­
countants listed. “ Public Accountants,”  
“ Certified Public Accountants,”  “ In­
com e Tax Accountants,”  “ A uditors”  
and “ M echanical A uditors,”  “ or what 
have you .”  In the legal profession  we 
do not find “ certified”  attorneys, or 
“ uncertified”  attorneys. It seems that 
legally speaking an attorney is simply 
an attorney no matter w here you find 
him, or what his particular field o f en­
deavor is. Only about one-fourth  o f the 
accountants listed in the Seattle Di­
rectory  are designated as “ certified.”  
The situation in Portland is analogous. 
W hat is to be done is the question and 
a jo in t com m ittee w ill be appointed to 
find out.
“ Certified Public Accountants as 
Trustees in Bankruptcy”  was Mr. J. G. 
G illingham ’s subject. He, being the 
trustee in bankruptcy for  a prominent, 
now defunct, bond house, knew w here­
o f  he spoke. Mr. G illingham ’s idea is 
that certified public accountants should 
be and probably are better fitted for 
duties as trustees than the average at­
torney at law.
Mr. Hugh C. Gruwell, a director o f  
the R obert Morris Associates, had as his 
subject “ The Accountant and the Bank­
er.”  Accountants’ certificates and 
means o f  cooperation  between the ac­
countant and banker for  their mutual 
interest and benefit were discussed.
At noon, the members, accompanied by 
their ladies, journeyed by auto to the 
Inglewood Country Club, where lunch­
eon was served.
The afternoon was devoted to recrea­
tion; several persons playing golf on the 
Inglewood links, and others participated 
in a sight-seeing trip which included a 
visit to the Government Locks, an in­
spection o f the plant o f the Stimson Mill 
Company, and a drive through the Uni­
versity o f Washington Campus.
During the evening a banquet was held 
at the Olympic Hotel.
A. J. Tourtellotte gave an address en­
titled, “ Trend of Business Prosperity.”
A  paper entitled, “ The Junior Account­
ant,”  was read by Professor E. E. Bos­
worth, Instructor of Accountancy, Oregon 
Agricultural College, Corvallis, Oregon.
Harry W. Carroll, Comptroller o f the 
City of Seattle, gave an address entitled, 
“ Development o f the Washington Society 
of Certified Public Accountants.”
G. F. Gyles, of Vancouver, B. C., offered 
valuable suggestions for admitting Pub­
lic Accountants to practice as Certified 
Public Accountants.
A. R. Sawtell, Past President of The 
Oregon State Society of Certified Public 
Accountants, extended an invitation to 
the members of the Washington Society 
of Certified Public Accountants, and of 
the Institute of Chartered Accountants o f 
British Columbia, to meet at Portland, 
Oregon, next year.
At the conclusion of the banquet, the 
members and their ladies enjoyed about 
two hours of dancing in the Venetian 
Gardens.
PENNSYLVANIA 
The Pennsylvania Institute o f Certi­
fied Public Accountants is to be con­
gratulated upon having so long held 
the active devotion of as staunch a 
friend as R. J. Bennett. Bob has just 
com pleted ten years o f  service as Sec­
retary o f the Pennsylvania Institute, 
having been elected on April 15, 1918. 
May his usefulness long continue!
In our account, in the July issue, of 
the annual meeting o f the Pennsylvania 
Institute, the names o f George W ilk in ­
son and Charles S. R ockey were inad­
vertently om itted from  the list o f mem­
bers o f  the Council.
PORTO RICO 
The Porto R ico Institute of A ccount­
ants announces the fo llow ing  list o f o f­
ficers: President, Eugenio D. Delgado, 
Assistant Manager, Banco Territorial y 
A gricola, San Juan, P. R .; V ice Presi­
dent, Augusto R. Soltero, Traveling Au­
ditor, Office o f  the Auditor o f  Porto 
R ico, San Juan, P. R .; Secretary, Ra­
mon Betancourt del Valle, Accountant,
Plazuela Sugar Co., Box 1343, San 
Juan, P. R .; Treasurer, Jose Pena 
Reyes, Paymaster o f Porto R ico, San 
Juan, P. R.
WASHINGTON 
The Seattle Chapter o f the W ashing­
ton Society o f Certified Public Account­
ants gave a luncheon on July 11, in 
com plim ent to Hon. John B. Milliken, 
o f  the United States Board of Tax Ap­
peals, who was hearing tax cases in the 
city that week.
IN MEMORIAM
LEN A E. MENDELSOHN, C. P. A.,
(N. H. No. 96, Nov. 24, 1919 ), died at 
her home in Boston, on June 15, 1928.
Miss M endelsohn’s death came as the 
result o f an attack o f pneum onia fo llow ­
ing a surgical operation. She was 
thought to be on the road to recovery 
and had been pronounced out o f 
danger so that her sudden going was 
all the m ore o f a shock to her fam ily 
and friends.
Miss M endelsohn started practice on 
her own account in 1913, and at the 
time o f her death was practicing under 
the style o f L. E. M endelsohn & Com­
pany at 60 State Street, Boston. She 
was a mem ber o f the Am erican Institute 
o f Accountants and o f The Am erican 
Society o f Certified Public Accountants. 
She was a charter member o f the Na­
tional Association o f Cost Accountants.
W ILLIA M  B. HATTON, C. P. A.,
(Colorado No. 145, December 18, 1924 ), 
met a tragic death on June 3, 1928, in 
the upper St. Charles R iver in Pueblo 
County, Colorado. Mr. Hatton and his 
son, John Edward, age 11, had gone 
there on a fishing trip. W hen they 
failed to return in the evening search­
ing parties were sent to locate them. A 
heavy snow storm  held up the search 
until next m orning when the bodies were 
found directly below  a w aterfall about 
half a mile from  where they were fish­
ing the day before. It is believed that 
Mr. Hatton jum ped into the water to 
save his son from  drowning and that 
both were carried over the falls.
Mr. Hatton, who had been practicing 
accounting in Pueblo fo r  a num ber o f  
years, had on May first becom e Comp­
troller o f  the Newton Lum ber Company 
o f Pueblo and his accounting practice 
had been continued under the name o f 
Hatton, Crable & Company.
He is survived by a w ife and three 
children, M argaret Ann, age 7, W illiam
B., Jr., age 3, and Robert, age eighteen 
months. He was a mem ber o f the Colo­
rado Society o f  Certified Public A ccount­
ants and The Am erican Society o f  Cer­
tified Public Accountants.
1928 T H E  C E R T I F I E D  P U B L I C  A C C O U N T A N T 253
Accounting for Dealers in Masons’ and Plasterers’ 
Building Materials
(Continued from page 230)
To Stock
Quantity Quantity
Total Deliveries to Stock 
Total Deliveries to Jobs 
Total
Entered Stock Ledger. 
Invoice O. K ....................
The entry for the stock items is made from  the unloading 






Class or Grade 
Minimum.
Received Disbursed Received Disbursed
In order to save num erous postings to the stock records, 
a summary is made daily o f  deliveries from  the warehouse. 
These totals are then entered on the stock cards. From  the 
tally record, the quantity placed in stock is entered on the 
receipt section o f the stock card. A  daily balance is deter­
mined and the condition o f the stock is known at all times. 
A physical inventory is taken m onthly to check with the 
records. This is im portant in order to make certain that 
material is not sold by truck drivers w orking in collusion 
with warehouse employees.
A steadfast application in the control o f the operating de­
tails w ill pave the way in the proper com pilation o f the 
pecuniary results. The books o f account are the same as in 
similar businesses, with this exception: Due to the number 
of com m odities sold, it is both prudent and advisable to show 
departmental results. In other words, the managem ent is 
interested in knowing the volum e of sales, for  example, o f 
brick, lime, cement, etc., and at the same time the gross 
profit derived from  each product.
In making the entries, then, first consideration should be 
given to analyzing the purchases, sales, etc., according to the 
class o f goods. The books o f account em ployed are:
JOURNAL
PURCHASE JOURNAL (Same Form for Returns) 
(Bag Return Record Previously Illustrated)
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NOTES RECEIVABLE REGISTER
August,
NOTES RECEIVABLE DISCOUNTED REGISTER
Patent Mortar.
Terra Cotta B locks.
Gypsum Blocks.
Mortar Colors.
F ibre and Lath Nails.















  Fixed 
Assets
The follow ing ledgers are em ployed in conjunction  with 
the books o f original entry:
1. General Ledger.
2. Accounts Receivable Ledger.
3. Accounts Payable Ledger.
4. Fixed Assets Ledger.
FIXE D  ASSETS LEDGER  
Sheet Number Purchased From
Description of Asset Date Received
Cost Estimated Life
(Including freight, cartage Depreciation .................... Per Cent.........
and setting up)
Depreciation Reserve
Date Charges  Credits  Balance  Date Charges Credits | Balance
Sound managem ent w ill require financial reports in which 
will be em bodied the fo llow ing  exhibits and schedule:
Exhibit “ A ”— Balance Sheet.
Exhibit “ B ” — Departmental Trading Statement.
Exhibit “ C” — Trading, Profit and Loss Statement.
Exhibit “ D ” — A utom obile and Trucking Expense. 
Schedule 1— Building Operating Costs.
The accounts in the general ledger should be so planned as 
to facilitate the preparation o f these statements.






Cash Sale Imprest Fund.
Notes Receivable (Custom ers.)
Less Notes Receivable Discounted.
Accounts Receivable.











Machinery, Conveyor, etc. 
Less: Reserve for  Depreciation.
(Detailed in Fixed Assets Ledger.)
Total Fixed Assets.




Total Deferred Charges to Expense.
Total Assets.




Federal Incom e Tax— Unpaid.










Bonds and M ortgage Payable.
Total Long Term Liabilities.
Net W orth :
Capital Stock.
Preferred Capital Stock Authorized.
Less: Unissued.
Common Capital Stock Authorized.
Less: Unissued.





Total Capital Stock and Surplus.
Total Liabilities, Capital Stock and Surplus.
The departmental trading statement w ill reveal the gross 
profit on the products dealt with. Discount on sales can be 
apportioned based on  the volum e o f business o f each item. 
The discount on purchases w ill be based on the am ount o f  
purchases of each article. It Would, o f  course, be impossible 
and im practical to allocate the expenses to each department. 
Charging the expenses to each product based on sales or any 
other method would be futile as brick, w hich is a m ajor sell­
ing item, is, usually routed to the operation direct from  the 
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is  therefore incurred. An attem pt to charge the brick  de­
partment with its proportionate expenses based on the sales 
w ould not reflect the true operating results.





Cost o f Merchandise Handled:
Inventory (Beginning o f period.)
Purchases.
To Be Accounted For.
Less: Inventory (E nd o f Period .)
Discounts on Purchases.
Cost o f Merchandise Handled.
Gross Departm ental Profit on Sales.
EX H IBIT “ C”
Trading, Profit and Loss Statement
Gross Departmental Profit on Sales (Exhibit “ B ” ) 
Shipping, General and Adm inistrative Expenses:
Shipping Expenses:
Trucking and Autom obiles (Exhibit “ D ” .)
Outside Trucking.
W arehouse Salaries.
Depreciation Furniture and Fixtures and Machinery. 
Rental (P roportion  o f Space Occupied— Schedule 1.) 









General and Adm inistrative Expenses:
Office Salaries.
Salaries o f Officers.
Telephone and Telegraph.





Rent (P roportion  o f Space Occupied— Schedule 1.) 
Depreciation Office Furniture and Fixtures.
Total General and Adm inistrative Expenses.
Total Operating Expenses.
Net Incom e from  Operations.




Total Additions to Income.
D eductions from  Incom e:
Interest (Current Financial Charges.)
Insurance.
Net Income.
Profit and Loss Charges or Credits:
Provision  for  Reserve for  Bad Debts. 
Contributions to Charity.
Federal Incom e Taxes.
State Franchise Taxes.
Profit or Loss on Sale o f Capital Assets. 
Total Profit and Loss Charges or Credits. 
Net Profit for  the Period.
E XH IB IT “D” 
Automobile and Trucking Expense
SCHEDULE 1 
Building Operating Costs









(Note: The percentage applied is based on the number of square 
feet occupied by each department.)
Progressive management is interested in vital statistics. 
The fo llow ing  should be included in the report:
DEPARTM ENTAL TRADING STATEMENT
Per Cent Gross Per Cent Gross 









Terra Cotta Blocks 
Gypsum Blocks 
Mortar Colors 
Fibre and Lath Nails
TRADING, PROFIT AND LOSS STATEMENT
Per Cent on Per Cent on 
Sales Cost
Net Sales
Cost of Goods Sold 
Gross Profit 
Deduct:
Trucking and Automobile Expenses 
Other Shipping Expenses 
Selling Expenses
General and Administrative Expenses
Interest
Bad Debts
Total Operating Costs 
Net Profit














Per Ton ! 
Delivery  
Cost 
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ANNOUNCEMENTS
Gladstone, Goldblatt & Company, 
Certified Public Accountants, announce 
that Oscar Brown, C. P. A., has been 
admitted to partnership. 2910 W ool­
worth Building, New York City.
Becker and R osenberg announce the 
rem oval o f their offices to 11 W est 
Forty-second Street, New Y ork  City, 
where they w ill continue the general 
practice o f  accountancy.
Frank L. W ilcox  & Company, Certi­
fied Public Accountants, W aco and 
Corpus Christi, Texas, announce that 
T. C. W ebb, C. P. A., has becom e as­
sociated with the firm.
W eber, Hoffman & Co., announce the 
rem oval o f their Miami, F lorida, office 
to the fifth floor o f  the Meyer-Kiser 
Bank Building. O. F. W eber, C. P. A., 
w ill continue as resident partner.
Norman N. Schomisch, C. P. A., an­
nounces that he has withdrawn from  
the firm of George Graham & Company 
and w ill hereafter conduct a general 
accounting practice on his own account 
with offices in the F. R . A. Building, 
Oshkosh, W isconsin.
Conrad Sauer, Jr., C. P. A., an­
nounces that the accounting practice 
heretofore conducted under the name 
o f  Chambellan, Berger & W elti, Comer 
Building, Birm ingham , Alabama, w ill 
be continued as Conrad Sauer, Jr., & 
Company, Certified Public Accountants, 
2014-15 Comer Building, Birm ingham, 
Alabama.
C. W . Fisher & Co. have acquired 
the W est Palm  Beach practice of John 
C. Boyle Company, as o f July 1, 1928. 
Announcem ent is also m ade that Orton 
W . Boyd, C. P. A., has been admitted as 
a member o f the firm and that the 
practice w ill hereafter be conducted un­
der the firm name o f Fisher, Boyd & 
Co., w ith offices at 911-912 Harvey 
Building, W est Palm  Beach, F lorida.
Charles A. K lein  & Company, Certi­
fied Public Accountants, announce the 
rem oval o f  their offices to 535 F ifth 
Avenue, New York City.
Balch, Funk & Com pany o f Philadel­
phia, announce the opening o f  offices 
in the Graybar Building, New Y ork City.
Edw. A. Coughlan & Co., Certified 
Public Accountants, announce the re­
m oval o f  their offices to the Fidelity- 
Philadelphia Trust Building, 123 South 
Broad Street, Philadelphia, Pa.
R. J. Beaman & Company, with ex­
ecutive offices in Cincinnati, Ohio, an­
nounce the acquisition o f the business 
and all accounting offices o f the fo l­
low ing accounting firms: National Au­
dit Association, K noxville, Tennessee; 
Dawson, Osborn & Baggs, Atlanta, 
G eorgia; A. T. Henderson & Company, 
Lynchburg, V irgin ia; Clark & Company, 
Charlotte, North Carolina; Goodyear & 
Company, Greenville, South Carolina; 
W m . H. Zimm erm an, Asheville, North 
Carolina.
R itter, H oage & Co., Certified Public 
Accountants, are now located at 1019 
Chester W illiam s Building, 215 W e s t  
Fifth Street, Los Angeles, California.
James F. Smyth and W illiam  D. 
Black, o f the firm o f Smyth & Black, 
Certified Public Accountants, announce 
the rem oval o f  their offices to Suite 826 
Hunter-Dulin Building, 111 Sutter 
Street, San Francisco, California.
W eaver, Allen, Burton & Abt an­
nounce the form ation  o f a partnership 
with offices at 420 Genesee Building, 
Buffalo, New York.
Edwin E. Leffler, C. P. A., form erly 
o f  the firm o f W eaver, Allen & Leffler, 
w ill continue the practice o f accounting 
at 1300 Genesee Building, Buffalo, New 
York.
F. W . H ilditch & Company, A ccount­
ants and Auditors, having becom e asso­
ciated with Lybrand, Ross Bros. & 
M ontgom ery, 385 Madison Avenue, New 
Y ork  City, have transferred their offices 
to the uptown offices o f that firm.
Lybrand, Ross Bros. & M ontgom ery, 
80 Federal Street, Boston, Massachu­
setts, announce that Mr. Carl T. Keller, 
who has been associated with them in 
their Boston office since it was opened 
in 1915, has becom e a mem ber o f the 
firm practicing at th a t office.
STATE BOARD NEWS
IO W A
At the m eeting o f  the Iow a State 
Board o f  Accountancy held in Des 
Moines on July 13, 1928, the fo llow ing  
officers were elected: Chairman, E. J. 
W eidm an, Des M oines; Secretary-Treas­
urer, E. G. Prouty, Des M oines; Mem­
ber, H. N. H oldsworth, Iowa City.
SOUTH CAROLINA 
The South Carolina Board o f Exam i­
ners o f Public Accountants has reorgan­
ized as fo llow s: President, L. L. W ilk in ­
son, R idge Spring; V ice President, M. 
C. Patten, G reenville; Secretary-Treas­
urer, George E. Olson, Columbia.
VIRGINIA
The Governor of Virginia announces the 
follow ing appointments to the Board of A c­
countancy, provided for under the new ac­
counting law: A. Lee Rawlings, Norfolk;
C. S. Goldston, Richmond; J. A. Leach, 
Jr., R ichm ond; Dr. Wm. L. Prince, Rich­
mond ; and Attorney Galleher of Lees­
burg.
NOTES
Charles H. Reim erth, President o f 
the W yom ing Society o f Certified Pub­
lic Accountants, has been awarded the 
$100 prize for  the best recom m endation 
made fo r  making Casper the largest 
w ool mart in Am erica. T h e  Casper 
Tribune-Herald recently carried the 
suggestion in fu ll, together with the 
further announcem ent that Reim erth 
had turned this prize money over to the 
State Board o f Accountancy, o f which 
he is also Chairman, to be used in edu­
cational w ork sponsored by the Board.
Classified Advertisements
Advertising copy fo r  this page should be 
received in the office o f  T H E  C E R T IF IE D  
P U B LIC  A CCOU N TAN T not later than the 
25th day o f  the m onth preceding the m onth 
o f  publication. R ates fo r  “ Help W anted”  and 
“ Situation W anted,”  $3.00 per inch or fra c ­
tion thereof (7  lines to an inch) fo r  one in­
sertion. The rate fo r  “ M iscellaneous”  is $5.00 
per inch fo r  each insertion.
I H A V E  A N  IN T E R E S T  IN  A N  E S T A B ­
lished accounting concern in Memphis, Ten­
nessee, that I w ill sell to som e reputable 
certified public accountant, w ho w ill take 
an active part in the upbuilding o f  the 
business, subject to the pleasure o f  those 
now  interested. —  Address, Treasurer, De 
Sota Station, B ox  2201, Memphis, Tenn.
M IC H IG A N  C. P. A., w ide experience, avail­
able fo r  engagem ent in D etroit on per diem  
basis, or w ould jo in  established certified 
organization offering partnership prospect3. 
Address B ox  No. 194, T H E  C E R T IF IE D  
P U B LIC  ACCOUNTANT.
PO SITIO N  W A N T E D  with auditing firm as 
resident auditor, credit and office m anager, 
w ith export firm or as traveling auditor. 
Am  C. P. A., experienced as auditor, o f ­
fice m anager and organizer, also as office 
m anager o f  civil engineering office. E leven 
years experience abroad, seven years as 
m anager foreign  sales office, speak and 
w rite Spanish and Portuguese. A ge 36. 
N o ob jection  to  traveling. Further details. 




OFFICIAL ORGAN OF THE AMERICAN SOCIETY OF CERTIFIED PUBLIC ACCOUNTANTS
“A  man is no bigger than the terms he 
thinks in .”
— R o b e r t  Q u i l l e n .
THE PRESIDENTS COLUMN
THE senior in charge of the engagement was run­ning up a bill far in excess of the estimate, and 
the end was not yet in sight. His supervisor was 
disgusted.
“I can make any audit on earth for any price that 
may be named in excess of $200, and protect myself 
fully,” the supervisor said. And then, pondering, he 
added, “or refuse the job at the outset.”
The final qualification took some of the force from 
the previous statement, and recognized some justice 
in the senior’s defense of “unexpected complications.”
But there is a powerful lesson in the supervisor’s 
first blunt statement if one is willing to accept it as a 
generality— and all generalities are likely to be sub­
ject to exceptions.
Public accountants have frequently estimated too 
low on engagements. Matters arising in the course 
of the work, the accountant has often felt, required 
the expenditure of much more time than he had esti­
mated. He has gone on and on, running up a bill, 
although the client, even aside from the expense, 
would often prefer to have the report come to him 
soon although qualified if that is necessary, rather 
than to have the work drag on and on.
Complete service does not always meet the 
client’s needs, even when he does not pay for it. A 
public accountant undertook an audit for a fixed sum. 
He found many things not exactly right. All of them 
would have rectified themselves in time, just through 
ordinary business processes. But the accountant 
stayed on the job until his bill should have been four 
times his contract price. He corrected everything he 
could find, and gave a complete and comprehensive 
report. Nor did he try to charge more than his con­
tract price.
But he won’t be engaged again by the client. He 
was felt to be a nuisance, and the report was too long 
delayed.
The remark of the supervisor mentioned above, to 
the effect that he could “make any audit on earth for
any price that may be named in excess of $200,” went 
to the other extreme. That he evidently recognized 
this fact is shown by the qualification he placed upon 
his own statement. What he meant was that within 
the limits of the original estimate he would issue a 
report. If he had to qualify it he would, but he would 
get the job done and get out, reporting a bad condi­
tion and telling the client that he would “await fur­
ther instructions.”
Two extremes. As is usual, each is impractical to 
follow literally. Somewhere between them is the safe 
and wise ground. The objections, to qualified reports 
have been forced upon our attention by bankers many 
times, but on the other hand we can not as a profes­
sion continue indefinitely the habit of letting bills 
run clear away from us in order to satisfy our 
idealistic desire to do everything not only correctly, 
but completely. There is at least something to be 
said in favor of qualifying the report and getting the 
job done, if the effort is made intelligently.
And generally speaking, the clients like it.
PAUL W. PINKERTON, President.
THE IRRESISTIBLE AND THE 
IMMOVABLE
EACH successive generation of youth has had pro­pounded to it the question “What will happen 
when an irresistible force meets an immovable ob­
ject?” While this question appears to have no answer, 
as we grow older and observe life’s problems, we be­
come more and more convinced that after all, life is 
largely made up of irresistible forces and immovable 
objects.
On the one hand, we see the irresistible ever onward 
surging force of change and progress, and on the 
other the immovable objects of fixed habits and dead­
ening inertia.
The advocates of the capitalistic theory of eco­
nomics are constantly concerned with disturbing so­
cialistic tendencies, which are forever and continu­
ously modifying capitalism in its purest sense. On 
the other hand, we see in the Soviet, socialism in its 
truest garb. In the minds of its advocates it has 
ceased to be an irresistible force and has become an 
immovable object. No sooner, however, are the so-
VOL UME V II I  
NUM BER  9 SEPTEMBER, 1928 20 CENTS T H E  COPY  $2.00 P E R  Y E A R
258 T H E  C E R T I F I E D  P U B L I C  A C C O U N T A N T September,
cialistic principles established than the principles of 
capitalism begin to modify socialism and at the pres­
ent time, the original socialism of Lenin has been very 
much modified and will continue to be modified.
Many other illustrations might be cited. The ir­
resistible continue to be modified by the immovable, 
and are yet irresistible and the immovable continue 
to be modified by the irresistible and are yet immov­
able, not only after a fashion, but in a very true sense. 
In even a truer sense we find that the irresistible force 
in time becomes the immovable object and the im­
movable object the irresistible force.
 As attention has been called in previous editorials, 
nature always refuses to work in a straight line, in 
fact, nature abhors the straight line. Nature works 
in a curve and by indirection rather than direction.
The fundamental fault of most of our religions and 
philosophies lies in the fact that they are based upon 
the principle of a straight line and not of the curve, 
and upon things as they seem and not as they are. 
Epicurus saw one phase of life and propounded the 
philosophy— “Eat, drink and be merry for tomorrow 
we die”—he had very real truth to rely upon, and the 
one who has failed to obtain merriment has missed 
very much of life, and yet we know that there is more 
to life than this.
The greatest of all religious thinkers stated that— 
“He that would be first must be last,” and yet he who 
would be last, solely that he might be first can never 
be first.
What does all of this mean to us as Certified Public 
Accountants ? In times past, certain accountants 
labeled themselves as advocates of “Straight line 
methods.” Accounting, however, is not so simple. 
The professional accountant particularly must be a 
careful observer of life and of nature, and most 
especially of the clients whom he may be serving. 
Most Certified Public Accountants fail, at least in part, 
because they go to their work with preconceived pre­
judices, theories, and pet hobbies. It is surprising 
what we can see if our eyes are really open—what we 
can hear if our ears are really used—and how wise 
we can be classed, if only our mouths are kept shut.
FRANK WILBUR MAIN.
THE TOUR
LEAVING Texas Wednesday morning, July 25, the Secretary met the certified men of New Mexico 
at a dinner at the Franciscan Hotel, Albuquerque, ar­
rangements for which had been made by W. G. Logan, 
President of the State Board of Accountancy. Fol­
lowing the dinner we discussed the general account­
ing situation and the relation of the New Mexico men 
thereto till midnight, reaching the conclusion that a 
State organization should be effected some time this 
fall.
James M. Lawton, Secretary of the Arizona State 
Board of Accountancy, arranged for a meeting fol­
lowing a dinner at the Country Club, Tucson, on 
Thursday evening. There are only two certified men 
in Tucson but Mr. Lawton had invited representatives 
from the State Banking Commissioner’s office, the 
four banks of the city, the Chamber of Commerce and 
other business organizations so that a very profitable 
discussion was had concerning the relationship of the 
C. P. A. to governmental affairs as well as to bank­
ing and business.
Friday was spent at Phoenix where W. H. Plunkett, 
President of the State Board of Accountancy, had in­
vited the certified men to meet at the City Club for 
luncheon. The Arizona accountants have no State 
organization but are seriously considering not only 
the advisability but the necessity, from a professional 
standpoint, of having one.
Saturday we crossed over to California, spending 
Sunday, Monday and until two o’clock Tuesday at 
San Diego. Leslie Everts, Vice President of The 
American Society in 1922 and the first certified man 
to establish an office in San Diego, made arrange­
ments for our stop there. Mr. Everts’ accounting 
practice crosses national border lines and includes a 
goodly clientele at Tijuana. The Mexican Govern­
ment requires five specific books to be kept by all 
mercantile concerns in order that the sales tax may be 
properly determined and requires three specific books 
to be kept by all industrial concerns. At a luncheon 
arranged for by him, representatives of each of the 
accounting offices in the city were present, whether 
certified or not, and the general feeling expressed was 
to the effect that some type of informal meetings 
should be arranged looking toward the better develop­
ment of a professional spirit in that city.
Our next stop was at Los Angeles where arrange­
ments for a luncheon at the Masonic Club had been 
made by R. W. E. Cole, the President of the Los 
Angeles Chapter of the California State Society be­
ing away on his vacation. Messrs. Thomas and Blight, 
local members of the State Board, cooperated in the 
affair which was graced by the presence of two of 
the women certified public accountants, the first on 
this trip. The Secretary talked on the present trend 
of accounting legislation. Messrs. Wheeler and Cole 
made a couple of very pleasant days for the visitors 
by showing them Los Angeles and its environs as they 
are now, for comparison with the memories of the 
last time we made the trip, and one day was spent at 
Catalina Island where Wrigley has spent a fortune in 
developing it.
Monday, August 6, found the Secretary at Bakers­
field investigating an individual who claimed to be 
the holder of a Michigan C. P. A. certificate, for which 
claim the Michigan Board could find no substantiation.
In the evening we met with the certified men of 
Fresno at the Hotel California, which meeting had 
been arranged for by C. E. Oyster. A hundred per 
cent attendance. The value of local group meetings 
was stressed. The Fresno men have been meeting
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regularly as a city association and it is proposed to 
organize a Chapter of the State Society in the fall.
San Francisco was our next objective. Here, again, 
the President of the California Society and the Presi­
dent of the San Francisco Chapter were both away 
on their vacations but a luncheon at the Palace Hotel 
had been arranged for Thursday, August 9, by Wil­
liam Dolge, one of the Representatives of The Amer­
ican Society. The development of the profession dur­
ing the last forty years was traced by the Secretary.
Friday we called on the Secretary of the State 
Bankers’ Association and the President of The State 
Bar of California. In a later issue we shall have a 
report to make on these visits. As the guest of Mr. 
Dolge we lunched with the Commonwealth Club, one 
of the most democratic, as well as the largest, 
luncheon organizations in this country.
The Secretary had a very pleasant visit with J. R. 
Ruckstell, President of the American Institute. Sat­
urday, August 11, Fisk Ray, a former college frater­
nity brother, took the party to Palo Alto where we 
all attended the Hoover Notification Exercises and the 
Secretary was able, in addition thereto, to call on 
David Star Jordan, President emeritus of Leland Stan­
ford University, who was President of the National 
Education Association in 1915, when the present Sec­
retary was its Secretary and the organization con­
ducted an International Congress of Education at 
which all of the nations then at war were formally 
represented by officially accredited delegates.
Monday, August 13, we lunched with the certified 
accountants at Sacramento at the Hotel Senator, ar­
rangements having been made therefor by Charles 
Lumbard. Once again we were favored with the 
presence of a woman C. P. A. and of Mr. Heron, a 
C. P. A. who is Director of Finance for the State of 
California.
Tuesday, August 14, was spent at Reno. Nevada 
has not had a State Society as the number of cer­
tified men in the State has been comparatively few. 
George Edler, the oldest certified man in continuous 
public practice in the State, and E. S. La Tourrette, 
Chairman of the State Board of Accountancy, are the 
leaders in the public accounting field.
Walter Pratt, Regent of the State University, and 
Charles Gorman, its Comptroller, took us over to Car­
son City, the Capital, where we called on D. J. Sullivan, 
another member of the State Board and Chairman of 
the Nevada Industrial Commission.
This trip was one of the most interesting ones 
which we had during the entire summer. We went 
through the section immortalized by Mark Twain in 
his “ Roughing It,” which all well regulated young­
sters have read several times. We returned through 
the Virginia City, Silver City, and Gold Hill mining 
region, in which is located the famous Comstock Lode, 
from which has been taken something over a 
half a billion dollars, but which section is now 
largely given over to waste dumps. One could hardly
imagine, as he rode through the territory, that the 
foundation of San Francisco’s greatness, as well as 
the Postal Telegraph-Cable System and many other 
financial institutions in the East had all been ex­
tracted from that at present practically deserted area.
A short stop was made at Ogden, Utah, on the 
afternoon of August 15, where there are two certi­
fied men.
Thursday the State Republican Convention was 
held at Ogden with several of the certified men from 
Salt Lake City in attendance. At noon the Secretary 
spoke before the Kiwanis Club, and in the afternoon, 
under the guidance of N. K. Vincent, met those who 
were in Salt Lake City at the Chamber of Commerce. 
Friday morning, with the assistance of Lincoln G. 
Kelly, State Representative of The American Society, 
we completed our visit with the certified men not seen 
the day before. The Utah Association is planning to 
undertake some new lines of activity this fall.
Saturday evening we reached Denver and on Sun­
day, with G. Will Loomis, a former college classmate 
of the Secretary and a realtor of that city, we took a 
ride over the Mt. Evans automobile drive, which is 
said to be the highest automobile road in the world, 
reaching practically 15,000 feet.
T. J. Witting, President of the Colorado Society of 
Certified Public Accountants, called a special meeting 
of the State Society, and Monday evening, at the 
Lakewood Country Club, we met the Colorado certi­
fied men. The Dean of the School of Business Ad­
ministration of Denver University was present and 
Messrs. Underwood and Crable came up from Pueblo.
Tuesday morning Mr. Witting took the Secretary to 
Boulder, the seat of the University of Colorado, where 
we met the Comptroller of the University and the 
Professor of Accounting, Erastus I. Fjeld, an Illi­
nois C. P. A.
Wednesday, August 22, we spent at Wichita, where 
Stanley Spurrier and Vincent A. Smith had arranged 
for an evening meeting at the office of the former. It 
is hoped that the Kansas Institute will be revived, 
with chapters at Wichita and Topeka.
Thursday evening we met the certified men of 
Topeka at the Jayhawk Hotel. They had been called 
together by F. A. McCoy, and those present felt that 
the chapter type of organization could be worked out 
in Kansas to the benefit of the certified men.
Friday morning we headed for Lawrence, but did 
not find either the Dean of the School of Business 
Administration or the Professor of Accounting at 
home, as summer school had closed, but met the 
Registrar.
Reaching Kansas City, we had a fine luncheon 
group meeting Saturday noon at the Kansas City 
Athletic Club, arrangements for which had been made 
by Messrs. Lunsford and Barnes, former President 
and State Representative, respectively, of The Ameri­
can Society, the President and Secretary of the Kan­
sas City Chapter being out of the city.
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LADIES’ ENTERTAINMENT AT THE 
NEW ORLEANS CONVENTION
MRS. GRACE S. MILLER, Chairman of Ladies’ Committee
NE W  ORLEANS with its historic background and quaint old w orld settings offers a pleasing prospect to the 
lady visitors, and the Ladies’ Committee is busy perfecting 
details for  their entertainment.
On their arrival at the Registration Desk at the Roosevelt 
Hotel, they will be greeted by a Committee o f  ladies headed 
by Mrs. Archie M. Smith who w ill see that all reservations 
are satisfactory and minister to their general com fort.
On Tuesday afternoon comes the Boat R ide on the Missis­
sippi R iver aboard the Steamer “ Greater New Orleans.”  Do 
not consider this boat an ordinary R iver Packet for  it is a 
floating palace with am ple deck space and a spacious Dance 
Hall. There w ill be an announcer on this trip to call the 
points o f  interest as we plow  up and down the Father o f 
W aters giving our visitors an opportunity to see the harbor 
facilities o f the Second P ort o f the United States. F or those 
who prefer to dance there w ill be music and a dance floor 
to tempt the most fastidious. Mrs. Darby Seere w ill be 
hostess.
But I w ould not advise much dancing on the boat, lest you 
find yourself too weary to fu lly  en joy  the night’s entertain­
ment which w ill be a Masked Fancy Dress Ball, put on in the 
Carnival Spirit for  which New Orleans is justly  fam ous. Mrs. 
Chas. Seemann who is cooperating with the gentlemen in this 
affair m entions a K ing, and Queen and Maids, and everything 
to make it a m em orable time. As to costumes, we sug­
gest that you bring them with you but they can be rented 
from  the many costum ers in New Orleans.
On W ednesday we offer an autom obile Sight Seeing Trip 
through the upper residential section o f New Orleans, along 
Bayou St. John, out to W est End on Lake Pontchartrain, 
through Metairie Cemetary and thence five miles up the 
river to the beautiful Colonial Country Club for  lunch and 
Bridge. The Ladies’ G olf Tournam ent w ill also be held this 
day and as we are trying to initiate this form  o f entertain­
ment we are desirous o f  many entrants. Ladies wishing to 
enter are requested to m ention it when they m ake reserva­
tions, and also to bring their clubs with them. W e hope to 
have the same keen rivalry o f com petition and good  fellow ­
ship am ong the ladies as am ong the men. Mrs. A. J. Derbes 
w ill be hostess for  the Bridge, and Mrs. R obert K ato fo r  the 
Ladies’ Golf. Mesdames Geo. A. Treadwell, M. E. Schenck, 
and R. C. Lloyd attending to luncheon, prizes, and trans­
portation w ill aid in the day’s entertainment.
W ednesday night the Newcom b M andolin and Guitar Club 
w ill entertain at the Roosevelt.
On Thursday we offer a treat for  the lover o f history and 
the collector o f antiques,— a trip through the V ieux Carre—  
original City o f New Orleans, laid out by Bienville in 1718. 
There w ill be a luncheon served in the courtyard o f the Patio 
Royal, where the Master Chessman, Paul M orphy once made 
his home. From  luncheon we walk through the old French 
Quarter stopping to admire the w rought iron balconies, peep­
ing in at courtyards, prow ling am ong old book  shops, visiting 
the St. Louis Cathederal, Jackson Square, the old Place d’ 
Arms, where the flags o f France, Spain, and Am erica were 
raised in turn as the fa ir province o f Louisiana changed 
rulers. A  visit to the Napoleon House which was built by 
the loyal Frenchm en o f Louisiana to shelter the Little Cor­
poral whom death took before their hopes could be realized,—  
but you must walk with us to see the many other points o f 
interest in this section as w ords fa il me.
Thursday night “ The Secret Order o f Thirteen”  w ill hold 
its hair raising orgy, to initiate new members into its fold . 
Mrs. Geo. H. Penn offers thrills a plenty for  all. I cannot
elaborate on this except to say “ The Order o f Tw elve”  is 
furious for  us putting one over on them!
Friday there w ill be another Sight Seeing Autom obile Ride, 
this time through the downtown section o f the City, stopping 
off at the International Trade Exposition, on to Chalmette 
Battlefield, and then lunch under the magnificent oaks at 
Packingham ’s Ruins. Mrs. R . T. Badeaux w ill be hostess for  
the day.
Our Au R evoir Friday night w ill be the Annual Banquet, 
a dinner dance this year,— and be assured o f  a good menu, 
and a w onderful band. I said it was our Au Revoir, for  as 
the old tradition goes, those who have tasted o f the Missis­
sippi R iver water at New Orleans must return to taste o f  it 
again, and we hope to make your visit with us so pleasant 
you ’ll wish to repeat it.
For the benefit o f many delegates who are anxious to avail 
themselves o f a trip to the Panama Canal and Central Am er­
ican Countries a cruise is being contem plated which w ill leave 
on Saturday m orning. The trip is o f sixteen days duration 
aboard one o f the finest ships leaving our port. Details con­
cerning this trip w ill be furnished upon request by the 
Publicity Chairman, H enry J. Miller, at 1000 Maritime Build­
ing, New Orleans.
W e urge you to make reservations at once, so that the 
m eeting o f The Am erican Society o f Certified Public A c­
countants in New Orleans w ill be one o f the largest and most 
successful in the history o f  the Society.
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The Genesis of the C. P. A. Movement
T HE good Chairman of your Gen­eral Executive Committee in­vited me to prepare a paper 
to be called “ The Genesis of the C. P. A. 
M ovem ent.”
If this invitation is to be adequately 
complied with, it means that we must 
start o f the very beginning. Let us first 
look  at the title— just what is meant by 
the C. P. A. MOVEMENT? The term 
seems to me to denote the organized e f­
fort by practicing accountants to bring 
about the legal recognition  o f our 
chosen calling in the United States of 
Am erica and to secure for  our use a 
suitable professional designation. You 
all know that the Federal Government 
of the United States specifically dis­
avows the responsibility o f  regulating 
the many varied trades and professions 
by w hich its citizens are making their 
living. Under our Constitution this 
duty rests with the several sovereign 
states which make up the Union.
Probably all o f you know  that every 
state o f the Union and Alaska, Dis­
trict o f Columbia, Hawaii, Philippines 
and Porto R ico have secured the enact­
ment o f C. P. A. laws at the hands of 
their duly elected law makers. As a 
movement it is now com plete. It is a 
w onderful accom plishm ent; one that we 
may justly  be proud of. And especial­
ly may we felicitate this great organi­
zation, at whose Sixth Annual Con­
vention we are here assembled— The 
Am erican Society o f Certified Public A c­
countants.
It is my appointed task to tell you 
how  this thing got started, who started 
it, and upon what basis it has been built.
It is a matter o f com m on knowledge 
that the first C. P. A. law was enacted in 
New Y ork  State in 1896. I doubt if 
many o f you Certified Public A ccount­
ants o f today know  how  this came about 
and what lead up to it. In order to get 
a good start I w ould ask your permis­
sion to go a bit further back than the 
first legislative enactment referred to 
(1 8 9 6 ), so as to see the cause from  
which this m ovem ent sprang. W e must 
also learn how it came about that we 
are burdened with such a clum sy title 
involving the use o f three words— Cer­
tified Public Accountant.
In pursuance o f this quest we must 
first look  to see what the other Eng­
lish-speaking countries had accom ­
plished for  our profession, prior to the 
date when our own m ore recent history 
begins, and we must see what bearing 
this had upon our own action here in
By GEORGE WELKINSON, C. P. A., 
Philadelphia, Pa.
Paper read at P ittsburgh Convention,
1927.
Am erica. W e must first go to Scotland, 
then to England and lastly to the Do­
minion o f  Canada. These countries, 
each in turn, had established our calling 
on a legal basis before we acted. In­
deed I think it fair to say that we in­
herited the idea o f organization from  
our British ancestors.
F or most o f  the data herein set forth, 
relating to the Scottish Accountants and 
their doings, I am indebted to the w on­
derfully interesting history edited and 
partly written by R ichard Brown, C. 
A. o f  Edinburgh— (published in Edin­
burgh in 1905.)
In Edinburgh
The first definite move towards the 
form ation  o f a society o f  professional 
accountants in Great Britain was a let­
ter dated 17th January, 1853, by A lex­
ander W eir Robertson, written to a doz­
en or m ore professional accountants in 
Edinburgh, inviting them to gather at 
his chambers to consider a move for 
“ uniting the professional accountants 
o f E dinburgh.”  As a result o f the 
movem ent thus started there was 
form ed the— “ Institute o f Accountants 
in E dinburgh.”
This Institute, like the many state as­
sociations and societies o f accountants, 
later organized in  this country, was a 
voluntary association o f individuals— a 
professional guild— pledged to the in­
terest o f  public accountants.
At the first annual meeting o f said 
Institute it was decided to apply to the 
British Governm ent for  incorporation 
by Royal Charter. It is interesting to 
note the language in which the petition 
to Her M ajesty’s Government was 
worded— it began:
“ That the profession o f  Accountants, 
to which the Petitioners belong, is o f 
long standing and great respectability, 
and has o f late years grown into very 
considerable importance * * *”
The Royal W arrant fo r  the incor­
poration o f the Institute under the 
name of “ The Society o f Accountants in 
Edinburgh”  was “ given by Her Majesty’s 
Court at St. James the 23rd October, 
1854.”  It was signed by Lord Palm er­
ston at the com m and o f Her Majesty 
Queen Victoria.
In Glasgow
It was in the autumn o f the same 
year that the accountants practicing in 
the W est o f Scotland made a similar 
move. Twenty-seven accountants who 
had been practicing in Glasgow a dozen 
years or m ore addressed a most re­
spectful petition to fifteen o f the older 
accountants, who had been practicing 
prior to 1841, requesting their older 
and m ore experienced brothers to take 
the initiative in a get-together move.
On 3rd o f October, 1853, these two 
groups met and appointed a com m it­
tee to take the necessary steps. A  
m onth later (14th  November, 1 8 5 3 ), 
they founded “ The Institute of A ccount­
ants in G lasgow .”
The fo llow ing  midsummer (6th July, 
18 54 ), half a hundred accountants prac­
ticing in Glasgow petitioned Her 
M ajesty’s Government to grant them a 
R oyal Charter. And their petition be­
gan by assuring the government:
“ That the profession o f an A ccou n t' 
ant has long existed in Scotland as a 
distinct profession o f great respectabil­
ity * * *”  and much more.
On the 15th March, 1855, a Royal 
W arrant was issued constituting a body 
politic and corporate by the name o f 
“ The Institute of Accountants and Ac­
tuaries in Glasgow.”
In Aberdeen
A dozen years later— (in 1867)— the 
Accountants in Aberdeen form ed a so­
ciety o f their own and follow ed the lead 
o f their older brothers in Edinburgh 
and Glasgow by securing a similar 
R oyal Charter from  the British Govern­
ment.
A cting under the rights secured by 
the Royal Charters mentioned, the three 
Scottish Societies were the first to estab­
lish the use o f the term “ Chartered A c­
countant”  and nailed down fo r  their 
own use the tw o initial letters C. A. As 
we shall shortly see, the English and 
Canadian Chartered Accountants, who 
came into the field later, have been 
obliged to use other designating initials 
than these. Wherever you see these 
two letters after the name o f an A c­
countant from  Great Britain, you know  
he’s from  North o f  the Tweed.
In 1892, the three Scottish Societies 
entered into a jo in t agreement under 
which their rules for  admission to 
m embership in their respective so­
cieties were standardized. At that time 
the three bodies established a General 
Exam ining Board, which conducts the 
qualifying examinations fo r  all three
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societies. Since then they have worked 
harmoniously together and have raised 
the standard o f  qualification until it is,
I have good reason to assure you, the 
highest in the world.
Adm ission to mem bership to these 
Scottish Societies is only obtained after 
service under form al articles o f appren­
ticeship for  five years, in the office o f  a 
chartered accountant, after diligent 
study o f law and accounting and the 
passing of no less than three written 
examinations— Preliminary, Intermediate 
and Final.
Since the successful establishment of 
the professional designation o f Chart­
ered Accountant with the designating 
letters C. A., in Scotland, there have 
been several unsuccessful attempts by 
other associations o f  accountants to 
obtain a right to use these terms.
In each case the three original Scot­
tish Chartered Societies have success­
fu lly  resisted such assumption.
Due to the conditions described, 
members o f the Scottish Societies 
throughout the English-speaking world 
are justly  proud o f their sole right to 
the use o f those two letters— C. A.
In England
Accountancy as a separate profes­
sional calling seem s to have first ap­
peared in England at the beginning of 
the nineteenth century. There was a 
scattering o f “ accom ptants,”  as they 
were called in London and here and 
there in different cities throughout Eng­
land and W ales, as early as 1800.
The “ Incorporated Society o f Liver­
pool Accountants”  was form ed on the 
25th January, 1870, closely follow ed on 
November 29, 1870, by the “ Institute 
o f Accountants”  in London and by the 
“ Manchester Institute o f Accountants”  
in February o f the fo llow ing  year.
On May 11, 1880, Her M ajesty Queen 
Victoria, having been respectfu lly  peti­
tioned so to do, granted a Royal Char­
ter to the then existing societies to 
unite in one body, called “ The Institute 
o f Chartered Accountants in England 
and W ales.”  Adm ission to this In­
stitute, as Fellow Members, was allowed 
without examination to those account­
ants who had been in practice as prin­
cipals for  five years prior to January
1, 1879, also, as Associate Members, to 
those who had been em ployed for  five 
years as a public accountant’s clerk.
Adm ission to membership in the Eng­
lish Institute is at the discretion o f a 
Committee o f the Council and is ob­
tainable on ly  after a candidate has (1 ) 
passed a prelim inary educational exam­
ination, (2 )  served an apprenticeship 
for  five years in the office o f  a Member 
of the Institute, (3 )  passed an inter­
mediate examination in bookkeeping, 
auditing, etc., and (4 )  passed a final
qualifying examination— after the ap­
prenticeship has been completed.
From  these particulars it w ill be seen 
that the tests o f fitness im posed by the 
English Institute are very exacting. And 
they have continued so for  forty-seven 
years.
Membership in The Institute of Char­
tered Accountants in England and 
W ales entitles a man to  style him self 
a “ Chartered A ccountant”  (in  two 
w ords) and to use three designation 
letters F. C. A. if a fellow, and A. C. A. 
if an Associate. It does not entitle a 
member to use the two-letter designa­
tion o f C. A. which, as before explained, 
is reserved for  the Scottish A ccount­
ants.
In Canada
Having seen Chartered Accountants 
well established and royally chartered in 
Great Britain, I w ill ask you to take a 
mental hop to the Dom inion o f Canada.
John Hyde, F. C. A., then President 
o f The Dom inion Association o f Chart­
ered Accountants, speaking at the Con­
gress o f Accountants at Saint Louis in
1904, told us:
“ W e can trace back firms in the cities 
o f  M ontreal and Toronto who had their 
origin as far back as sixty years; so 
that we may say that public accounting 
started in Canada as a profession about 
sixty years ago .”
That means eighty-three years ago, 
look ing back from  today.
The Dominion Association o f Chart­
ered Accountants was incorporated 
under an act o f  Parliament o f the Do­
minion o f  Canada, assented to by K ing 
Edward VII, on May 15, 1902. This 
Association comprises the entire mem­
bership o f eight separate Associations 
and Institutes o f  Chartered Accountants 
in the various Provinces o f the Do­
m inion o f Canada. This national asso­
ciation does not itself hold any exami­
nations nor issue any title for  its mem­
bers.
In Montreal
As far back as November, 1879— well, 
before we began to agitate the question 
of getting together here in America—  
several o f  the older practicing account­
ants in Montreal held Conferences to 
discuss the question o f form ing an Asso­
ciation. The result o f these conferences 
was the form ation on December 5, 1879, 
o f the Association o f Accountants in 
Montreal. This Association petitioned 
the Legislature o f the Province o f Que­
bec for an Act of Incorporation, which 
was granted on July 24, 1880.
This provincial charter gives the 
mem bers o f the Montreal Association 
the exclusive right to style themselves 
“ Chartered Accountants”  within the 
Province of Quebec. For an abbrevia­
tion of their title they may use the two
letters C. A. The Montreal Accountants 
have built up a sound value for  their 
title by confining their membership to 
those who pass a severe examination set 
by a Committee o f the Council o f  the 
Association. Later (1 9 0 1 ), the By-laws 
required candidates before admission 
to membership to pass three successive 
written examinations— Primary, Inter­
mediate and Final.
In Ontario
In December, 1879, several account­
ants practicing in Toronto form ed an 
association entitled The Institute o f  A c­
countants and Adjusters o f  Ontario. 
A fter a couple o f years, when the mem­
bership had increased to a hundred and 
fifty, it was decided to incorporate. A  
special act o f the Legislature o f the 
Province o f Ontario was granted on 
February 1, 1883, giving the Toronto 
brothers the name of “ The Institute o f  
Chartered Accountants o f Ontario.”  The 
membership o f this Institute is not re­
stricted to those in public practice, but 
is now com posed solely o f accountants 
w ho have passed a sound qualifying ex­
amination.
Under the present By-laws o f the On­
tario Institute three successive written 
examinations must be passed: (1 ) 
Prim ary (E ducational) (2 )  Interm ed­
iate (Technical ability) and (3 ) Final 
(Q ualify ing.) B efore passing the so- 
called final examination, five years’ 
actual practice in accountancy w ork is 
required. Members may use the fu ll 
professional title o f “ Chartered A c­
countant”  and may use the abbreviation
F. C. A. ( i f  he is a F ellow ) or A. C. 
A. ( if  he is an Associate.)
So much then for  the Canadian So­
cieties which antedated the earliest of 
our own efforts and whose accom p]ish- 
ments had a bearing upon “ The Genesis 
of the C. P. A. Movement.”
Other Canadian Provinces
There are six m ore recent Institutes 
of Chartered Accountants in Canada, 
nam ely:
The Institute o f Chartered A ccount­
ants o f Nova Scotia, incorporated on 
March 30, 1900.
The Institute o f  Chartered A ccount­
ants o f  British Columbia, incorporated 
in 1904.
The Chartered Accountants’ Associa­
tion of Manitoba, secured a charter on 
May 15, 1902; later became The Insti­
tute.
The Institute o f Chartered A ccount­
ants of Saskatchewan, incorporated in 
1920.
The Institute o f  Chartered A ccount­
ants o f  Alberta, incorporated in 1910.
The Institute o f Chartered A ccount­
ants o f New Brunswick, incorporated in 
1916.
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TENTATIVE PROGRAM
SEVENTH ANNUAL CONVENTION
AMERICAN SOCIETY OF CERTIFIED PUBLIC 
ACCOUNTANTS
HOTEL ROOSEVELT, NEW ORLEANS, LA.
M onday, O ctober 8 
Registration
Tuesday, October 9
9 :0 0  A. M. Meeting o f Present 
Board o f Directors 
10 :00  A. M. Meeting o f State Rep­
resentatives (R etir­
ing and Incom ing, but 
open to others)
12 :30  P. M. Luncheon Meeting for 
New Board o f D irec­
tors
2 :0 0  P. M. H arbor Boat Ride 
(Including Dancing)
8 :0 0  P. M. Masked Ball (A  la 
Mardi Gras)
W ednesday, O ctober 10
10 :00  A. M. First Regular Session 
Address o f W elcom e 
Officers’ Reports 
11 :00  A. M. Two Form al Papers 
12 :30  P. M. Recess
1 :3 0  P. M. Golf, Bridge, Sight­
seeing
8 :0 0  P. M. Musical Program  
Thursday, October 11
10 :00  A. M. Second Regular Ses­
sion
R eports o f Committees 
10 :30  A. M. Three Form al Papers 
12 :30  P. M. Recess
2 :30  P. M. Third Regular Session 
Business. Action on 
Officers and Com mit­
tee Reports 
3 :0 0  P. M. Three Form al Papers 
5 :00  P. M. Recess 
7 :0 0  P. M. V i s i t  t o  F r e n c h  
Market
8 :3 0  P. M. Annual Meeting o f 
‘ ‘T h e  O r d e r  o f  
T w elve”
Annual Meeting o f 
“ S e c r e t  Order o f 
Thirteen”
Friday, October 12
10 :00  A. M. Final Regular Session 
Question Box. (Ques­
tions having been 
presented at prior 
sessions)
12 :00  Noon New Business 
12 :30  P. M. Adjournm ent 
2 :0 0  P. M. Sightseeing T o u r s ,  
Visits to Industrial 
Plants
7 :00  P. M. Convention Banquet 
Introduction o f New­
ly Elected Officers
The headquarters for  the Conven­
tion w ill be at the Roosevelt Hotel, 
on the mezzanine floor o f  which an 
unusually attractive Business Show 
will be arranged. The detailed pro­
gram w ill appear in the October 
issue.
Examinations and Apprenticeships
Before starting the story o f how our 
C. P. A. M ovem ent came to be inaug­
urated, I would like to impress upon 
you, with much earnestness, the his­
tory of the Scottish, English and Cana­
dian Societies in relation to Education 
and Apprenticeships.
W hen the accountants in Great Brit­
ain secured Royal Charters for  their 
respective societies they naturally felt 
that they had taken a long step in the 
direction o f erecting their calling to 
the dignity o f a learned profession. 
But what has counted for  m ore in the 
advance we have witnessed during the 
last fifty years has been the study and 
training o f the younger generation 
under carefully supervised apprentice­
ships. Those entering into the profes­
sion during this period have brought 
with them a better educational equip­
ment than their forefathers.
The Institute of Accounts
W e have seen that the earliest move 
to organize Accountancy into a profes­
sion in any English-speaking country 
was in Edinburgh, the capital o f Scot­
land— a little later in  Glasgow, the 
metropolis o f Western Scotland. We 
have also seen that Chartered A ccount­
ants have established themselves under 
local charters in all the Provinces o f  
Canada. W e m ay now  com e home to 
our own country.
The earliest recorded effort to estab­
lish our profession in these United 
States was the form ation o f a society in 
New Y ork City in May, 1882, called the 
“ Institute o f  Accountants and B ook­
keepers.”
This was in no sense a professional 
guild. It was a voluntary association o f 
individual accountants engaged in vari­
ous walks o f life, a m inority o f them 
being professional accountants, who 
grouped themselves in a body for  
mutual advantage, mainly in an educa­
tional direction.
After some years the name of this so­
ciety was changed to “ The Institute of 
Accounts” and it became more than it 
was before— a scientific body. Its meet­
ings were held on the 15th of each month 
during the season and usually included a 
lecture on some accounting or financial 
subject followed by a discussion. Major 
Henry Harney of New York was the 
President and was the moving spirit of 
the Institute for many years. Care must 
be taken to differentiate between this 
early educational body and the profes­
sional guild of much later date (1916), 
called the “American Institute of Ac­
countants.”
The membership of the old Institute 
of Accounts was not confined to New 
Yorkers, a scattering of its members being 
found in the Western and Southern 
States, The membership was small, even
for those early days, due to the fact that 
the Institute was conducted on some­
what exclusive lines. All applicants for 
membership had to pass an entrance ex­
amination as to general fitness and tech­
nical qualifications, while the senior 
grade of membership known as “ Fellows,” 
was only granted to those who succeeded 
in passing a pretty stiff practical and 
technical examination.
It must be clearly borne in mind that 
this was well before the passage o f the 
first C. P. A. law. These early conditions 
are dealt with in this article, somewhat 
in detail, for the reason that this really 
was the foundation. In those early days, 
before the enactment of State Legis­
lation establishing the C. P. A. designa­
tion— The Institute of Accounts issued 
to its Fellow Members, upon their pass­
ing the technical examination previously 
referred to, nicely engraved certificates,
giving them the right to style themselves 
“ Certified Accountants.”
These certificates were in a sense, 
home-made and had not the authority 
that our C. P. A. certificates now have, 
for the reason they were not supported 
by a legislative enactment of the State. 
Nevertheless they were the forerunners 
and were issued more than a dozen 
years ahead o f the first batch of C. P. A. 
certificates. The Institute of Accounts, 
in New York, served a useful pur­
pose in its day and was of much advant­
age to its individual members. It 
doubtless added no little to the general 
uplift we have all felt and presently 
profited by.
Early Action in Philadelphia
The first effort to secure the organiza­
tion of a professional guild, solely com­
posed o f public accountants in these
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United States, was made in Philadelphia 
in 1886. At that time some half dozen 
men had established themselves as pub­
lic accountants in the City of Brotherly 
Love— John W. Francis (1869); Charles 
Nixon Vollum (1875); John Heins 
(1877); Laurence E. Brown (1882); and 
Hyland B. Hayes (1885). All of them 
have passed on to their reward. The 
first four named held several conferences 
at the office o f Mr. Francis and decided to 
petition the Government of the Common­
wealth for a charter as an educational 
institution to be called “ The Chartered 
Accountants’ Institute.”
It was not then proposed to hold ex­
aminations nor confer titles, but rather 
to join  hands in an effort to educate the 
public to the advantage of employing 
“persons thoroughly skilled and experi­
enced as Public Accountants.”
It happened that Edwin Guthrie of 
Manchester, a Fellow Member of the In­
stitute of Chartered Accountants in Eng­
land and Wales, was visiting America at 
the time, and was invited by Mr. Heins 
to come on to Philadelphia in December, 
1886, and confer with his associates re­
garding the proposed State Society in 
Pennsylvania.
Having in view the prior rights estab­
lished by the Chartered Accountants in 
Great Britain and in Canada, and the in­
creasing recognition the imported desig­
nation was then securing on this side of 
the Atlantic, it was thought inexpedient 
to use the same term in America. After 
further discussion the effort to organize 
a state society in Pennsylvania gave way 
in  favor o f what promised to be o f more 
far reaching usefulness, namely a na­
tional association o f accountants which, 
o f course, could only be brought out in 
New York City.
The American Association,
On December 23, 1886— forty years ago 
last Christmas— upon the invitation of 
James Thornley Anyon, o f Barrow, Wade, 
Guthrie & Co., Chartered Accountants, a 
meeting o f accountants was held in the 
office of that firm in the old Equitable 
Life Building, New York City. There 
was then organized a voluntary asso­
ciation o f  individual practitioners which, 
on the motion of Mr. Anyon, was named 
“ The American Association of Public Ac­
countants.”
On August 20, 1887, just forty years ago 
last month, that first professional guild 
o f  accountants in Am erica secured a char­
ter from the State of New York. For 
many years it continued more in name 
than in reality a national association, 
domiciled in New York as its charter re­
quired and governed by New York A c­
countants.
The Genesis of the C. P. A. Movement
We have seen what our older brothers
in Great Britain had accomplished, first 
in Edinburgh, Glasgow and Dundee and 
later throughout England and Wales. We 
have seen that the British had secured for 
their own use the designation of Chart­
ered Accountant with the two letters C. 
A. definitely reserved for the Scotch. And 
we have noticed that the British had in­
vaded America and imported their titles 
with them. This distinction obtains to­
day. Although there is no law against it, 
so strongly have we always observed the 
rights of our brothers over seas and 
across the border, that little or no at­
tempt has ever been made in this coun­
try to use the term Chartered Account­
ant by anyone not a member of one of the 
British or Canadian Societies. Here then, 
we have the background— the underlying 
conditions of forty years ago.
In the United States, as we have seen, 
we had the Institute of Accounts (1882), 
issuing certificates o f its own making; 
and we had the American Association of 
Public Accountants (1887), a New York 
State Corporation. These two were the 
only organized groups existing at that 
time.
Conception of the C. P. A. Movement
To the late Major Harney of New York 
City, President of the old Institute of Ac­
counts is probably due the credit for 
initiating the effort to secure legislative 
action establishing the professional desig­
nation we use today. We know that some 
years before any definite action was 
sought at Albany, Major Harney had com­
mitted his ideas to paper, in the privacy 
of his own study at home. In the winter 
o f 1894-1895, Major Harney prepared a 
draft of a bill, to be presented to the 
State Legislature, providing for a profes­
sional examination and for securing a 
distinctive title.
Under the authority of the By-laws of 
the Institute o f Accounts, President Har­
ney appointed Colonel Charles E. Sprague, 
A. M., Ph. D., President o f the Dime Sav­
ings Bank o f New York City, also an ac­
countant and actuary of great ability, a 
committee of one to convey the draft bill 
to Albany and see what might be done 
toward having it made law by the State 
Legislature.
The Situation at Albany
Colonel Sprague took the now-historic 
draft straight to his old friend Hon. Mel­
vil Dewey, State Librarian at Albany, 
who he knew could help the proposal 
along more than any one man. Major 
Harney’s original draft for a bill con­
templated the appointment of a State 
Board of Examiners by the Governor. Mr. 
Dewey, who was also Secretary of the 
Regents o f the University of New York 
and whose counsel had been sought be­
cause of his long experience in Albany
and his political affiliations, strongly 
urged that it was inadvisable to add an­
other board to the Governor’s patronage. 
He recommended that the law be re­
drawn so as to place control of the ex­
aminations with the Regents of the State 
University, which institution had the 
equipment for holding such qualifying ex­
aminations as were contemplated. Mr. 
Dewey also pointed out that this course 
would give the proposal something of an 
educational character. This advice was 
regarded as sound and was accepted.
The Title
The next question— what shall the pro­
posed legal designation be? The terms 
“ Chartered Accountant”  and “ Certified 
Accountant,” with the abbreviation of C. 
A. were most favored. At this stage of 
the discussion it was pointed out that the 
use of the term “ Chartered Accountant,” 
C. A., would conflict with the rights estab­
lished forty years before by the Scottish 
Societies (1854), under Royal Charters 
which, as I have stated, were cheerfully 
recognized on this side of the Atlantic.
At the same time it was pointed out 
that the use of the term “ Certified Ac­
countant” would be an infringement of 
the established right of the Institute of 
Accounts (1882), many of whose certi­
ficates were then hanging in the offices of 
New York accountants. Moreover, with 
pardonable pride, the pioneers did not 
want to be copiers; rather would they be 
originators.
To meet these conditions the word 
“ Public”  was interpolated and the term—  
“ Certified Public Accountant”  was deter­
mined upon, with the designating letters, 
C. P. A., o f which title we have during 
the ensuing years grown so proud.
Inscribe These Three Names
I wish to emphasize that the program 
I have described and which, mind you, 
was later embodied into law, was initiated 
by three men whom we should revere—  
permit me to repeat their names: Major 
Henry Harney, President of the Institute 
of Accounts of New York; Colonel Charles 
E. Sprague, President of the Dime Sav­
ings Bank o f New York; Honorable Melvil 
Dewey, State Librarian, and Secretary of 
the Regents of the University of New 
York at Albany.
There are many other survivors of 
those most strenuous days who can right­
fully claim some share of the victory, but 
my subject here today is “ The Genesis of 
the C. P. A. Movement,”  and I ’m here to 
tell you that the three men named con­
ceived the idea and gave it birth.
The Regulatory Feature
But there were other forces at work in
1894. Acting independently o f the In­
stitute of Accounts, at a meeting o f the 
American Association on February 12,
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1895, Francis Gottsberger, presented a 
draft o f a bill he proposed to send to 
Albany. It was entitled:
“A bill to authorize the Regents of 
the University o f the State of New York 
to license Public Accountants, to pro­
vide for the registration of such licenses 
and to prevent unlicensed persons from 
practicing as public accountants.”
The bill provided:
“ that no person shall practice as a 
public accountant after the passage of 
this act unless he be licensed by the 
Regents of the University of the State 
o f New York.”
At a later meeting (February 28, 1895), 
Mr. Gottsberger reported that his bill for 
licensing public accountants had been in­
troduced in the State Legislature and was 
being cared for by Senator David Bradley.
In this latter proposal by Francie Gotts­
berger we have the genesis of another 
movement which seems quite recently to 
have taken root in some states— Mary­
land as the leading example— the effort 
to regulate the practice of accountancy by 
requiring all practitioners to qualify 
under a specific state law. Bear with me 
while I emphasize the essential point of 
difference between the two rival proposals 
brought forward in 1895. Shall we use 
the terms— Educational vs. Regulatory? 
On the one hand— the plan to procure a 
degree from  the State University, 
initiated by the Institute of Accounts. 
On the other hand— the plan to license 
public accountants, initiated by the 
American Association.
The bill proposed by the American As­
sociation imposed a fine of a hundred 
dollars on any person found guilty of 
practicing in New York State as a Pub­
lic Accountant unless he had received a 
license from the State University and had 
registered his license with the Secretary 
of State at Albany. No distinctive title 
was asked for in the Association’s bill.
Two C. P. A. Laws Introduced
The American Association’s bill hap­
pened to be the first to come before the 
Legislature, being introduced in the Sen­
ate at Albany on February 20, 1895, by 
Senator Daniel Bradley of Kings County, 
to whom it had been sent a week before 
by the American Association’s Legislative 
Committee consisting at that time of 
Francis Gottsberger, W illiam Sanders 
Davies and Richard M. Chapman. This 
licensing bill was referred to the “ Com­
mittee on Literature.”
Early in the following month (March, 
1895), the bill sponsored by the Institute 
of Accounts was introduced in the As­
sembly by the Honorable Howard Pay­
son Wilds, representing one o f the Man­
hattan Island districts and an old-time 
personal friend of Colonel Sprague. This
Institute bill provided that the Regents of 
the State University should make rules 
for holding examinations for persons ap­
plying for C. P. A. certificates. It was 
indeed practically the same as the New 
York law finally enacted.
Restrictive Clause Introduced
In the meantime, however, one import­
ant addition had been made to Major 
Harney’s original draft. Section 4 of the 
Institute’s bill as introduced provided 
that after July 1, 1896, only Certified Pub­
lic Accountants (o f New York State) 
should
“be appointed or employed to act as 
examiners of accounts, expert account­
ants or paid auditors by courts, admin­
istrators, receivers, state, county or 
municipal officers.”
This Institute bill was referred in the 
Assembly to the “ Committee on General 
Laws,”  where it encountered considerable 
objection mainly against the restrictive 
provision above quoted.
Tw o R iva l C. P . A. Efforts 
So we find tw o separate efforts being 
made by rival organizations of profes­
sional accountants, differing little in ob­
jective. The American Association’s bill 
for a license, before the “ Committee on 
Literature”  of the Senate; the Institute 
of Accounts’ bill for a title and with 
limited restrictions before the “ Commit­
tee on General Laws” of the Assembly.
M eeting o f  Accountants 
This was the setting when, on March
11, 1895, Francis Gottsberger and William 
Sanders Davies, members of the Amer­
ican Association’s Committee mailed a 
notice to all practicing Public Account­
ants whose names were found in the 
business directory of the City of New 
York. This notice informed them that a 
bill “ * * * the object of which is to have 
Public Accountants recognized and reg­
istered by the Regents of the University 
of the State of New York,”  had been in­
troduced in the State Senate. The letter 
invited them all to attend a meeting at 
No. 111 Broadway on the afternoon of 
March 13, 1895.
Some forty-five accountants responded 
to the invitation and crowded into the 
dingy quarters o f the Real Estate Ex­
change in the basement of an old-fash­
ioned brick building adjoining Trinity 
Church yard, close to the head of Wall 
Street, (No. 111 Broadway.)
A  majority of those present were not 
members o f either the American Asso­
ciation or the Institute of Accounts; still 
it was thought desirable that Richard F. 
Stevens of Newark, N. J., President of the 
American Association, should take the 
chair. The late Thomas Cullen Roberts, 
for many years Secretary of the Am eri­
can Association, acted as Secretary of the 
meeting.
Committee of Fourteen
Both the Association’s bill in the Sen­
ate and the Institute’s bill in the As­
sembly were read and explained. Con­
siderable interest was shown and much 
discussion ensued. A  Committee of four­
teen well-known public accountants was 
appointed to carry out the objects ex­
plained at the meeting. Eight members 
of this Committee were chosen from  the 
membership of the American Association, 
three from  the Institute of Accounts, 
three from those not affiliated with either 
body, with Mr. Gottsberger as Chairman. 
Upon calling for subscriptions to defray 
the expenses o f securing the passage of 
legislation, thirty-eight New York ac­
countants responded with subscriptions 
of $10 each.
The Committee of fourteen lost little 
time in determining that the Association’s 
bill proposing a license, should be dropped 
and the Institute’s bill proposing a title 
should be pushed. The committee also 
determined that an attorney should be re­
tained to watch the progress of the bill 
through the Legislature.
The representatives of the American 
Association were: James T. Anyon, Frank 
Broaker, Wm. Sanders Davies, Henry R. 
M. Cook, T. Cullen Roberts, Richard F. 
Stevens, James Yalden, Thomas E. 
Arnold.
Those representing the Institute o f Ac­
counts were: Henry Harney, Charles Dut­
ton, Charles Both.
The representatives of the non-member 
group were: S. H. Jenkins, Silas S. Pack­
ard and John E. Hourigan.
Sub-Committee
A sub-committee o f five members con­
sisting o f Messrs. Francis Gottsberger, 
James Yalden, Henry Harney, S. H. 
Jenkins and Silas S. Packard, visited 
Albany while the Legislature was in ses­
sion, together with Melvil Dewey, Secre­
tary o f the Regents, John E. Hourigan, a 
public accountant practicing in Albany, 
and E. G. Whittaker, the attorney who 
had been retained by the committee. 
The sub-committee appeared before the 
Assembly’s “ Committee on General Laws” 
to advocate the passage of the Institute’s 
bill.
Here is where the C. P. A. Movement 
received its first serious set-back. As­
semblyman Wilds, who had introduced 
the bill and had it referred to committee, 
would do nothing. He could not be per­
suaded to have it reported favorably to 
the House. In the meantime the session 
was getting well along. After a lot of 
difficulty Senator Bradley got the Senate’s 
Committee to substitute the Institute’s 
bill for his and report it favorably to the 
Senate. However, when the substituted 
bill came up for passage it secured only 
ten votes while eleven votes were recorded
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against the measure, which, of course, 
never reached the Assembly. It was as­
certained that what had killed the bill in 
the Senate was the provision of Section 
No. 4, “ restricting employment in certain 
kinds of accountancy work to Certified 
Public Accountants under the act.”  Thus 
ended the first effort to secure legislation 
in favor of our profession in America.
The First C. P . A. Law
At its regular monthly meeting on 
November 12, 1895, the American Asso­
ciation of Public Accountants determined 
to introduce the bill I have described as 
the Institute’s bill as soon as the legis­
lature was in session. At the next meet­
ing of the Association, on November 27,
1895, a committee consisting of Frank 
Broaker, James Yalden, first president of 
the Association (1887), and W illiam 
Sanders Davies, was appointed to select 
a member of the State Legislature to 
have charge o f the Accountants’ bill 
which was then entitled, “An act to Reg­
ulate the Profession of Public Account­
ant.” Frank Broaker, who was made 
chairman of the sub-committee, turned 
the bill over to Senator Albert A. Wray, 
of Brooklyn, who introduced it in the Sen­
ate on January 13, 1896, and had it refer­
red to the “ Committee on Judiciary.”
This accountants’ bill, as it was then 
called, had the support not only of the 
American Association but of the Institute 
o f Accounts and o f a considerable num­
ber of professional accountants unaffili­
ated with either body. Concurrently on 
January 15, 1896, a bill under the same 
title was introduced in the House by As­
semblyman Marshall and was similarly 
referred to the “ Committee on Judiciary.” 
An amendment was made in the bill 
while on its passage, having for  its pur­
pose the adm ission o f  semi-naturalized 
Britishers and other foreigners. The 
w ords interpolated fo llow  the opening 
clause thus:
Any citizen of the United States 
“ or person who has duly declared 
his intention to becom e such citi­
zen * * * ”
The bill was w ell taken care o f in 
its passage through the assem bly by 
Mr. Marshall and was carefully watched 
and guarded by the indefatigable Chair­
man o f the Am erican Association ’s 
Committee, Frank Broaker, who de­
voted all his time and energy to push­
ing the measure through to its final 
passage.
The bill passed the Assembly on April 
3rd by an alm ost unanimous vote (120 
to 1) and passed the Senate on April 
7th. It was approved by Governor Levi 
P. M orton on April 17, 1896. A  week 
later the Am erican Association o f Pub­
lic  Accountants passed a vote o f thanks 
to Frank Broaker for  the splendid w ork
he had done in securing the passage o f 
the law.
Its Adm inistration
Under the provisions o f  this law 
(1 8 9 6 ) the Regents o f the University 
o f the State o f New Y ork  made rules 
for  the examination o f  persons applying 
for  certificates as Certified Public A c­
countants, and appointed three account­
ants as examiners. A fter the first year 
the Exam iners had to be Certified Pub­
lic Accountants.
The law prohibits persons who are 
not certified by the New Y ork  Univer­
sity from  styling themselves or their 
firms as “ Certified Public Accountants,”  
and provides that any violation o f that 
provision shall be a misdemeanor. The 
law passed did not restrict the practice 
of Public Accounting in any way. It 
m erely reserved the title for  those who 
met the requirements.
The New Y ork  W aiver Clause 
As in other states, soon to follow , the 
first Board o f Exam iners had not only 
to prepare the form al examination ques­
tions. and to rate the answers, but had 
to pass upon the hundreds of applications 
fo r  certificates under the waiver clause.
Section 3 of the law as enacted provided 
definitely enough that—
“ The Regents may, in their dis­
cretion, waive the examination of 
any accountant who shall have been 
practicing in the state on his own 
account for more than one year be­
fore the passage o f this act.”
In the face o f  this provision o f the 
law, and probably in the exercise o f 
their discretion, the Regents published 
a rule providing that exemption from  
examination should be granted only to 
candidates who could prove that they 
had “ been in reputable practice as Pub­
lic Accountants since January 1st, 
1890.”  This rule set the prelim inary 
standard o f admission, up to a basis o f 
six years’ prior experience. The en­
forcement of the rule gave great dis­
satisfaction and caused much difficulty. 
Nevertheless this restriction was held 
to.
F irst B oard  o f  C. P . A . Examiners 
The first board o f examiners ap­
pointed by the Regents o f  the Univer­
sity was com posed o f Colonel Charles
E. Sprague, whose early activities in 
fram ing the first C. P. A. bill have been 
related; Frank Broaker, who was elect­
ed Secretary o f  the board, and the late 
Charles W aldo Haskins, who was elect­
ed President. Upon these three men 
fe ll the unusually heavy duty o f organ­
izing the w ork o f the examinations and 
at the same time o f dealing with a great 
crow d o f applicants.
There was o f course a great rush o f 
public accountants who had been gen­
uinely practicing in New Y ork City, and 
too, by  a good ly  num ber o f outsiders
who strove in many artful ways to per­
suade the examiners that they really 
had the statutory requirements.
The first examination held under the 
law was conducted in New Y ork  City, 
on Decem ber 15th and 16th, 1896, and 
the first certificates to be issued to suc­
cessful candidates at the written ex­
am ination were granted to Edward C. 
Charles, Joseph H ardcastle, and W il­
liam H. Jasper.
W ithin the first five years after the 
passage o f the law, 169 certificates had 
been issued under the waiver clause; 93 
certificates had been issued to those 
who had sat for  the examination, while 
115 candidates who sat for  the examina­
tion failed to pass.
Som e Accountants W ere Sceptical 
But it must not be supposed that all 
the public accountants who were genu­
inely eligible fo r  the New Y ork  cer­
tificate availed themselves o f the privi­
lege o f applying for  same within the 
one year period prescribed by the law 
o f 1896. Several New Yorkers, am ong 
them some of those in highest renown, 
did not take the m ovement seriously 
at the outset. I rem em ber one o f the 
leading professional accountants, still a 
prom inent practitioner, saying to m e:
“ That C. P. A. business is non­
sense, W ilkinson. A ll the penny ac­
countants on the side streets w ill be 
applying for  certificates under that 
absurd waiver clause.”
And so they neglected their oppor­
tunity and later, when Frank Broaker, 
Secretary o f the Board, pointed out to 
them that they were too late in filing 
their applications, they were wroth. 
M oreover, some of the British invaders 
had not at that time denoted their in ­
tention of becoming citizens of the United 
States.
Late Comers Shut Out
And so it came about that many good 
men and true, possessing all the qualifi­
cations required by law, found them ­
selves w ithout and look ing for  some 
way to g et  in. I f som e m ethod could 
only be found to pry that big front door 
open again! But Haskins was obdurate 
and Broaker was obstinate (so  they 
said) and there was “ nothing doing.” 
By this time the tide o f C. P. A. legis­
lation had set in from  both coasts—  
Pennsylvania and Maryland and far off 
California had secured their C. P. A. 
laws— while New Jersey, Illinois, and 
M innesota had made their initial but 
unsuccessful effort.
W aiver D oor Reopened 
And so we find on March 4, 1901, five 
years after the law had been passed, 
a bill was introduced in the H ouse by 
Assem blyman Bennett, authorizing the 
Regents o f  the University to extend un-
(Continued on page 279.)
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E V E R Y  Saturday afternoon, ex­cept in mid-summ er, the staff o f X  & Co., Accountants and 
Auditors, has a staff meeting for  the 
purpose o f  discussing current problem s, 
the instruction o f juniors, coordination 
of work, etc. In addition, between 
March 15 and May 15 o f each year 
classes are held tw o evenings a, week 
fo r  the instruction o f  those men who 
are going up for  the state board ex­
aminations. This w ork is in charge of 
the Assistant Chief o f Staff, who has 
natural ability to im part such know l­
edge as he has to others, but every sen­
ior is called upon to give talks and lead 
discussion on any topic with which he 
is m ore fam iliar or has had m ore field 
experience than others.
This is good procedure in any organi­
zation; but in the tow n o f  W , where X
& Co., practice, it is necessary, for 
there are no educational institutions 
within 75 miles to supply it, and co r ­
respondence courses at best are not 
always adequate. The meetings are 
quite in form al; jun iors are expected to 
ask intelligent questions, and everyone 
is encouraged to take part in the dis­
cussion.
So it happened that one Saturday re­
cently the topic was Real Estate and 
Insurance, and the fo llow ing  is as com ­
plete a report o f  it as is possible with­
out stenographic notes. The writer has 
edited *it to the extent o f  condensing, 
elim inating repetitions, etc., in order to 
get it into the compass o f  a magazine 
length article. The actual session lasted 
nearly two hours.
W here no speaker is indicated in the 
text, it is the discussion leader.
The tw o term s used as the subject 
of this afternoon ’s discussions are so 
com m only associated as to be deemed 
as inseparable as “ pork and beans”  or 
“ furniture and fixtures.”  Yet with the 
grow ing tendency to specialization, 
they are becom ing m ore and m ore sep­
arable, if not separated. Especially in 
larger cities, is it increasingly rare to 
find an individual, firm or corporation, 
acting in the jo in t capacity o f  real 
estate broker and insurance broker. 
W here such a union is found, each is 
a separate department o f the same or­
ganization.
Yet, barring life insurance, the two 
ought to be found, if  not together, at 
least closely allied. Obviously, with 
the many different kinds o f insurance, 
and the alm ost as num erous divisions 
o f the realty business no one man can 
have the expert know ledge that w ill 
enable him to serve his clientele effi­
ciently in both. W hen the two fields 
are harm oniously united profits in both 
are enhanced. But when not w ell co­
ordinated, losses may easily result.
*W ith  the a ss ista n ce  o f  Mr. A . D. B utler.
By L . GLUICK, C. P . A., New Y ork  and 
F lorida.
Any further abstract discussion o f 
this topic w ould bore most o f you, and 
probably ed ify  you little. The case sys­
tem is thoroughly established as the 
method o f  instruction in both law and 
accounting, and so we will now “ get 
down to cases.”
One o f our clients is a successful 
young realtor. He does not specialize 
in any particular field. He has a license 
to sell insurance, and “ represents”  a 
good company. But he sells insurance 
only to cover the property which his 
clients put under his management. This 
has the fo llow in g  happy results:
1. The client is prom ptly and thor­
oughly covered, at no increased cost.
2. The agent makes a neat addition 
to his income.
The accounting on the agent’s books 
is simple. A  single account receivable, 
with the Insurance Company is charged 
with com m issions as earned, and an in­
come account for  the earned com m is­
sions is credited. Premiums are 
charged to the owners at the same time 
as other charges, so that additional 
bookkeeping is avoided. The ow ner’s 
m onthly statement is compact, and 
shows him  in a unit, all his expenses. 
On the other hand, the owner is som e­
times confused by the departmentaliza­
tion  o f the larger real estate and insur­
ance organization.
He receives one bill for  insurance 
from  the insurance department, and a 
separate statement in respect to other 
operations. He should not confuse 
them, but too frequently he does. De­
partm ents in  a big organization are 
necessary for  many reasons, not the 
least of which is proper accounting. But 
they do not always function to the satis­
faction o f  the customer. W itness the 
persistence, and actual grow th of 
specialty shops in the face o f  depart­
ment store com petition.
Question by B : Isn ’t it possible to 
avoid this confusion by billing the in­
surance and realty charges on invoices 
o f  distinctive co lor?
Answ er: Yes, this is frequently 
done, but even then som e owners can’t 
or w on ’t distinguish them.
Question by C: W hat happens if the 
broker’s custom er makes round sum 
payments on  accounts?
Answ er: That’s where the real 
trouble starts. The only rem otely satis­
factory  method is to credit such portion 
o f  the paym ent against the oldest 
charges, whether they be for  insurance, 
rent or collections.
Question by B : But why not, if the 
custom er insists on payments on ac­
count, get him  to indicate how  he wants 
it allocated?
Answ er: W hy not? But the cus­
tom er usually w on ’t, and that’s all there 
is to it.
Some realtors do not even take out a 
brokers license, or get an agency. They 
place the insurance their clients need 
with some strictly insurance firm, and 
get a com m ission for  doing so. In 
som e jurisdictions they must get a sub- 
broker’s or salesman’s license first, but 
that is a detail. A ll  the bookkeeping 
required in such a case is a debit to 
cash and a credit to miscellaneous com ­
missions when the money is received.
One man is not an agent at a ll; just 
operates his ow n realty. Nevertheless, 
he has an insurance broker ’s license, in 
order that he may legally have the cost 
o f  his insurance reduced by the com m is­
sions which he splits with the insurance 
brokers through whom he places his in­
surance. This is analagous to the New 
York  Stock Exchange m em bers w ho 
never appear on the floor o f  the ex­
change, but who hold  their “ seats”  for  
the saving in brokerage on their mar­
ket operations.
Now take the case o f the strictly  in­
surance broker. He must get business 
in the face o f what is probably the m ost 
intense com petition to be found. O f 
course realtors are the biggest fish in 
the pond. He must earn and keep their 
good will. And realtors too frequently 
w ork on very thin margins. A lm ost any 
one o f them always can use extra cash.
So realtor G, goes to insurance agent 
H and makes him a proposition  som e­
thing like this: “ That parcel at the cor­
ner of Twenty-ninth Avenue and Eye 
Street is up for sale at a good  price. 
I know where I can make a resale in a 
hurry at a profit. Come in with me on 
the deal, and you ’ll not only get your 
share o f  the profit, but I’ ll see that you 
get the insurance on the property.”  H 
has a little spare cash; he considers the 
matter and acquiesces. P robably  the 
deal is pulled off as contem plated. 
F in e ! The next time such a proposal is 
made H consents more quickly. Again 
he may profit. But soon, som etim es at 
first, there’s a hitch. The prospective 
resale falls through, the jo in t venture 
is stuck with the property and its carry­
ing charges. Maybe the insurance m an’s 
premium commissions w ill give him an 
even break; usually they w on ’t. Then 
he finds h im self in the realty business. 
Despite the Incom e Tax rulings which 
put insurance brokerage com panies 
under the personal service corporation  
classification, every real broker know s 
it requires considerable capital to  con­
duct a profitable business, if  fo r  no 
other reason than that he m ust fre­
quently pay the premiums to the insur­
ance com pany and collect when he can 
from  the insured.
Interruption by C: But what has all 
this got to do with accounting?
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Answer: Y ou ’re just a bit previous. 
W e ’ve seen how the insurance broker 
has gotten  into holding or even operat­
ing realty. His regular accounting sys­
tem may be adequate, but not so with 
even one such deal. You go into his 
general ledger and you find an account 
labeled maybe “ Investments,”  already 
containing stocks and bonds, contain­
ing the posting fo r  the cash advanced 
on the realty deal. Maybe he has in­
structed his bookkeeper to post it to a 
new account called “ Real Estate.”  But 
all it contains is the cash advanced. 
Now you ought to see readily what a 
mess that w ill be if not prom ptly 
changed.
Q uestion by B : How so ?
W ell, presently there w ill be taxes to 
pay, and the insurance man may pay his 
share. P robably  the check w ill be made 
out to his associate in the venture, and 
nine times out o f ten be charged direct­
ly  to the asset account. Even if 
charged to taxes, the transaction is in­
completely stated. Then later, interest 
on the m ortgage must be met. The 
same procedure is follow ed. But the 
auditor, seeing an entry fo r  “ Interest 
on M ortgage”  naturally looks for  one 
thing im m ediately. W hat is it?
Chorus: A  m ortgage account.
Is it there? No.
So then what do you have to do? 
(T h ou gh tfu l silence) W ell, Mr. C, 
what did you do with Mr. N ’s books?
C : W ell, he wasn’t an insurance 
man. He’ s a r etail clothier.
Certainly, but didn’ t he get into a 
similar deal?
B : T hat’ s right. W ell, I had to 
collar him and get him  to sit down with 
me and go over the matter, but all the 
papers w ere over at the law yer’s and
I  had a devil o f  time making head or 
tail out o f  them even after I got them.
That’s the way lawyers are. Well, 
how did it end?
C, continuing: I finally got the thing 
clear, and set up separate accounts for 
the asset at cost, the m ortgage and 
other liabilities on  it, and the expenses 
incurred to date, and instructed the 
bookkeeper to keep them that way.
Correct. But, why was this neces­
sary aside from  incom e tax m atters?
B : Because, When we com e to pre­
pare a financial statement fo r  Mr. N, 
we must show everything, not just his 
cash outlay.
Very good !
U nidentified soto voce : H— 1, that’s 
perfect.
So we m ust do the same for  the in­
surance agent, and w hat’s more, since 
he’s liable to get into many such deals, 
we must firm ly impress upon him the 
necessity of keeping such separate ac­
counts for each and every deal. More­
over, we must show him that he must 
keep after his associate who is handling
the deal and get a prom pt report o f  all 
money collected and spent, so that his 
books may show his share, even if he 
doesn ’t pay it promptly.
Question by B: How about deprecia­
tion?
Answ er: That must be set up the 
same as any other item, especially at a 
closing.
Question by D: H ow about making 
a partnership return for  the jo in t ven­
ture?
Answ er: Of course, if  you can get 
the associates to keep a separate little 
set o f books for  the deal, you have an 
easy time o f it. But in all my experi­
ence I ’ve seen that just once. As for 
a 1065 return, it appears not to be re­
quired. Just look  at paragraph 11507 
o f Regulations 69.
B : Yes, but when I was in F lorida 
during the boom  I ran up against sev­
eral revenue agents who insisted on 
such a return.
That’s interesting. W hat did you 
do?
B : W ell, my boss there said it was 
w rong at law, but darn good accoun t­
ing and he did it as often  as he could 
persuade the client to let him— which 
w asn’t often.
D: W ell if  it was w rong at law, why 
did the revenue agents want it?
B : In any num ber o f instances the 
other mem ber or members o f  the syn­
dicate never had been in the state, just 
gave their m oney to their friend to in­
vest. And unless the governm ent had 
a com plete inform ation return, they 
couldn ’t know  if the northerners were 
om itting their profits—
Chorus: I f any!
B : R igh t!— from  their own returns 
filed in different districts.
That sounds logical. Much m ore so 
than usual.
C: As in that additional assessment 
they slapped on “ V ”  last month.
Yes. But we are getting a little off 
the track. W hat we have seen is that 
the insurance broker, if he gets into 
real estate deals, must m odify his book ­
keeping system to keep proper record o f 
them.
But let’s get back to the firm or com ­
pany that is regularly in both lines. 
Especially the small ones. Usually 
there w ill be just one girl in the o f­
fice. As profits arise only from  sales, 
m ost o f her time w ill be given up to 
correspondence relating to them, prep­
aration o f contracts, leases, policies, 
etc. The bookkeeping w ill be neglected. 
Then during the tax season—
Interruption by D: You mean March
14— (laughter)—
he’ll call you in to make a return and 
you’ll find incomplete and confused rec­
ords. What are you going to do?
D: W ell, if it really is after March 
tenth, all we can do is get him to guess
at his net incom e and file a tentative. 
A fterw ards go back and w ork up the 
correct figures. Sometimes write up 
the books almost entirely.
Good enough, but can you write them 
up correctly?
D: I think so ; anyhow I ought to, 
after that Z engagement.
W ell, supposing you describe the en­
tire procedure, and w e’ ll see if you got 
any real benefit out o f the Z case.
D : The things you ’re sure to find 
are a rent roll, a policy  register and a 
check book. The check book w ill have 
too many stubs with only the name and 
am ount on them, but if any regular 
books have been kept at any time you 
can get a pretty good idea from  them 
as to what the checks were for. The 
rest you can ask about. So you recon­
cile the cash and bank, and trace the 
items into the ledger— I forgot, there’s 
usually a custom er’s ledger— and check 
that against the rent roll and policy 
register. Then the items that are for  
expense can be set up on w orking paper, 
and the rest w ill be general ledger 
items. In the Z case there was an old 
general ledger, and after we had all 
the cash items analyzed we made one 
com pound journal entry, and posted it 
to the ledger. Meanwhile F, had been 
going over that and balancing it as o f  
the last month regularly posted, and 
tracing out the disposition o f all open 
balances o f any kind. Once we got the 
cash posted we were in a position to get 
a w orking trial balance.
B : But how  about the non-cash 
item s? There must be plenty o f them.
D: And how ! Didn’t I spend three 
days just checking the custom ers ledg­
er, owners and tenants all mixed up, 
getting each account balanced? W e 
couldn ’t get Z  to agree to our asking 
for  confirmations.
Interruption by leader: He was 
right at that, the response w ould have 
been small, and chiefly from  the people 
whose ledger accounts were O. K. any­
how.
D, continuing: Of course the total 
didn ’t agree with the control as w e’d 
made it up, but Mr. A— (the leader), 
w ouldn ’t let us write off the difference 
because we didn’ t know  which was cor­
rect, although I ’m positive the ledger 
schedule was nearer it than the control.
A : Probably you ’re right but we 
must be sure. If they only w ill keep 
better records now, most o f the differ­
ences w ill w ork out, and then in five or 
six months we can write off the balance 
o f the difference to suspense. I f the 
end o f the year finds it unchanged, w e’ ll 
be justified in charging it off to bad 
debts.
Question by B: W hy not surplus? 
It arose the year before.
Answ er: Technically you ’re right; 
but it w ouldn ’t be fair to Z to deny
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him credit fo r  it for tax purposes. Go 
ahead D, you ’re doing fine.
D: As for  the liabilities, that was 
mess, and I don ’t mean maybe. That 
office has a filing system for  prospects, 
customers, leases and so forth  that is a 
beaut; Z is on the g irl’s neck if he 
doesn ’t get such dope in thirty seconds. 
But expense bills are just a nuisance to 
them and we had to wade through a big 
old-fashioned box file, bulging with two 
years accum ulations, p ick  out those o f 
the current year, check and hunt to find 
out which were paid, and finally analyze 
them on w ork sheets. Even at that we 
didn ’t get them all. I went around the 
second 6f the next month and corralled 
all the statements as they came in, be­
fore  they ’d been opened and lost, and 
then got a hunch about the differences; 
darned if there w eren’t twenty-seven re ­
cent invoices in the correspondence 
files!
Anyhow we finally got that all un­
tangled, and a reasonably decent bal­
ance sheet prepared. But the profit and 
loss statement was a caution. Z ’s got 
the idea that his casualty insurance 
business is a losing proposition. And 
he knows that collecting tenement 
rentals is. But we just couldn ’t give 
him figures to prove or disprove it, and 
he thinks all accountants are dubs. 
H ow in the name o f time can you al­
locate expenses when you haven’t dis­
tributed them currently and the same 
man handles three kinds o f business, 
like that one collector, Q, I think his 
name is?
Leader: Y ou ’re right D, all we can 
do is try to educate him up to keeping 
proper and prom pt records, and getting 
him  to realize that a girl who does only 
bookkeeping, even at $25.00 a week is 
a  good earning asset and not another 
useless expense.
But its getting late now. So let’s 
rush through the analyses o f expense 
accounts as they should be in a rough 
way, and you can look up m ore material 
in our library. (See B ibliographical at 
end o f article.)
W here thorough and com plete de­
partm entalization is not found (and 
even where it is, as regards office rent, 
light, etc.,) the only expedient method 
is to apportion expenses on the basis 
o f  dollar volum e o f business done. It 
may not be scientific, but it w ill yield 
approxim ately correct results. Thus in 
the case o f Q. He must make some 
kind o f daily report o f his collections. 
These can be analyzed as between say, 
office rentals, tenement rentals, and 
fire premiums. Then his salary and ex­
penses can be apportioned to those ac­
counts on the basis o f what he collects. 
Yes, I know  that he may spend a half 
a day making vain attempts to collect 
one premium, and clean up a high grade 
apartment house in two hours. In the
long run , it w ill average out. And if 
he can be persuaded to keep a time rec­
ord as well as a money record, the in­
form ation necessary to adjust such in­
equalities is easily available.
Scientifically, o f course, better re­
sults can be obtained by having w ork 
so distributed that all or nearly all
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charges are direct. But as you see, this 
is generally im possible. The hope is, 
as I stated at the beginning o f  the 
period, that ultim ately this age of 
specialization w ill get to the point 
where Realty and Insurance w ill 
be divorced and each carried on by 
(Continued on page 279.)
Nebraska— W illia m  B ryden , C. P. A., 638 
S ecu rities  B u ild in g , Om aha.
Nevada— E. S. L a  T ou rrette , C. P. A., B ox  
30, R eno.
New Hampshire— H iram  B. H a sk ell, C. P. 
A ., 922 E lm  Street, M anch ester.
New Jersey— Jam es F. H u gh es, C. P. A., 
104 F a irv ie w  A venu e, J ersey  C ity. 
Jam es F. W elch , C. P. A ., 129 M ark et 
Street, P aterson .
New York— A lex a n d er  S. B an ks, C. P. A., 
7 D ey  Street, N ew  Y o rk  C ity. W illia m  H. 
B ell, C. P. A., 15 B road  Street, N ew  
Y o rk  C ity. H om er A. D unn, C. P. A., 35 
W est  64th Street, N ew  Y o rk  C ity. P au l 
Josep h  E squ erre , C. P. A., 20 V esey  
Street, N ew  Y o rk  C ity. Josep h  J. K le in ,
C. P. A., 19 W e st  44th Street, N ew  Y o rk  
C ity. M artin  K o r tjo h n , C. P. A., 15 P a rk  
R ow , N ew  Y o rk  C ity . Sam uel D. L e id e s ­
d orf, C. P. A., 125 P a rk  A ven u e, N ew  
Y o rk  C ity. John T. M adden, C. P. A., 
N ew  Y o rk  U n iversity , W a sh in g to n  
Square, N ew  Y o rk  C ity. W a lte r  A. 
Staub, C. P. A., 110 W illia m  Street, N ew  
Y o rk  C ity. N orm an E. W eb ster, C. P. 
A., 50 B roa d w a y , N ew  Y o rk  C ity. John 
R. W ild m an , C. P. A., 15 B road  Street, 
N ew  Y o rk  City.
North Carolina— G eorg e  E. W ood , C. P. A., 
138 B reva rd  C ourt, C h arlotte .
North Dakota— J. A. Cull, C. P. A., E d ­
w a rd s  B u ild in g , F a rg o .
Ohio— W a lte r  D. W a ll, C. P. A., 44 W est  
G ay Street, C olum bu s. L. G. B atte lle , C. 
P. A ., 121 W e st  Second  S treet, D ayton .
Oklahoma— T hom as F. Carey, C. P. A ., 709 
B ran iff B u ild in g , O k lah om a C ity.
Oregon— E. M. W ilson , C. P. A., L ib erty  
B an k  B u ild in g , M edford .
Pennsylvania— H ora ce  P. Griffith, C. P. A., 
F ra n k lin  T ru st B u ild in g , P h ilad elp h ia . 
W illia m  R. M ain, C. P . A., P a ck a rd  
B u ild in g , P h ilad elp h ia . E d w a rd  P. 
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The Prevention of Failures in Business
I N talking to you on the subject of Prevention of Failures in Business, I am going to make an assumption, 
that, while not idealistic, I think we have 
to agree with. I am going to say that 
the whole purpose of business is to make 
money.
Those who write about business like to 
devote a couple of chapters at the begin­
ning to tell about the service ideals and 
other things that should actuate the busi­
ness man. I do not mean to disagree to 
any extent whatsoever with the promulga­
tion of any such theories as that. I think, 
at the same time, that there can be no 
conflict between the fundamental that all 
business is being conducted with the idea 
of making profits and the idea that a cer­
tain ideal should guide the man who is in 
business.
One of the speakers who preceded me, 
every one of whom has suggested certain 
new thoughts to me in connection with 
my own subject, has quoted Rockefeller 
as saying that he thought it was a man’s 
religious duty to make just as much 
money as he could. Aside from the ques­
tion of whether or not it becomes a re­
ligious duty, I think it is true that the 
entire, absolute and exclusive purpose of 
business is to make money.
How well then is business accomplish­
ing its purpose? The statistics published 
by the Bureau of Internal Revenue show 
that the corporation returns filed each 
year indicate that from  41 to 43 per cent 
of the corporations organized in the 
United States lose money every year. Of 
course, not the same 41 or 43 per cent, 
but every year there are 41 to 43 per cent 
of the corporations which have lost money 
in that year. Those same statistics show 
also that 75 per cent of the total profits 
made by corporations in the United States 
each year are made by 4 per cent o f the 
corporations.
In other words, three-quarters of the 
profits of corporations are made by one- 
twenty-fifth of the corporations in the 
United States.
The public accountant is called in by 
business men only as an aid in the mak­
ing of profits, in my opinion. That being 
the ultimate object of the business man 
in his activities, why should he call for 
any service of any kind, i f  he does not 
think that service w ill help him attain 
his object? And if we analyze the serv­
ices we perform, I think we can agree 
with the statement that the public ac­
countant is called in to assist in the mak­
ing of profits.
If we are asked to make a balance sheet 
audit, the probable purpose is that the 
client may submit our report for credit
By PAUL W. PINKERTON, C. P. A., 
Chicago; President, The American 
Society of Certified Public Account­
ants.
purposes, or under the requirements for 
listing on the stock exchange, or some­
thing of that nature. The reason he 
wants the report for those purposes is in 
order that he may have credit, whether 
on the street or at the bank, or with a 
mercantile establishment, to help him 
m ake more money. If it is a detailed 
audit, perhaps with fraud known or 
suspected, again the purpose is the same. 
We are called in, in order that, by stop­
ping loss, or ascertaining the amount 
thereof, with recovery in mind, we may 
assist in the making of profits.
Again, if  the audit is simply a matter 
of the usual procedure of our client, some­
thing that he indulges in annually, it is 
not because he wants to know so much 
how he has come out from the standpoint 
o f mere curiosity, but it is because he 
wants to know how he has come out, in 
order that he may guide his establish­
ment for the future, and learn lessons 
from the past. So, the public accountant 
should have consistently in the fore­
front of his mind, this fundamental prin­
ciple of business, that the making of 
profits is the object of all business. And 
if he is to serve clients as he should, not 
being an expense item, he must be of real 
service and real assistance in this busi­
ness of making profits.
Business failures are divided into two 
classes. They are said to result 80 per 
cent from causes for which management 
is responsible, and 20 per cent from 
causes for which management is not re­
sponsible.
I touched on this point a little bit in 
my previous talk before this group, and I 
am just going to hit the high places at 
this time, in order to proceed to a more 
specific discussion. I said before that I 
think that the 20 per cent of the causes 
for which management is not responsible 
are being rapidly reduced until the time 
is coming when management w ill be con­
sidered to be responsible for practically 
all business failures.
The accountant has a very vital interest 
in this matter. Clients are hard to get, 
and our methods of obtaining clients are 
under scrutiny all o f the time. The best 
way to keep a clientele is to keep our 
clients making money, because if they 
make money, they are not going to go 
out of business, and they are probably 
going to remain our clients. Every time 
one o f our clients goes out of business, 
either our business is lessened or else we
must replace the client—and we all know 
that replacing a client is not nearly so 
easy as keeping a client. And again, if 
we can help our clients to make money, 
they will spread the gospel of the value 
of our services as individuals, and as a 
profession, so that our business w ill grow 
just by that fact. For that reason, this 
seems to me to be an extremely vital 
matter to all o f us— this matter of the 
prevention of failures in business.
Mr. Montgomery spoke of lack of cap­
ital as a common cause of failure. It 
has been said to be the most common 
cause of failure. Yet he said that he felt 
that it was not the most common cause, 
and developed a line of thought breaking 
away a little bit from that tradition of 
the harm resulting from lack of capital. 
I would suggest, in addition to what Mr. 
Montgomery has told you, that there is 
no such thing as lack o f capital. The 
trouble that has made business failures 
is not lack of capital. It is the attempt 
to stretch the capital too far. There is 
always sufficient capital for something. If 
the plans for the conduct of the business 
are adapted to the amount of capital, then 
we shan’t have failure from that cause: 
lack of capital.
In other words, the cause of failure is 
not a lack of capital, because there is 
always sufficient capital for certain pur­
poses. The cause is rather the overwork­
ing of capital.
This presents an accounting problem. 
It is a problem in budgeting, pure and 
simple. Here we have certain money that 
is on hand or can be obtained. The ac­
countant likes to balance things against 
each other. He will balance that avail­
able capital against the use to which it 
is to be put, and guide his client in see­
ing that the plans for expansion, or for 
advertising campaigns, are not going to 
be so great that they will stretch that 
capital to the breaking point so that the 
client w ill suffer from this so-called lack 
of capital.
Comprehensive planning is absolutely a 
key to business success in these days of 
extremely close competition— in these 
days when almost no one is forced to buy 
from a particular source. In the old 
days, when there was only one dealer 
within reach of a certain purchaser, there 
was no choice; the purchaser had to buy 
from that dealer. There was no competi­
tion. But now, competition has increased 
so that, as one speaker has said, the man 
in St. Louis buys Massachusetts-made 
shoes, and the man in Boston buys Mis­
souri-made shoes. The field is wide open. 
Competition has cut the margins until 
every little expense has to be worked out
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on a very fine detail, and planning is the 
absolute key-note in successful business—  
planning in methods, and planning in 
aims. The business man must plan not 
only how he is going to do something, but 
just exactly what he is going to do.
In talking about budgets, too often I 
think we figure the expense side only. We 
say we have to spend this, or we can 
spend this, and forget the other side. The 
man who wants to increase his business 
and sets himself a definite aim, a definite 
figure that he is going to reach, or a defi­
nite percentage of increase, will come a 
great deal nearer to reaching his goal or 
passing his goal than the man who sim­
ply says, “ We have to do more business 
this year.”
And that is just as true of us in the 
accounting profession as it is of the man 
in the merchandising field. If you and I, 
as accountants, say that in January last 
year, we had so many dollars of sales, and 
in February, so many dollars, and in 
March, so many dollars, and for each of 
those months this coming year we have 
to increase that a certain definite percent­
age, ten or fifteen or twenty, or thirty- 
three and one-third per cent, depending 
upon just what we think we can accom­
plish, and put down that figure as a goal, 
and attempt to reach that figure all the 
time, we will come a whole lot nearer 
reaching it or passing it than if we are 
simply striving along in a general way to 
increase our business.
That is just as true of the merchan­
diser, reversing my proposition, as it is of 
the accountant. It is just as true of the 
manufacturer as it is o f anyone else. 
That is the beginning of the budget.
Now, what about the income side of it? 
That is one thing to consider in this 
problem of the prevention of failures in 
business. I do not think we, as account­
ants, play a big enough part in the prob­
lems o f budgeting. We devote ourselves 
too closely to auditing, to income tax, and 
the things that are akin thereto. It is 
time that we were teaching the theory 
of budgeting and the practice of budget­
ing to the business man. And if we are 
not qualified to do it, then let us prepare 
ourselves, because, as a profession, it cer­
tainly is a part of our job.
What is budgeting? Some one said that 
it is simply a method of worrying about 
your expenses in advance instead of after­
wards. But, I submit to you, isn’t that 
the time to worry about them? Find out 
what our expenses are going to be, and 
see whether the game is going to be 
worth the candle. I f it is going to cost 
us so much to operate this business this 
year, isn’t now the time that we should 
know whether we are going to be able to 
get results that will justify that expense? 
I f any o f us think that budgets are im­
practicable, then I think that it is time 
that we devoted ourselves to a study of
some of those companies that have per­
fected budgets that beat the weather man 
ail to thunder when it comes to telling 
what is going to be the financial condi­
tion at the end of the year if we have 
certain policies and follow certain guides. 
Every budget should be developed with an 
estimated profit and loss statement for 
the budget period, and an estimated bal­
ance sheet at the end of the budget period. 
And then the striving should be to reach 
those ends. It is the accountant’s work, 
and it is time that the accountant played 
a bigger part in it.
Budgeting is becoming more and more 
popular. It is becoming more and more 
scientific. It is becoming more and more 
exact. It is necessary in these big days 
of big business. About 120 years ago 
Adam Smith said that the corporate form 
of business organization would serve for 
only three kinds of business— a toll gate, 
a toll bridge, and a ferry, and that out­
side of those three kinds of business the 
corporation was not a usable thing. To­
day it would seem that you and I could 
not start selling pencils on the street cor­
ner without organizing a corporation. 
Adam Smith could not conceive of stock­
holders scattered all over the country— all 
over the world— with a common invest­
ment, businesses employing millions and 
hundreds of millions of dollars. What he 
had in mind was one man with his family, 
and possibly a hired man or two, running 
a business.
Today the executive in big business is 
not even recognizable by the large ma­
jority of his employees except through pic­
tures in the magazines and newspapers. 
Thousands of men, tens of thousands, are 
all working under the direction o f one 
man. What does that mean in the way of 
control? In the old days, the executive, 
if he had some bookkeeper to work up 
his figures for him, could interpret them 
because he knew all the facts on which 
they were based. All that the public ac­
countant had to be was some one who 
would put figures together and get the 
correct result. Now, the big executive 
who must determine the policies, policies 
requiring the expenditure o f hundreds of 
thousands of dollars, knows almost noth­
ing about the details that make up the 
figures. He must have them presented to 
him in such a way that they tie up cause 
and effect in such a way that he can tell 
whether certain policies are paying, or 
whether certain policies are not paying.
He must have reports to guide him, and 
the form of those reports is a part of the 
accountant’s work. Control devices have 
to be increased. In the old days, when we 
drove two horses and a lumber wagon, 
you did not need much in the way of 
control; you needed reins on the horse, 
and maybe a brake at the side of the 
wagon. For years they got along with­
out even a brake. Now, we have auto­
mobiles, and we have to have oil guages, 
motometers, speedometers, and gasoline 
gauges. Those things, those control de­
vices do not make the car go. And our 
reports won’t make business go. But 
they are the guages by which the execu­
tive controls his vehicie, the big business.
The language of business is figures. 
That is an aphorism of the head of the 
largest grocery house in the United 
States. If the language of business is 
figures, and, if figures are the language 
of the accountant, then the accountant 
must be the man who speaks the lan­
guage of business.
This business of the prevention of fail­
ures in business is a job for the account­
ant to take unto himself, because, in my 
opinion, it is very largely entirely a mat­
ter of analysis.
Now, you may say “ Oh, yes, but there 
are certain people who are not executives, 
who cannot make a profit out of any busi­
ness, no matter how you line it up.” I 
will agree with you. Those things will 
always exist. But, study your list of 
causes of failure that Dun and Brad­
street publish, and “ inability to handle a 
business” is under a classification rather 
far down the list, although they attribute 
a rather considerable portion of failures 
to that. Most failures are not from  lack 
o f ability, and all of the things that go 
along with it. They are from causes that 
are controllable, that are controllable by 
proper study, by proper analysis.
In my opinion, failure in business is 
almost unnecessary. It may be that a 
business which is established cannot 
make money in its present location under 
existing conditions. But, it can be moved, 
and it can be closed out before it becomes 
too late. It is a question of the study of 
figures. And, figures are the thing with 
which the accountant deals.
Now, in this study of figures, in this 
analysis, what do we need? We need, 
first, a fine analysis of expense. You men 
all have the same abhorrence that I have 
for the old general expense account. You 
have all seen the profit and loss statement 
which had about ten or twelve items on 
it, of relatively small amounts, and then 
one general expense account that con­
tained as much as all o f the rest put to­
gether. W e are breaking away from that, 
all of us. But the time is coming when 
we are going to break expenses down even 
much more finely than we do now.
As an example, I might mention a 
wholesale house in Chicago which at­
tributes the discovery of a postage theft 
running into hundreds o f dollars month­
ly, merely to the fact that they broke 
down their expenses to the point where 
they had “ postage on correspondence”  and 
“ postage on shipments,”  in two separate 
accounts. Then, by keeping track of the 
weight o f the packages and the number of 
letters, they discovered that the postage
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they were buying was absolutely incom­
parable with the amount that they were 
actually using. That may not be the best 
method, but one can develop a great many 
in the same way.
In stationery, for example, or in pen­
cils, you can do the same thing. Now, you 
may say that I am carrying this to a 
ridiculous extreme. I admit it, because 
pencils are such a small item of the busi­
ness cost that it is not worth while. But 
just to make plain what I mean, if we 
had pencils in an account by themselves, 
and we found out that we had bought 
three times as many pencils during the 
year as could possibly have been used up, 
then we would know that somebody had 
been stealing them, or that something 
had happened. Maybe somebody was sup­
plying them to somebody else. Maybe 
every member of the force was supply­
ing all of his kids at school with all of the 
pencils they needed at our expense. Now 
that is simply an example. But I wanted 
to take just that example to show you, be­
cause it is in that breaking down of ex­
pense that the executive sees where the 
wastes are.
In a big factory, with sales of a m il­
lion dollars, there may be one account for 
oils, lubricants and waste. Any of you 
men will know that that account has been 
growing, growing and growing through 
the years. It is taken as being natural 
that it should, because prices have been 
going up. But when you have that ac­
count by itself, is there any way of tell­
ing from that total whether there is a 
terrific waste in those items, or whether 
there is not? But, if that account were 
broken down by departments, or by 
classes of materials, it would be possible 
to see what it was composed of, and it 
would be possible to say, “ Here is some­
thing that is going wrong, and here is a 
saving that can be effected.”
Now, in talking about breaking down 
those accounts, I do not have in mind 
necessarily the carrying of continuous 
perpetual ledger accounts with fine items. 
But management is finding that the finely 
detailed analysis of various expense ac­
counts at intervals shows absolutely un­
suspected leaks in oils, lubricants and 
waste. The bookkeeper slaps everything 
in that group into that classification, and 
our total runs to thousands of dollars a 
month. Break it up into so many barrels 
of black oil, so many barrels of cylinder
oil, and various other items. You will 
have three barrels of this kind of oil this 
month, and two barrels last month, and 
three barrels the month before, and we 
have only one battery of machines in the 
plant on which we use that kind of oil. 
What is the matter? There is something 
wrong. Maybe it is a very expensive oil; 
and maybe, because it happens to be just 
the most convenient, they are using it
for other machines that can get along 
with a much cheaper oil.
Those are the things that management 
needs, and those are the things that we 
could offer.
Another thing that can be done in the 
prevention of failure is to analyze our 
overhead by departments. Split it up. 
This goes into cost work, you may think; 
and it does, but not in that arbitrary way 
in which we handle most of our costs. 
Take up the controllable overhead and 
allocate it to the foremen that are re­
sponsible.
In costs we have a lot of confusion, be­
cause we try to split up taxes and rents, 
and all of those other things by depart­
ments. I am not taking issue with that. 
But that is not what I mean. I mean to 
take the items for which the foreman is 
responsible, and find out what foreman is 
responsible for them, and compare his re­
sults with those of other foremen in com­
parable positions. I have seen that car­
ried to the point where one foreman 
would go to another foreman and say, “ I 
have bought too many paint brushes, and 
I need a soap-stone. W ill you trade me a 
soap-stone for a paint brush?” The nor­
mal condition would be that the foreman 
would send in a requisition for a dozen 
soap-stones; and if he wanted a partic­
ular kind that you did not have in your 
storeroom, you would stock up with a 
dozen, even if  the other eleven were not 
going to be called for in a long time.
Now, when you stock up with eleven ex­
tra soap-stones, you are adding to insur­
ance expense, you are adding to interest 
expense, you are adding to the cost of 
running your storeroom; you are just 
multiplying your costs all of the time.
There are concerns that are developing 
that idea to the point where they are o f­
fering bonuses to the high-cost and low- 
cost foremen, based upon certain stand­
ards of overhead in departments where 
the foremen are cooperating. The account­
ant can help management in just such 
ways as that.
The five most common ailments in busi­
ness are said to be insufficient net profits, 
which, of course, seem to cover all of the 
rest; over-investment in inventory; over­
investment in receivables; over-invest­
ment in fixed assets; and insufficient cap­
italization.
I spoke a minute ago about building up 
the stores inventory. Over-investment in 
inventory harms us, as I said, in that it 
adds to interest cost and insurance cost, 
and the cost of handling the inventory. 
And, what else? It increases our rent; it 
increases our taxes; it increases the 
actual depreciation due to spoilage, and 
other depreciation.
In Chicago, in 1920, a company wanted 
more capital. They went to the banks, 
and were refused. They went to the bond 
houses, who studied the situation and
said, “We do not want the issue.”  They 
went to the stock brokerage houses, with 
the idea of putting out a preferred stock 
issue, but were told, “ We cannot sell it 
at a figure that would justify you in put­
ting it on the market and at a price that 
would justify us in taking the risk, in 
view of your situation.”
The company needed more money. 
What could be done? An accountant with 
a constructive mind was employed. He 
examined into their inventory, and found 
that they had in the inventory seven 
years’ supply o f some of the parts that go 
into their assembly and seven day’s sup­
ply of other parts. And he found that if 
the inventory was properly proportioned 
as to time needs, they would have three 
times the amount of capital available that 
they were trying to get. In other words, 
three times the capital that they needed 
was tied up in an inventory, part of 
which would not be called for within 
seven years.
The accountant’s work on the inventory 
has been mentioned by two different 
speakers already today. This makes three 
of us all driving at it at the same time. 
In the inventory there is something that 
we can do to keep our clients in business. 
This accountant who worked on the case
I mentioned saved a business.
It has been said that every time there 
is a failure all of us pay the cost of that 
failure. If a grocery store in Savannah, 
Georgia, fails today, you and I are going 
to help pay the cost of that failure, be­
cause that grocer w ill owe dealers some­
where who sell to people from whom we 
buy; and that dealer who suffers a loss 
from that failure in Savannah, Georgia, 
has to build up his prices to the dealer 
from whom we buy, so that we have to 
pay that cost. It is an economic loss to 
civilization as a whole.
Every client who fails is a client lost, 
and a client lost is mighty hard to re­
place. I f  we keep in the forefront of our 
minds the idea that the purpose of busi­
ness is to make money, and that the 
easiest way of making our own business 
grow and of keeping from being looked 
at as an item of expense rather than as 
a constructive force, is to help the exec­
utive in his task of making profits; and 
if we realize that the making of profits 
is dependent very, very largely on analy­
ses and on the figures which we furnish; 
if we would add to the work we do just a 
little bit more which would make our fig­
ures point out to the executive the things 
that he needs to know to control his busi­
ness, instead of simply giving him the 
figures and leaving him, untrained in fig­
ures, to analyze them and to find out 
these things that he needs to know— I 
say that, if  we will keep these things in 
our minds, and do these things, then we 
will build more and more our individual 
practices and the practice o f the public 
accounting profession.
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The C. L. U. Degree For Life Underwriters
U PON the em ploym ent each year o f the services of the Certified Public Accountant, the writer 
has felt a great adm iration for  this 
group o f men who have raised their 
business to a professional standing. 
F or years, we, in our business, have felt 
the desirability o f a sim ilar accom plish­
ment. The late Edward A. W oods was 
extrem ely active in organizing the 
Am erican College o f L ife Underwriters 
w hich is now functioning as the vehicle 
fo r  the establishm ent o f professional 
standing for  the progressive, w ell- 
trained Life Underwriter. The Am eri­
can College grants to all qualified ap­
plicants a C. L. U. Degree— Chartered 
L ife  Underwriter.
E ligibility fo r  the Degree
Any man or woman over 21 years of 
age, with a high school education, or 
its equivalent, who has had at least 3 
years o f Life Insurance experience, may 
apply for  permission to take the C. L. U. 
Degree. Graduates o f universities and 
colleges may make application to take 
the examinations at any scheduled date 
fo llow ing  their graduation, but though 
successful, w ill not be granted the De­
gree until the com pletion o f 3 years o f 
satisfactory life insurance experience.
The applicant is required to fill out a 
request for permission from  the College 
Board o f Directors for authority to take 
the examination for his degree. This 
application accom panied by a payment 
o f  $50.00 is sent to the Registrar o f the 
College, Dr. A. W. Spalding. Applicants 
intending to take the first examination 
were required to file the application 
with fee on or before the 15th o f May, 
this year.
The examinations relate not only to 
life  insurance fundamentals and life in­
surance salesmanship, but are based on 
the presumption that life underwriters 
have an adequate educational back­
ground in English, Econom ics, Soci­
ology, Com mercial Law and Finance. 
A ll o f the examinations may be taken 
at one time. If  desired, however, they 
may be taken in two installments at d if­
ferent times, the first examination com ­
prising the first three main divisions o f 
the follow ing list o f  subjects, and the 
second covering the last two divisions.
The C. L . U. Exam inations
The follow ing subjects w ill be cov­
ered by the examinations:
I. L ife Insurance Fundamentals—
1. Econom ics of L ife Insurance.
2. Principles and Practices.
II. L ife Insurance Salesmanship—
1. Principles o f Salesmanship.
2. Psychology o f L ife Insurance
Salesmanship.
By W ILLIA M  M. DUFF, President and 
M anager The Edward  A. W oods Com­
pany, Pittsburgh, Pa., General Agent, 





IV. Com mercial Law—
1. General Com mercial Law.
2. W ills, Trusts and Estates.




2. Com mercial Credit.
3. Banking.
4. Investments.
There were five half-day sessions of 
three hours each. This first examina­
tion was held in fourteen colleges 
throughout the United States.
I. LIFE INSURANCE FUNDA­
MENTALS
(a ) E conom ics o f  L ife  Insurance. 
(Answ er 4 questions.)
1. Give seven (7 ) specific uses o f life 
insurance fo r  the individual policy­
holder.
2. W hat is a trust com pany? W hat 
are the beneficial results o f trust com ­
pany and life insurance com pany co ­
operation?
3. Explain the various ways in which 
life  insurance proves helpful in con­
nection with the settlement o f estates.
4. State the econom ic advantages o f 
life annuities.
5. Define so-called “ partnership life 
insurance,”  and explain briefly the eco­
nom ic advantages derived therefrom .
(b ) Principles and Practices. (Answer 
4 questions.)
1. a. W hat objections are custom ar­
ily  raised against term life insurance 
policies?
b. W hat is meant by a convertible 
term policy and explain the reasons for 
the inclusion o f the convertible feature.
2. Contrast ordinary life insurance 
and endowm ent insurance, pointing out 
the differences in purpose and scope 
o f the two types of contracts.
3. From  the follow ing data calculate 
the net annual level premium on a 
$1,000 five-year term policy, written at 
age 25:
No. L iving at No Dying 
Beginning o f  During 
Designated Designated
Age. Year. Year.
25   89,032 718
26   88.314 718
27   87,596 718
28  ............... 86,878 718
29   86,160 719
Am erican Experience 3 per cent.
Present values of $1 at 3% due as 
fo llow s:
1 year ........................................................ ..0.970874




(In  view o f the lim ited time avail­
able: it is not desired that you make 
your multiplications, additions, and di­
visions. Merely indicate all answers by 
letters beginning with “ A ”  and then fo l­
low ing continuously with “ B ,”  “ C,”  etc. 
The problem  aims to ascertain correct­
ness o f procedure and not actual re­
sults.)
4. a. W hat is the meaning o f the 
term “ N on-Forfeiture Privileges” ? Ex­
plain such provisions.
b. W hat is meant when a com pany 
is referred to as a “ Legal Reserve Com­
pany” ?
c. What is the nature of a life insur­
ance dividend and what disposition may 
the policyholder make of such dividends 
when payable? W hich o f these is most 
expedient to him under ordinary cir­
cum stances and why?
II. LIFE INSURANCE SALESMAN­
SHIP
(a ) Principles of Salesmanship. 
(Answ er 5 questions.)
1. Discuss the pre-approach.
2. Discuss the approach.
a. Give an example by dialogue o f 
your favorite approach.
3. Discuss the use o f “ associated in­
terests”  in managing the interview.
4. Name six standard objections and 
your method o f  meeting those ob jec­
tions.
5. Discuss “ testing for the close .”
а. Give three examples.
(b )  P sychology o f  L ife Insurance 
Salesmanship. (Answ er 5 questions.)
1. In discussing attention, Overstreet 
refers to a “ Putting-It-U p-To-You Tech­
n ique.”  W hat are the advantages o f  
such a method over an expository on e?
2. Overstreet says: “ No appeal to a 
reason that is not also an appeal to a 
want is ever effective.”  Discuss fu lly  
the meaning of this quotation.
3. W hat are the essential things to 
rem em ber in trying to give your 
prospect a vivid im aginative picture?
4. In his chapter on P sychology o f 
Speaking, Overstreet emphasized: voice, 
mannerisms, and m onotony. Discuss 
these.
5. Overstreet says that to change a 
person we must change a particular sys­
tem o f habits. Discuss the meaning o f 
this statement.
6. W hat factors does Overstreet em­
phasize in his chapter on Diagnosing the 
Public? How would the intensifying o f
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the fo llow ing  social habits increase in­
terest in life  insurance: child welfare, 
higher education, personal hygiene, 
thrift?
7. Discuss the technique o f hum or 




W rite an essay o f 800 to 1,000 words 
on any one o f the fo llow in g  subjects:
1. Life insurance as an investment.
2. L ife insurance as a means o f  creat­
ing and maintaining business credit.
3. Life insurance as a means o f creat­
ing personal estates through systematic 
thrift. (The essay w ill be graded on 
the basis o f  all factors essential to the 
w riting o f good English.)
(b ) Econom ics. (Answ er 4 ques­
tions.)
1. Enumerate the factors that tend to 
fix prices, and explain each briefly with 
a view  to making its significance clear.
2. Define “ Production .”  Outline the 
several fundam ental factors that co ­
operate in the w ork o f production.
3. a. Define “ M onopoly,”  and state 
the causes o f  monopolies.
b. W hat is meant by “ M onopoly 
P rice” ? Can the m onopolist charge any 
excessive price he pleases? Explain 
fully.
4. Define “ Interest,”  and explain how 
it is possible and why it must be paid.
(c )  Sociology. (Answ er 5 ques­
tions. )
1. a. W hat interest has the life in­
surance company in prolonging the lives 
o f  its policyholders?
b. W hat form s o f health w ork have 
life  insurance com panies undertaken in 
this country?
c. How do you account for  the 
greater longevity o f annuitants than in­
sured lives?
2. Discuss briefly how  life insurance 
helps women to attain an independent 
status in present-day society.
3. a. W hy should parents guarantee 
the higher education o f their children 
through the medium o f life insurance?
b. Discuss briefly what is meant by 
“ educational insurance.”
c. Enumerate the advantages o f leav­
ing charitable bequests through life in­
surance.
4. a. W hat are the essentials o f  a 
successful savings program?
b. How do the assets o f life  insurance 
com panies compare with those of build­
ing and loan associations, savings banks 
and new security issues?
c. W hy is thrift necessary in a coun­
try as wealthy as the United States?
5. a. W hat is meant by the social sig­
nificance o f  life insurance com pany in­
vestm ents?
b. Are life insurance assets grow ing
faster or m ore slow ly than the national 
wealth?
6. a. Briefly discuss the justice or in­
justice o f life  insurance premium taxa­
tion.
b. Enumerate the kinds o f special in­
surance taxes and briefly explain each.
IV. COMMERCIAL LAW
(Answer any 10 questions.)
1. Explain brieflly each o f the ele­
ments necessary to a contract.
2. In connection with the discharge 
o f contracts by bankruptcy, explain two 
o f the follow ing:
(a ) The method o f  procedure to be 
follow ed by the creditor to obtain a 
share o f  his debtor’s estate.
(b ) The exemptions allowed to bank­
rupts.
(c )  The management o f  a bankrupt's 
estate.
3. Explain (a ) the agent’s obliga­
tions to his principal, and (b ) the prin­
cipal’s obligations to his agent.
4. Outline the steps necessary for the 
form ation o f a business partnership.
5. Outline the rights and obligations 
o f a partner to his fellow  partners in 
the business firm.
6. Outline the steps necessary for  the 
form ation o f a corporation.
7. Explain briefly the powers o f a 
corporation.
8. Outline the principal rights and 
liabilities o f stockholders in a corpora­
tion.
9. As regards a M ortgage o f Realty, 
explain briefly:
(a ) The obligations of the m ortgagor 
to the m ortgagee.
(b ) The obligations o f the m ortgagee 
to the m ortgagor.
10. Name the parties to a suretyship 
contract, and as regards each such party 
outline his essential duties to the other 
parties.
11. Outline the duties o f executors 
and adm inistrators o f  decedents’ es­
tates.
V. FINANCE
(Answ er any 10 questions.)
1. State the follow ing:
(a ) Advantages and disadvantages o f 
the business partnership as compared 
with individual proprietorship.
(b ) Advantages and disadvantages 
o f the business corporation as compared 
with the business partnership.
(c )  Advantages and disadvantages o f 
the business trust as com pared with the 
corporation.
2. Classify the essential features d if­
ferentiating various classes o f preferred 
stock.
3. Explain the different methods of 
m arketing new securities that are em­
ployed by corporations to obtain new 
capital funds.
4. From  the standpoint o f the m er­
chants’ needs, what are the general
classes o f credit? Define and describe 
each briefly.
5. W hat advantages have accrued to 
business men, from  a credit standpoint, 
by virtue o f the Federal Reserve Sys­
tem as contrasted with the old National 
Banking System?
6. Summarize the advantages o f the 
Federal Bankruptcy Act over State in­
solvency laws.
7. State and illustrate the basic eco­
nom ic functions of a com m ercial bank.
8. Outline the principles o f proced­
ure follow ed by com m ercial banks, 
when financing business men, in deter­
mining the am ount o f credit that may 
safely be extended.
9. Explain the fundamental services 
o f an investm ent bank.
10. As com pared with individual 
trustees, state the advantages o f  having 
a trust company administer individual 
trusts.
11. Classify the m ajor groups o f  
securities (according to the source o f 
issue, such as the United States Govern­
ment, etc.) that constitute the Am eri­
can field o f investment, and with respect 
to each o f the above groups, state any 
special advantages or disadvantages 
that may exist.
12. Enumerate the fundam ental 
causes of stock and bond price move­
ments, explaining each sufficiently to 
make its significance clear.
13. Explain the extent to which stock 
and bond prices fluctuate during the so- 
called stock and bond cycle.
BALANCE SHEET IN 1731
The Golden B ook for April, 1928, 
contained an article on the beginnings 
o f banking from  which we reproduce 
the follow ing paragraph, by perm ission 
of the publishers:
A BANKER’S BALANCE SHEET IN 1731
Drs. to Severall. £ s. d.
In the Ledger .................... 139,995 3 2
In the N ote Book .............. 19,476 16 9
159,471 19 11
Crs. by £ s. d .
Discount Book .................... 83,177 4 11
Ledger out o f c a s h ........... 1,724 7 3
B ailc e in cash ..................... 74,570 7 a
159,471 19 11
Xmas, 1731.
“ The before-w ritten accounts in F ol.
1, 2, 3, 4, containe the perticulers o f  
Debts ow ing by Mr. James Martin & 
Company (established 1677 ), on the 
24th o f Decem ber last, when Mr. R ob­
ert Surman came in a partner. And in 
F olio  5 & 6 is an account an Valuation 
o f the effects to answer the same in our 
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By-Products of Railway Accounting
Y  OUR association is com pletin g  a busy and significant year. In­tricacies o f  depreciation , val­
uation, and new accounting classifica­
tions have disturbed your w ak in g  and 
w orking hours, to say nothing o f  the 
many routine problem s con fron tin g  you 
always. Now that you are en joy in g  a 
lull between the closing o f last y ear ’s 
books and the opening o f a new  set, 
your president and secretary, your 
standing and special com m ittees, and 
every individual mem ber o f th is Asso­
ciation may well breathe a sigh  o f  re­
lief and say: Another year has w inged 
its way into the lim bo o f the past; 
what shall we think about n ow ?
At this particular juncture, w ith  a 
momentus year in accounting accom ­
plishment behind you, and m any im ­
portant com m ittee reports ahead o f 
you, I offer you a topic for  thought. I 
ask you for  a m om ent to relax  from  
your more technical labors, and to  con­
sider with me certain aspects o f  your 
profession distinct from  the task o f  re­
cording the revenues and expenses o f 
several hundred thousand m iles o f  rail­
way line.
These aspects may be regarded  as 
the by-products o f railway accounting. 
One o f my bright young colleagues has 
named them “ accounts elusive,”  as de­
noting those com plicated but effective 
mosaics, pieced together from  the re­
sults of property investment, construc­
tion, maintenance, transportation  and 
other accounts, that are called on the 
one hand “ H istory,”  and on the other 
hand “ Forecast,”  in so far as they por­
tray the past or suggest the fu ture.
Curiously enough, the Balance Sheet 
o f “ Accounts E lusive”  is not yours or 
mine to make up, either fo r  railroad 
or other commercial enterprises. Peo­
ple called “ historians,”  and som etim es 
others called “ poets,”  do this fo r  us. 
Because accounting records have been 
so frequently used in recent h istorical 
writing, and there is such an effort to 
obtain early accounting records on 
which to base historical and social 
studies, I feel that we may exam ine our 
own railroad records, to see w hat un­
discovered by-products they disclose.
Members o f  any given profession , 
such as yours, usually think o f  their 
w ork and measure its significance in 
terms o f their ordinary daily activities. 
Considered from  this technical point 
o f view, the accounting departm ent o f 
any railway plays a m ost im portant 
part. The accountant first records and 
analyzes the service rendered by rail­
ways to the public; and second, he 
measures the financial results to rail-
Address by J. H. PARMELEE, Director 
Bureau of Railway Economics.
(B efore  Railw ay Accounting Officers 
Association, Atlanta, Georgia, May 3,
1928.)
way owners, guarding their interests by 
protecting the revenues and checking 
the expenditures.
Service to the Public
The econom ic basis o f the railw ay in­
dustry, so far as its relations to the 
public are concerned, lies in the extent 
o f the service rendered. By extent of 
service I mean both the am ount of 
transportation service, and the efficiency 
with which that service is perform ed.
W ithout the accounting department, 
no one could know  the am ount or char­
acter o f railway service. You report 
the num ber o f trains operated for  the 
convenience of shippers and passengers, 
the number of train-miles and car-miles, 
the num ber o f tons o f freight and pas­
sengers carried, and the distances 
through which they move.
You also record the charges made for  
transportation, the amount o f revenues 
received, and the cost o f the service. 
It is your duty to assemble and publish 
these facts, w hich are o f vital interest 
to the public. In this way you set out 
the financial aspects of railway service.
In perform ing these several func­
tions, you describe the character o f the 
railway plant and the efficiency and 
econom y with which that plant is 
operated.
If transportation service is the 
econom ic basis o f the industry, then 
your record o f railway service to the 
public is the econom ic basis o f railway 
accounting.
Service to the Owners
You protect also the interests o f the 
railways themselves, that is, the inves­
tors in railway securities. Are the rail­
way com panies adequately compensated 
for  the service rendered to the public? 
To answer this question, you maintain 
the record o f railway finances, the in­
com e account, and the balance sheet. 
You analyze the sources o f railway rev­
enue and the channels o f  railway ex­
penditure. From  time to time you sum­
marize and report the financial results 
o f  the operation. I f these results are 
good, it is your happy task to spread 
the records before the public. I f bad, 
it is no less your duty to record the 
facts, and set them forth. This too is 
an econom ic phase, perhaps the most 
im portant phase, o f  railway accounting.
Accounting Development
Seventy-five years ago railroad men  
were debating the physical possibility o f  
operating m ore than 500 miles o f  rail­
way line under a single management. 
Many thought it impossible, while oth­
ers regarded it as highly questionable.
Daniel Craig McCallum, General  
Superintendent o f the New Y ork  & Erie 
Railroad, at that time prepared a re­
port w hich was a rem arkable contri­
bution to the railroad literature o f  its 
day. He pointed out that the super­
intendent o f a line 50 miles in length 
could give its business his personal at­
tention, but that the m anagem ent o f a  
road 500 miles in length represented a. 
very different state o f  things.
He said: “ In my opinion a system o f  
operations, to be efficient and success­
fu l, should be such as to give to the 
principal and responsible head o f th e  
running department a com plete daily 
history of details in all their minutiae. 
W ithout such supervision, the procure­
ment o f a satisfactory annual statem ent 
must be regarded as extrem ely prob­
lem atical.”
The prophetic value of the M cCallum  
report lies in its recognition o f the fa ct 
that no large railroad system could be 
efficiently operated without, to quote 
him again, “ a com plete daily h istory o f 
details in all their m inutiae” — that is, 
a complete system of accounts and sta­
tistics.
How the function  o f the accounting 
officers has developed from  that o f a 
m echanical recorder o f facts to an in­
terpreter of the meaning of those facts 
is an interesting and significant devel­
opment.
That the w ork of the accounting o f­
ficer as a record of facts is import­
ant, no one will deny, for it is the basis 
o f his w hole function  in the econom ic 
w orld. Until he sets down things as 
they are, neither he nor anyone else 
can analyze them.
But gradually, as the com plexities o f 
life  have increased, it has becom e in­
creasingly custom ary to turn to the ac­
counting officer as an analyst, as an in­
terpreter o f  the facts which he records, 
rather than as a mere machine to set 
down those facts.
More and m ore do railway executives 
and officials rely upon the accounting 
officer to give them a picture of actual 
trends. I was recently talking w ith  
the chairm an o f a large railway system, 
who showed me with pride the special 
statements prepared fo r  him by his 
com ptroller. It was clear that he has 
high regard fo r  that com ptroller, con­
siders the statements subm itted to h im
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as significant chapters in the operating 
story o f that particular system, and 
utilizes them daily in determ ining mat­
ters o f policy. W hat more striking ex­
ample could I present o f grow th in the 
responsibilities of the railway account­
ing officer, and o f the high regard in 
which he is held by the railway indus­
try as a w hole?
Today the railways are conducting an 
intensive efficiency campaign. Under 
their program , the railway industry has 
pledged itself to im prove the character 
and condition o f its plant, and to in­
crease its efficiency o f operation. The 
operating side o f the program  can safe­
ly be left in the hands o f your executive 
and operating departments. But the 
campaign will not be finished when the 
results have been achieved. The story 
o f  those results must be carried to the 
public and impressed upon their minds 
and im agination. Otherwise, a large 
part o f the benefit to be derived will be 
lost.
The story must be written before it 
can be carried to the public, and it is 
for you gentlemen to write it. The 
im portance o f this contribution to the 
program  can hardly be overestim ated.
There is tendency in some quarters to 
com plain that the accounting depart­
ment absorbs too great a proportion  o f 
railway revenue. I do not deny that 
regulation makes many burdensom e de­
mands, but the man who emphasizes 
this fact often  overlooks another fact 
o f great im portance— the grow ing com ­
plexity o f our econom ic and business 
life. Only through the maintenance o f 
accurate records can the com plicated 
activities o f a railway be controlled. 
The w ork o f the accounting depart­
ment, as an economic necessity, is vital 
to the efficiency and the w elfare o f  the 
railway industry.
What are the By-Products?
In the manufacturing industry, we hear 
much nowadays about by-products. The 
packing industry, fo r  example, is said 
to utilize every part o f the hog except 
his squeal. Gasoline, once a by­
product o f the petroleum  industry, has 
now becom e its principal feature. By­
products o f the coal and coke industry 
have grow n to larger and larger pro­
portions. The same is true in vary­
ing degrees o f other m anufacturing ac­
tivities.
May we find some by-products, also, 
in the railway accounting field? The 
inquiry  opens up some vistas o f interest, 
because the railway accounting industry 
has its by-products. They bulk large in 
the field o f econom ics, and they are 
w orthy o f consideration and discussion.
Let us enter in the record a few  of 
the principal by-products, grouping 
them under three general heads: H is­
torical, Social and Econom ic.
Historical
A railw ay official rem arked to me 
the other day that all poetry had gone 
out o f railroading. He meant, I take 
it, that operating a railroad has lost 
much o f the rom ance that characterized 
it in the early days, and that we have 
brought it to a uniform , even though 
efficient, level o f standardization.
Many w ill agree with this remark, 
while many also w ill disagree. Be that 
as it may, the history o f railroading, 
and the things that are making history 
today, are full of the romance of the 
pioneer. It can never be taken away, 
no matter what the future shall bring. 
And that rom ance is portrayed not only 
in the narratives o f the men who built 
our railways, not only in the history of 
their early operating achievements, but 
also in the record o f those operations 
that is set down in the seem ingly cold 
figures o f the accountants.
Seem ingly cold, I say, but actually 
teem ing with life and warmth and vivid­
ness.
Let us cast back a few  centuries, and 
consider the part the accountant has 
played in the history o f the w orld. Even 
in the Bible we find references to ac­
counting, as in the case o f the steward 
on whom  the master called for  a state­
ment of his accounts. One of the most 
interesting chapters o f Hebrew history 
is that pertaining to Joseph, who be­
came the chief steward o f Pharoah, 
stored away vast quantities o f grain 
against the lean years, and kept a care­
fu l account o f  what he had done. That 
is, he maintained a record until the 
crude methods he could em ploy broke 
dow n; we are told that he gathered 
wheat “ as the sand o f the sea, very 
much, until he left num bering; for  it 
was w ithout num ber.”
As the w orld rolled on, and countries 
began to trade with each other, the ac­
countant was there with his records. 
The earliest merchants kept books, with 
the only idea o f maintaining a current 
record, yet in those same books, o f 
which a few  have com e down to us, 
there is spread before our eyes a most 
accurate picture o f the social customs 
or the day. No truer history exists 
than was written into so-called dry sta­
tistics by the accounting men of medieval 
times.
It was no idle chance that the earliest 
organized European accounts were 
Venetian in origin. Merchant ships o f 
Venice were the com m on carriers for 
an appreciable period in the Middle 
Ages. Venetian merchant captains 
brought back to Venice such im prove­
ments in methods as impressed them in 
their journeyings, am ong them the 
printing press, so that in 1494 there 
was issued from  a Venetian press Pac­
c io li’s “ Suma di arithm etica,”  one o f
the earliest w orks on accounting in 
existence.
As com m on carriers o f the w orld, 
what did the Venetian merchant ships 
transport and therefore maintain ac­
counts fo r?  There may have been quite 
a com m otion  in the accounting depart­
ments of the merchants when the Doge 
M ocenigo sent post-haste for  statistics 
of traffic and com m odities for  his speech 
against a proposed war on Milan, but 
the results give us— and particularly 
those o f us who have accounting train­
ing— the materials for  a panorama of 
the transportation and traffic o f the 
time, similar to that which persons with 
im agination can obtain from  the ac­
counting records o f our own time, if 
they but investigate them.
One o f these merchants o f the Mid­
dle Ages— a Frenchm an, Jacques Coeur 
—orga n ized  French com m erce, trans­
portation, and necessarily accounting, 
with a thoroughness and efficiency that 
helped to place his tottering nation on 
its feet. His m otto was “ To the Valiant 
Heart Nothing is Im possible.”  He was 
director o f all the organized transpor­
tation there was in his day, he was a 
friend to Jeanne D’Arc, and, o f course, 
he was subjected to governm ent perse­
cutions.
In the tremendous activity that was 
his life, not only do his accounts stand 
out, but also those o f the Attorney Gen­
eral, Jean Dauvet, who was appointed 
liquidator o f Jacques Coeur’s confis­
cated property.
W hen the crash came, one o f Jacques 
Coeur’s associates, Antoine Noir, evaded 
all spies and watchers along the high­
ways and escaped from  the K ingdom , 
with— what? Jewels? A  few. Moneys? 
Some. W hat else? W hat o f value? A c­
count books! The efforts o f the Crown, 
first to apprehend Antoine and his treas­
ures before he got out o f France, and 
then to lure him— with the account 
books, o f course— back to the K ingdom  
offer material for  a lively tale.
Perhaps the most fam ous diary in 
the w orld is that maintained by Sam­
uel Pepys, Esquire, o f London, during 
the ten years from  1660 to 1669. To 
this diary he confided a record of his 
daily activities in an interesting period 
o f English history. In this same diary 
appear his personal accounts, which he 
balanced at the close o f each year and 
so gained an idea o f his financial and 
social standing. And no section o f 
P epy ’s Diary is o f greater historical sig­
nificance today than that part contain­
ing his financial accounts. At the close 
o f the first year he quaintly says: 
“ Spent the afternoon in casting up my 
accounts, and do find m yself to be worth 
£40 ($2 00 ) and more, which I did not 
think, but am afraid that I have forgot 
som ething.”
His second annual entry records the
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fact that he had $750 o f clear money 
in the world, and adds that he also had 
much household stuff. The following 
year he supposes him self to be worth 
about $2,500, together with his goods 
and house, and what was due him 
“ when my father dies, which God de­
te r .”  So he went on from  year to year, 
taking satisfaction in the constant in­
crease in what we w ould today call his 
“ net w orth ,”  w hich by 1668 am ounted 
to m ore than $30,000.
From  this point his figures becom e 
m ore general in nature, and he merely 
records that he settled his accounts at 
the close o f each year. At a later period 
in life, it is reported that he loaned 
the K ing $700,000, w hich he was still 
later obliged to write off his books as
a. bad debt, indicating the great wealth 
to which he finally came, from  so m od­
est a beginning as the $200 o f 1660. In 
fact, his accounts show him as one of 
the earliest self - made millionaires in 
history.
A ccount-books o f individuals and or­
ganizations, both in England and dur­
ing our own Colonial days, supply us 
with many human pictures o f the so­
cial customs o f those times. The his­
torical value o f these accounts is a by­
product, but has becom e far m ore val­
uable than the original purpose for  
w hich they were kept.
Meanwhile, w e have som e strictly 
Am erican “ Accounts E lusive”  o f  this 
nature. John Rusk, in Arthur Stringer’s 
railroad novel, “ P ow er,”  outlines it 
when he says:
“ I ’ve written my name with steel 
rails across this wrinkled continent of 
ours, from  ocean to ocean, with the 
street-globes o f  a hundred and eigh­
teen new cities for  high lights and a 
m illion and a half square miles o f  new 
wheat-lands for  a background.”
This is a succinct, startling, pic­
turesque statement, but fo r  the details 
o f similar achievem ents, fo r  sidelights 
and for trends, we must go to the ac­
counting records o f the railroads.
The mosaic o f  transportation history 
is made up of sm all and intricate pieces, 
som e vivid as the reds o f Venice, some 
black and dun like the great coal and 
ore shipments that underlie our modern 
industrial life, but all necessary to the 
completeness o f the picture.
The earlier accounts o f the pioneer 
railway companies o f  the United States 
were set up for  no other purpose than 
to disclose the financial success o f the 
venture. Today that phase has largely 
disappeared, but their historical value 
remains and grow s greater year by year.
So it is that som etim es we should 
step outside of ourselves for a moment, 
and look at our w ork in its relation to 
the history o f our people. The future 
is ahead— the first thing we know  it
w ill be the present, and the past experi­
ence tells us that it w ill soon be history. 
And in that aspect our railw ay account­
ing records w ill be among the most ac­
curate histories o f any period. In the 
same way, every record maintained by 
the Railw ay accounting profession has 
a value far beyond its disclosure o f 
present-day results. It becom es a part 
of the historical record of the industry, 
and o f the nation at large, whose value 
w ill in time outw eigh the purpose for 
w hich originally  set up.
So the accounting department o f a 
railway has a most im portant function, 
extending far beyond the purely me­
chanical task o f summarizing facts and 
setting them down on paper. If rail­
way accounting were a mechanical mat­
ter only, a large part o f  your w ork 
could be relegated to machines. It 
would be nothing m ore than addition, 
subtraction, m ultiplication and division.
But your responsibility, as well as 
privilege, is to write into these records 
the real story— the rom ance, if you 
please— of railway service and results. 
Yours is the vital function  o f  interpret­
ing the economic facts o f the railway 
industry. And this interpretation be­
comes a part o f the econom ic history 
o f  the industry and o f the country— a 
by-product that in future generations 
w ill greatly transcend the primary pur­
pose o f railw ay accounting.
Social
Some o f  the by-products o f railway 
accounting are o f  a social type. W hat I 
have in mind is the extent to which 
the operating accounts and statistics o f 
our railways supply in form ation  as to 
the broader aspects o f human welfare.
Some o f  these aspects relate to the 
railway personnel themselves, som e to 
the passengers and other customers of 
the railways, and som e to the public at 
large.
Let us consider the social w elfare o f 
railw ay employees as revealed in your 
accounting records. F irst and perhaps 
forem ost com e the payroll records—  
those sheets that are prepared prim arily 
for the purpose of an accurate state­
ment o f  what is due each em ployee 
tw ice a month. But in drawing up 
those records, you are not only meting 
out justice to the em ployees, but are 
also creating an invaluable picture of 
railway wage levels, hours and earn­
ings, and the kind o f occupation ac­
cording to w hich railway employees are 
classified. Our wage statistics supply 
a mine o f inform ation for  the sociologist 
and the social student.
Take next the operating expense ac­
counts, many o f which have interesting 
social bearings. Here we may find in­
form ation  with regard to pensions and 
relief department work, advertising, 
and insurance; damage to property, to
live stock, and to freight; the operations 
o f dining cars, hotels and restaurants, 
and even stockyards for  the handling 
o f anim als; many other activities that 
are only incidental to railway operation, 
yet must be carried on as a matter of 
obligation  to the public, and must be 
recorded in your accounts.
The subject o f pensions alone is an 
im portant topic o f  social discussion at 
the present time, and you may rest 
assured that your statistics with regard 
to railway pension systems, their cost, 
their rules and regulations, the num­
ber and average ages o f men on the 
pension lists, and so on, are carefully  
studied and analyzed by many persons 
who have little interest in railway 
operations themselves.
Take again the general problem  o f 
operating safety. This involves em­
ployees, passengers, and the general 
public as well, for  casualties incident to 
railway operation occur to all classes. 
Many o f  your accounts bear directly or 
indirectly on this vital question of safety 
of railroad operation, involving as 
it does the preservation o f human life 
and limb.
Some o f these accounts deal with the 
cost o f  personal injuries, including the 
care o f the in jured ; the cost o f  clearing 
w recks; the cost o f crossing protection, 
signals and signal systems, the main­
tenance and operation o f interlockers, 
and many other similar devices de­
signed to prom ote human safety.
There com e also to mind the statistics 
that are prepared under your direction, 
dealing with the num ber and kind o f  
accidents that occur to passengers, to 
em ployees, to non-trespassers at high­
way grade crossings, and to other 
groups. Few  com pilations o f railway 
statistics are so carefully  studied by 
those outside the railroad industry as 
those dealing with the several classes 
of railway accidents, and the human 
casualties that result.
The Department o f Agriculture, using 
a special fund obtained for  the purpose, 
has alert persons out in the various 
farm ing com m unities to secure— by g ift 
if possible, if not by purchase— old 
farm  account books.
The Librarian o f Congress in his 1927 
report makes special mention o f the 
g ift o f fou r volum es of the farm  jou r­
nals o f  “ Shirley,”  on the James River, 
V irginia, covering the period 1816- 
1872, and says: “ As materials for  the 
study o f plantation life before, during 
and after the Civil W ar these records 
are o f  value.”
The price data in these as w ell as 
other account books have contributed to 
the econom ic and social history o f what 
some persons have declared to be our 
basic industry. In the same way, much 
o f the statistical data assembled by the 
railway accounting profession has social
278 T H E  C E R T I F I E D  P U B L I C  A C C O U N T A N T September,
value, entirely apart from  its primary 
purpose. Railway price and cost stat­
istics, as they are summ arized from  
time to time under uniform  methods, 
w ill supply an invaluable social record 
to future generations, revealing many 
phases o f our national life.
Finally, I would emphasize the social 
side o f railway service— its direct con­
tribution to human w elfare. W hen we 
say that the railway industry last year 
spent 800 m illions o f dollars for  new 
plant and equipment, and distributed 
nearly 5,000 m illions in operating ex­
pen d itu res, we are stating facts in 
statistical form. When translated into 
human terms these same facts mean 
that the railways were transporting men 
and wom en on missions o f jo y  and o f 
sorrow ; were hauling goods fo r  the 
satisfaction o f human needs and de­
sires; were catering to the luxurious 
tastes o f the many, by bringing them 
fresh peas in m idwinter from  M exico, 
lettuce from  Florida, and fruits out o f 
season from many other points; were 
supplying w ork that supported a m il­
lion  Am erican fam ilies; were maintain­
ing sick and aged em ployees on relief 
and pension funds; were meeting emer­
gencies such as flood and fire relief and 
other disasters; w ere supplying human 
wants in a thousand ways that would 
not ordinarily be noticed in railway 
records.
These are the social by-products o f 
railw ay accounting— the unromantic 
records you spread out for  the historian 
and the social student to translate into 
vivid pictures o f the service rendered 
by the railways to mankind.
Economic
But there are other by-products, in 
addition to those that are h istorical or 
social. The most im portant is the 
econom ic value o f  railw ay accounting.
By “ econom ic”  I mean that phase 
which brings out the relation o f the rail­
w ay industry to other industries, and 
indicates its place in the econom ic struc­
ture o f  the nation.
In this phase, the assembled accounts 
and statistics o f  railw ay operation ac­
quire a significance far beyond that 
w hich they have when considered alone. 
F or example, you recorded the fact, in
1927, that railw ay operating revenues 
aggregated the am azing total o f  6,200 
m illions of dollars. To know this 
am ount is o f interest, especially when 
compared with the corresponding rev­
enues o f other years, or when broken 
down into its parts and sources, such 
as the freight service, passenger serv­
ice, and the like. That is its signifi­
cance from a strictly railway point of 
view.
But railw ay revenues acquire a 
special econom ic interest when com ­
pared with the total incom e o f other
fundam ental industries like agriculture, 
the m anufacture o f iron and steel, or 
the production o f m otor cars and auto­
mobiles. Then and then only does the 
fu ll significance of railway revenue be­
gin to appear.
The same is true o f many other ac­
counts maintained by the railway ac­
counting profession. Railway operat­
ing expenses, aggregating last year the 
tidy sum o f 4,600 m illions o f dollars, 
have many angles o f interest for  the 
railway operator, the maintenance en­
gineer, the m otive power man, and 
other groups o f railway officials. But 
this same item takes on new significance 
when the channels through which the 
expenditures flow are considered as 
parts o f the great econom ic currents o f 
the nation.
Do the railways pay out nearly three 
billions in wages every year? If so, 
what proportion  o f the national wage 
bill does that figure represent? W hat 
does it contribute to the general pur­
chasing pow er o f the country?
Do the railways purchase materials 
and supplies to the extent of a billion 
and a half dollars annually? If they 
do, then they must buy a large pro­
portion of the national lumber cut, of 
the iron and steel output, o f the pro­
duction o f coal and fuel oil, and so on 
through countless products o f the na­
tion ’s industry. These two represent 
econom ic contributions to the com m er­
cial activity o f  the United States.
Your records show a wide variety of 
Ways in which railway funds are ex­
pended: for  capital im provem ents; for  
wages and the purchase o f materials 
and supplies; for  taxes to support 
schools and good roads and other civic 
agencies; fo r  countless other purposes. 
These billions o f dollars poured into 
the arteries o f  trade represent a real
econom ic contribution to the nation ’s 
welfare, and your accounts are what tell 
the story.
Again, railway traffic statistics have 
com e to be the best known index o f  
business conditions. Not only are the 
trends o f the past subjected to analysis, 
but econom ists and business men 
analyze the current returns as an in­
dication o f present actualities and 
future possibilities. The problem  o f  
business forecasting has appealed to 
many as a fru itfu l field o f study, and 
railw ay accounts and statistics enter 
largely into their analyses and com pari­
sons, industry with industry and period 
against period.
A  recent w riter has com m ented on 
railw ay statistics as a barom eter o f  
business conditions, rather w him sically 
as fo llow s:
“ I began to watch car-loading, too. 
Here, apparently, was som ething a l­
together different from brokers’ loans. 
Apparently car-loadings were all to the 
good. N obody asked what the cars 
were loaded with. It m ight be sawdust 
for  all anyone cared. N obody asked 
whether they were ever unloaded. You 
could dump the stuff in the river and 
nobody would know  the difference. All 
you had to say was that more cars 
were loaded this week than last, and 
the financial com m unity rushed out 
and bought U. S. Angel Cake and As­
sociated Roller Bearings in a frenzy of 
optimism, confident that prosperity was 
advancing.”
Under this rather facetious comment 
lies a basis o f  sound econom ic truth, 
that railw ay finances and operations 
have com e to be recognized as an im ­
portant econom ic index. These, and 
many other sim ilar factors, measure the 
im portance o f the railway industry, and 
(Continued on page 279.)
SOLUTION TO PROBLEM NO. 3, PART II, OF THE 
TENNESSEE C. P. A. EXAMINATION OF MAY, 1928
By WM. T. SUNLEY, C. P . A., (M ichigan) 
(Printed on page 249 
Procedure o f  Solution 
The first step in the solution o f this 
problem  is to consider each item in the 
data accom panying the Balance Sheet 
fo r  the purpose o f determ ining what en­
try was used in putting the data on the 
books at the time o f closing. A  re­
versal o f  the closing entries w ill, o f  
course, restore the account balances o f 
the Balance Sheet to the figures that 
appeared in the trial balance before 
closing.
As there is no Profit and Loss A c­
count in the Balance Sheet it is obvious 
that it was closed into Surplus. A c-
International Accountants Society, Inc. 
o f August, 1928, issue.)
cordingly each reversal entry is made to 
Surplus w ithout any attempt to set up 
the several nom inal accounts that were 
em ployed at time o f closing.
Thus in the case o f the first item  o f 
the accrual data, the closing entry in­
volved a debit to Interest Expense and a 
credit to Interest Accrued Payable, but 
the reversal entry (No. 1) requires only 
a debit to Interest Accrued Payable and 
a credit to Surplus.
As no detail is given fo r  the cost o f 
goods sold no attem pt is made to set up 
separate account balances for  purchases 
and beginning inventory. Instead one
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combined Merchandise Account is em­
ployed.
In applying these reversal entries to 
the Balance Sheet figures to obtain the 
trial balance before closing a simple 
form of working sheet is desirable. 
This working sheet has one column for 
both debits and credits of the Balance 
Sheet, two columns for debits and cred­
its of the reversal entries and one 
column for debits and credits of the 
trial balance before closing.
Lansdale M onotile Com pany
R E V E R S A L  OF  CLOSING JO U R N AL 
E N T R IE S
D ecem ber 31, 1927.
(1 )  Interest A ccrued  P a y ­
able ......................... $3,000
Surplus ....................  $3,000
(2 )  Reserve fo r  D eprecia­
tion on Buildings 20,000 
Surplus ....................  20,000
(3 )  Surplus ......................... 2,000
A ccrued Interest R e­
ceivable .................  2 ,0 0 0
(4 )  Reserve fo r  D eprecia­
tion on M achinery 
and Equipm ent . .  30,000 
Surplus ....................  30,000
(5 )  Surplus .........................  2,500
A ccrued Interest R e­
ceivable .................  2,500
( 6 ) R eserve fo r  Doubtful
Accounts ............... 12,500
Surplus ....................  12,500
(7 )  Surplus ......................... 325,000
Sales ...........................  325,000
( 8 ) A d m in i s t r a t i v e  E x ­
pense ...................... 50,000
M erchandise (begin ­
n i n g  inventory 
plus purchases) . . 125,000
Selling Expense .........  25,000
Surplus .................. .. 200,000
(9 ) M erchandise (begin ­
n i n g  inventory 
plus p u rch a ses ). . 125.000 
M erchandise —  In­
ventory .............. 125,000
Lansdale M onotile Company 
D E T E R M IN E  T R IA L  B A LA N C E  











W O R K IN G  SH EET TO
DE BITS
Land and Buildings ...........
M achinery and Equipm ent .
U. S. V ictory  Bonds ...........
M erchandise Inventory
Cash .............................................
A ccou n ts  R ece iv a b le  .........
Notes Receivable ..................
A ccrued Interest Receivable
A dm inistrative Expenses . . 
M erchandise .............................
Selling Expense .................................................
Totals ............................................................  1,337,500
C RED ITS
R eserve fo r  D oubtful A c c o u n t s .......................
Reserve for  Depreciation— Buildings .........
Reserve fo r  Depreciation— Mach. & Equip’t
Capital Stock .................. .......................................
Notes Payable ........................................................
A ccounts Payable ...............................................
Interest A ccrued Payable ...............................
Surplus ....................................................................
Sales
B E FO R E  CLOSING





























$12,500 ( 6) 12,500
120,000 ( 2 ) 20,000 $100,000




3,000 ( 1) 3,000
314,000 (3 ) 2,000 ( 1) 3,000
(5 ) 2,500 ( 2 ) 20,000
(7 ) 325,000 (4 ) 30,000
( 6 ) 12,500
( 8 ) 200,000 250,000
(7 ) 325,000 325,000
1,337,500 720,000 720,000 1,533,000
L and and B uild ings. .  . 
M ach’y  and Equip’t . . .  
U . S. V ictory  B on d s. .  .
Cash ..................................
A ccounts Receivable . .
N otes R e c e iv a b le .........
A dm inistrative E x ’p’ses 
M erchandise (purchases 
plus beginning inven­
to ry ) .............................
S elling Expenses .........
Lansdale M onotile Com pany 
T R IA L  B A LA N C E  B E FO R E  CLOSING 
Decem ber 31, 1927
Debits Credits
R eserve fo r  D eprecia­
tion— .Buildings ..........  $100,000
R eserve fo r  D eprecia­
tion— M ach’y  & E q ’p’t 50,000
Capital Stock ................ 300,000
N otes P ayable .............. 350,000
Accounts P ayable . . . .  158,000
Surplus .............................  250,000
Sales ............................. .... 325,000
T otals ....................... 1,533,000 1,533,000
REAL ESTATE AND  
INSURANCE
(Continued from  page 268.) 
separate, though affiliated companies. 
Then, if they keep regular books all 
will be easy.
Mr. X (head of the firm): I think 
that will be all for today except that I 
would suggest, instead of a divorce, a 
merely companionate marriage.
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BY-PRODUCTS OF RAILWAY  
ACCOUNTING
(Continued from  page 278.) 
indicate its position in our economic 
structure as a whole. In supplying a 
basis for comparisons of this kind, the 
railway accounting industry is pro­
ducing many valuable groups of by­
products.
So I ask you, before you take up 
your committee reports and the other 
business of your convention, to give 
yourselves credit for producing more 
than the mere dry facts of railway 
operation. You are spinning a web of 
life, which is instinct with human in­
terest, with historical value, and with 
social and economic aspects. These are 
the “ accounts elusive” with which you 
are perhaps unwittingly working. These 
are the “by-products” of railway ac­
counting.
THE GENESIS OF THE C. P. A. 
MOVEMENT
(Continued from  page 266.) 
til 1st of September, 1901, the limit of 
time in which accountants, who pos­
sessed all the qualifications mentioned 
in the act, could file their applications 
for certificates under the terms of the 
original waiver clause. Many certifi­
cates were issued under this provision 
which was made law in April, 1901.
New York State Society 
Almost immediately after the issu­
ance of the earliest C. P. A. certificates, 
the New York accountants got together 
and organized a state association. On 
March 30, 1897, was organized the New 
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Accountants, which has grown to great 
proportions in mem bership and influ­
ence in the Em pire State.
This addition made no less than three 
associations o f  professional accountants 
domiciled in New York City— The Amer­
ican Association, the Institute of Ac­
counts, both claiming to be National in 
their scope, and the State Society just 
named.
Further Legislation Asked F or
These three societies united in seek­
ing further state legislation proposed 
to give them the right to select the 
m embers o f the exam ining board, also 
to compel the Regents of the Univer­
sity to waive the examination o f any 
applicant who had been in  practice in 
New Y ork State for  one year or more 
prior to April 17, 1896. The latter 
point you w ill rem em ber was a provis­
ion o f the original law, but had been set 
aside by the Regents o f the University. 
This b ill was introduced in the House 
by Assem blyman Marshall on February
11, 1898, and was strongly backed in 
the Senate by H onorable T. G. K oehler, 
C. P. A. The bill passed the Senate by 
a vote o f 30 to 7, but subsequently 
failed to pass in the Assembly.
The C. P . A . M ovem ent in Pennsylvania
W ithin a month after the New York
C. P. A. law was passed, namely, in 
May, 1896, Joseph E. Sterrett, o f the 
firm o f Francis and Sterrett, w rote to 
certain o f the older accountants then 
practicing in Philadelphia, sending them 
a copy of the New York law and 
suggesting that the Com monwealth o f 
Pennsylvania should make a move in 
the same direction. Am ong those to 
w hom  Mr. Sterrett w rote were the late 
Charles Nixon Vollum , John Heins, and 
Lawrence E. Brown. These three pio­
neers had established themselves as 
Public Accountants in Philadelphia in 
1875, 1877, and 1882, respectively, and 
together with John W . Francis were 
substantially the recognized public ac­
countants o f that day in Philadelphia.
As Mr. Heins, who had the most exten­
sive practice o f  those early years and 
the largest staff of assistants, was not 
in favor o f taking any action along the 
line suggested, Mr. Sterrett’s proposal 
came to naught for the time being. Not 
for  long, however, did the m ovement 
falter.
The com ing winter saw the earliest 
batch o f C. P. A. Certificates gracing 
the walls o f accountants’ offices in Man­
hattan. The Philadelphians felt that 
they were being discrim inated against 
because they had no handle to their 
names. Under date March 16, 1897, 
w hich you w ill pardon me for  pointing 
out, was a week after the accountants 
in Chicago had feasted at the W elling­
ton H otel and started the ball rolling
in Illinois, John W. Francis and J. E. 
Sterrett acting jointly, addressed a sec­
ond invitation to the pioneer accountants 
previously named and a few others, read­
ing:
“ Inasmuch as successful efforts are 
being made in several other states to 
secure, by legislative enactment, a 
w ider range and scope for  account­
ants, and also to provide a standard 
o f qualification for  persons entering 
the profession, we think it wise at 
this time to ask a few  of the leading 
accountants o f this city  to discuss the 
subject and consider the advisability 
o f  taking some action along similar 
lines in our own state.
“ W e therefore cordially  invite you 
to an inform al meeting to be held 
at this office, on Tuesday evening, 
March 23, 1897, at 8 o ’clock .”
Mr. Sterrett was not taking any 
chance in having his second invitation 
turned down by Mr. Heins and so he 
got a young gentleman who was in 
close daily contact with that great man, 
to personally present his letter o f invi­
tation to Mr. Heins. As far as the rec­
ord shows this little act o f helpfulness 
was the first o f many acts o f unselfish 
devotion to the profession by one o f our 
brother members in The Am erican So­
ciety, Colonel Robert H. M ontgomery.
Had John Heins persisted in his op­
position to the C. P. A. m ovement in 
Pennsylvania it would likely have been 
quite a serious set-back. As it was he 
accepted the invitation. The meeting 
o f accountants was held in the offices o f 
Francis and Sterrett, Room  410 Penn 
Mutual Building, Philadelphia, the fo l­
low ing week, but the minutes o f  the 
m eeting do not record John Heins as 
being present. At this first meeting 
favorable consideration was given to 
the proposal to introduce a C. P. A. bill 
in the State Legislature, which was then 
in session, but no definite action was 
taken at that time.
A week later, on March 30, 1897, an 
adjourned meeting was held at the 
same place, when the same group of men 
organized the Pennsylvania Association 
of Public Accountants, and proceeded at 
once to elect John Heins, President, and 
J. E. Sterrett, Secretary.
At this inauguration meeting there 
were nine accountants present. A  ma­
jority  o f them have passed on— Messrs. 
John W . Francis, John Heins, Charles 
N. Vollum, Hyland B. Hayes, and James 
W . Fernley. A m inority are still liv­
ing— Messrs. J. E. Sterrett, W illiam  M. 
Lybrand, R obert H. M ontgom ery have 
all m igrated to Manhattan. Only J. D. 
Stinger remains in Pennsylvania.
A fter electing the officers just named 
the meeting proceeded to appoint an 
Executive Committee with instructions 
to make ready a draft o f a C. P. A. bill. 
Said com m ittee sought advice from  ex-
Judge F. Carroll Brewster, learned in 
the ways o f the Legislature.
The bill first proposed by the Penn­
sylvania Association authorized the Su­
preme Court o f this Com monwealth to 
issue C. P. A. certificates and to appoint 
a board o f  three examiners. A  com ­
mittee consisting o f Charles N. V ollum  
and John Heins was authorized to take 
the bill to H arrisburg and have it in ­
troduced as early as possible. It be­
came Senate Bill No. 316 and was in­
troduced on April 8, 1897, by Senator 
Brown. It turned out that the pro­
posal to give the appointment o f a State 
Board into the hands o f the State Su­
preme Court was objectionable. The 
bill did not even pass the Senate. It 
was then too late to do anything in the 
House at that session.
Novem ber 30, 1898, found the Penn­
sylvania Association busy preparing for  
a second effort to secure their C. P. A. 
law. The revised bill provided for  the 
appointm ent o f a board o f examiners by 
the Governor o f  the State. Considerable 
publicity was given to the matter o f  
procuring a law and letters o f endorse­
ment were secured from  many business 
and financial firms.
So great was the impetus given to  
the m ovement by Mr. Vollum , Chair­
man o f the Executive Committee, that 
the Accountants’ bill was the first to be 
introduced in the House o f Representa­
tives by the H onorable David L. B. 
Chew. It was referred to the Com mit­
tee on “ Judiciary General”  and in a 
w eek ’s time was favorably reported to 
the House. The bill passed the House 
o f  Representatives on March 14th and 
the Senate on March 21st. It was 
signed by Governor W illiam  A. Stone on 
March 28, 1899. A ll this can be quick­
ly related now, but it took an im­
mense am ount o f w ork at the time. All 
this was cheerfully  supplied by the late 
Charles Nixon Vollum .
The law provided for  the appoint­
ment o f  a board o f five examiners, o f 
w hom  three must be Certified Public 
Accountants and two attorneys practic­
ing in the State Courts. The subjects 
for  the written qualifying examinations 
are Com mercial Law and General A c­
counting. The examinations are held 
sim ultaneously in Philadelphia and 
P ittsburgh in November each year. The 
Governor o f  the Com monwealth signs 
the certificates.
The original waiver clause read in 
favor o f accountants who had been 
practicing fo r  three years prior to the 
act and who applied in w riting within 
the first year. Under an amendment 
o f the law approved June 4, 1915, a 
way was opened to bring under the 
jurisdiction  o f the law C. P. A ’s o f other 
states practicing in Pennsylvania. The 
w ording runs:
“ * * * but certified public account-
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ants o f other states o f  the United 
States who have practised for  five 
years prior to living in Pennsylvania 
may be certified at the discretion o f 
the said board fo r  certificates w ith­
out any exam ination.”
This is not a reciprocal feature. The 
fu ll requirem ents o f  the Board o f Ex­
am iners as to education and general 
fitness are insisted upon in respect o f 
Certified Public Accountants from  other 
states.
The C. P. A. Movement in Illinois
It is interesting to note how  early the 
seed o f organization began to take root 
in other states, after New York had 
blazed the way by securing the first law 
establishing the C. P. A. designation.
A cting under the urge to secure for 
themselves and brethren like recogni­
tion, the accountants in Illinois began 
their activities as early as February, 
1897. One o f the Chicago accountants 
had visited the office o f Frank Broaker, 
Secretary o f the new ly-form ed Board 
o f  Examiners, and had asked him for  a 
form  on which he m ight apply to the 
New Y ork  State University for  a C. P. 
A. certificate. The candidate assured 
the Secretary o f the Board that he had 
the practice requirem ents specified in 
the statute. He cited seven years’ serv­
ice, as Branch Manager, for  no less than 
Barrow, Wade, Guthrie & Co., Chartered 
Accountants o f New York. He grew 
profuse in his entreaties and arguments. 
Spoke Frank Broaker, C. P. A. No. 1:
“ It ’s not fo r  you, W ilkinson! If 
you fellow s in Chicago want to be­
com e Certified Public Accountants, 
you had better get busy and have a 
law  passed in your own state.”
F orcefu l w ords! Prophetic w ords! 
Had the speaker the vision  to see a long 
line o f  four dozen states each establish­
ing the same designation o f C. P. A .? 
As Frank Broaker had labored untir­
ingly for  many months to secure the 
passage o f the first C. P. A. law it w ill 
be only fair at this late day to give him 
credit fo r  his foresight, when he told 
the accountants o f  other states to get 
busy on their own. And that is just 
what happened.
Im m ediately upon my return to Chi­
cago I went to see my friend and neigh­
bor, Ernest Reckitt, and we together 
called upon R. S. Buchanan, one o f the 
earliest accountants to establish an o f­
fice in Chicago. W e three sent out a 
jo in t invitation to all the public ac­
countants, practicing in Chicago fo r  five 
years or longer, to dine at the old W ell­
ington H otel on the evening o f March
10, 1897. The only guide we had to 
determine who had the five-year qualifi­
cation  was the City D irectory o f 1892, 
plus our personal acquaintance which 
was very lim ited at that time.
Those who attended the dinner and 
became charter members of the Illinois 
Association o f Public Accountants, were 
Lewis D. Jones, o f the firm o f Jones, 
Caesar & Co., George Shaw and R. S. 
Buchanan o f the firm o f Kitson, Bu­
chanan & Co., Charles W . H awley and 
Lawrence A. Jones o f  the firm o f Haw­
ley, Jones & Co., and Ernest R eckitt 
and George W ilkinson, later in partner­
ship as W ilkinson, Reckitt, W illiam s 
& Co. Seven in all.
The first officers elected were Lewis
D. Jones, A. C. A., President, and 
George W ilkinson, Secretary. The last 
named related his recent experience 
with the Secretary o f the New York 
C. P. A. Board. Realizing the truth of 
Frank Broaker’s pronouncement, the 
newly-formed association lost no time 
in appointing a com m ittee to introduce 
and seek the passage of a C. P. A. bill 
at Springfield.
The bill provided that the Trustees 
o f  the University o f  Illinois should grant 
certificates to those who should pass 
the qualifying examinations. The 
waiver clause was to admit, w ithout 
written examination, accountants who 
had five years’ actual experience, o f 
which at least two years must have been 
on their own account. The examining 
board, w hich  was to function as a Com­
mittee o f  the University, was to report 
annually the receipts and disbursements 
under the act, and was to pay the ex­
cess o f  receipts to the State Treasurer. 
The bill was introduced into the Senate 
before the end o f March, 1897, by Sen­
ator Dan Campbell, o f Cook County, 
who secured its passage in that body. 
The Secretary o f the Association, who 
had been constantly in attendance at 
the State Capitol, lost no time in rush­
ing the Senate bill over to the House 
o f  Representatives, and there substitut­
ing it for  the H ouse bill, which he had 
previously gotten through com m ittee.
A  large num ber o f favorable opinions 
had been secured from  bankers, law­
yers, m anufacturers and business men 
generally, in Chicago, and other parts 
o f  the State. These letters were used 
as far as the lim ited time available 
would permit. It was confidently ex­
pected that Illinois was going to be the 
second state in the Union to enact a 
C. P. A. law. The biennial session o f 
the State Legislature was by that time 
well along. In spite o f every effort and 
much amateur lobbying, the bill could 
not be brought up, to be voted upon by 
the House, until the closing night o f 
the session, when it was swamped in 
the final stampede. It was afterwards 
learned that the University authorities, 
at Urbana, had not favored the passage 
o f  the law, as they were unprepared, at 
that time, to handle what they deemed 
to be their share o f the work.
In 1899 a very  similar bill— still o f 
the University type—was introduced in 
the Senate, w here it was defeated early 
in the session. This second attempt 
was not v igorou sly  supported by the 
Illinois A ssociation . The bill could not 
be advanced to the House o f  Represen­
tatives and died  through lack o f inter­
est.
Upon the assem bling o f the State 
Legislature in 1901 the Illinois Asso­
ciation held a m eeting to discuss the 
advisability o f again seeking C. P. A. 
legislation. A bout as much argum ent 
was advanced against taking any such 
action as in fa v or  o f  so doing. It was 
reported that Pennsylvania and Mary­
land had secured their C. P. A. laws; 
that California was in the throes; that 
M innesota, W isconsin, Kansas and New 
Jersey had fa iled  in their initial efforts 
and, more discouraging than any other 
news, M assachusetts had erected its 
own standard. Instead o f  fo llow ing  the 
lead o f New Y ork , Pennsylvania and 
Maryland, w here C. P. A. laws had been 
enacted and w ere then in  force, it was 
related that our brethren in Boston had 
decided, on February 14, 1901, to  in­
corporate under the State laws as the 
“ Incorporated P ublic Accountants o f 
M assachusetts”  and to build up a local 
reputation fo r  the abbreviation —  “ I. 
P. A .”
Such disturbing news, com ing “ from  
the effete E ast,”  swung the decision o f 
the Illinois A ssociation  against renew­
ing their tw ice-defeated efforts to se­
cure legislation at Springfield. It was 
decided to let the session o f 1901 go by 
w ithout m aking any effort.
A t the annual meeting o f  the Illinois 
Association o f P u blic  Accountants, held 
in Chicago in A pril, 1902, the fo llow ­
ing officers w ere unanimously elected: 
George W ilk inson, President; Ernest 
Reckitt, V ice President, and J. Porter 
Joplin, Secretary and Treasurer.
The new adm inistration at once ad­
dressed itself to securing a C. P. A. law. 
The biennial session o f the State Legis­
lature was to assem ble at Springfield in 
January, 1903, hut the Directors o f  the 
Illinois A ssociation  were going to be in 
the field early th is time. They were.
On July 8th, 1902, the president ap­
pointed a com pact com m ittee o f three 
members, the late H enry J. D. W odrich, 
o f Chicago, being  named as chairman. 
Mr. W odrich ’s extensive personal ac­
quaintance in both  Houses o f the Legis­
lature made h im  an ideal chairm an o f 
the new com m ittee. Unfortunately, be­
fore the beginning o f the session, Mr. 
W odrich  was taken seriously ill and 
died in a few  days. His death gave the 
Illinois Accountants a serious setback. 
The line o f cam paign had to be entirely 
changed. The com m ittee was then en­
larged and strengthened, until it was 
(Continued on page 284)
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The Present Weaknesses of the Method by Which 
State and City Taxes are Levied, 
and Possible Reforms
CONSIDERABLE confusion  in the discussions o f the different modes o f taxation is due to the 
failure to distinguish clearly between 
the justification o f taxation in general 
and the measure o f taxation. The uni­
versally accepted justification o f taxa­
tion is the com m on benefit conferred 
upon individuals by the action o f the 
governm ent. But the com m on benefit 
is, strictly speaking, equal, while the 
taxed citizens are unequal in wealth 
and ability to pay taxes. Therefore, re­
course has to be had to some other 
measure o f taxation. One theory as­
sumes that protection to life, liberty, 
and property is the chief benefit con­
ferred, and that this benefit, or at all 
events its cost, varies as the property 
varies, generally in exactly the same 
proportion. This theory has been called 
the benefit theory o f taxation, because 
it attempts to estimate by the benefit 
conferred the am ount o f  tax each indi­
vidual should pay.
The difficulties involved in measuring 
benefit, with sufficient accuracy to serve 
as a basis for  taxation, led one school of 
thinkers to abandon the benefit theory 
and put forw ard what is termed the 
facu lty  theory, which theory is that 
taxes should be borne in proportion  to 
the ability to pay. Generally speaking, 
this ability, too, is supposed to be indi­
cated in some way by wealth or by 
incom e.
H owever, it is not intended here to 
discuss theories relating to the justifica­
tion o f taxation; nor should we be un­
duly concerned with the differences o f 
opinion with respect to the measure o f 
taxation. W e are confronted with the 
fact that state an d  local governm ents 
must have funds with which to defray 
governm ental expenses and that these 
funds must be provided by taxation. It 
is the w riter’s opinion that taxes should 
be borne in proportion  to the ability of 
the the citizen to pay, and that this 
ability is generally determined by in­
com e. W ith these observations in mind, 
we shall proceed to examine some o f the 
present methods o f taxation.
The General Property Tax
The general property tax is today the 
principal source of revenue in the great 
m ajority  o f states and localities. It is a 
survival o f the system o f taxation uni­
versally adopted under m ore primitive 
econom ic conditions, when property was
By O. G. M ARTIN
EDITOR’S NOTE: In connection with 
the fall examination, 1927, the Wyoming 
State Board of Accountancy required 
each candidate to give an extended 
answer to one of several suggested sub­
jects. One of the answers is herewith 
presented.
relatively hom ogeneous, consisting prin­
cipally o f land and agricultural capital, 
and constituted an approxim ately fair 
test o f ability to bear the public burden. 
Under early agricultural conditions, 
where alm ost all property was visible 
and tangible or where loans or credits 
could readily be ascertained, this form  
o f tax was not objectionable. The con ­
ditions which rendered it tolerable 
have, however, long since passed away, 
and in the present stage o f industrial 
developm ent in the United States it has 
become utterly inadequate to afford a 
just and reasonable system o f taxation. 
From the viewpoint both of economics 
and politics, this tax is a prolific source 
o f  inequality and injustice.
The first great defect o f the general 
property tax in actual administration is 
its lack of uniform ity, or failure to af­
fect all property equally, ow ing to d if­
ferences in the appraisement o f  the 
property o f individuals. W hile the law 
requires that all property shall be rated 
at its true selling value, the actual 
practice o f assessment varies enor­
mously. Individuals are prom pted by 
self-interest to make as low  a return 
o f their property as possible, while 
boards o f assessors are influenced by 
various motives. Sometimes a local 
system o f rating property at a given 
fraction o f its value may be blindly 
follow ed. This is often due to a con­
scious attempt to enable the locality to 
escape with a sm aller share o f the 
state burden, under the conviction that 
other localities are follow ing the same 
practice. Again, the assessors are usu­
ally local officers, depending upon pub­
lic favor for  re-election, and the fear of 
giving offense and losing votes influ­
ences their action. Often property that 
changes hands is assessed on the basis 
o f the recent sale, while other property 
is le ft on the books at the old figure. 
In, these and similar ways a great lack 
o f uniform ity is brought about, often
resulting in gross injustice. A given 
tax rate fa lling upon one place or per­
son may im pose many times the burden 
that it does upon another. The various 
inequalities that grow out o f such d if­
ferences in the rate o f  assessment may 
be summed up as fo llow s:
1. As between counties, one bears 
unjustly a larger proportion  o f  the 
state taxes.
2. As between different towns or 
cities, one has a heavier burden than 
another.
3. As between town and county, the 
burden is unequally distributed. In 
Georgia, for  instance, real estate in the 
towns is rated by boards o f  assessors 
at close to par on the average; while 
in the counties it is returned by the 
ow ner at one-fifth, or less, o f the sell­
ing value.
4. As between rich and poor in both 
town and county, a discrimination in­
variably exists in favor o f  the wealthier 
classes.
Attem pts to enforce this law have in­
variably proved futile. Drastic meth­
ods o f every description have been 
tried repeatedly, but with the same in­
evitable and unvarying result. Even 
the tax inquisitor, or tax-ferret plan, un­
der which county boards are authorized 
to contract with private detectives for  
the discovery o f property unreturned 
by the owner, has resulted in little m ore 
than an extensive practice o f black­
mailing. The general effect o f increas­
ing the stringency of personal property 
laws has been an increase of evasive­
ness and deceit rather than o f valua­
tions and o f revenue. The difficulty o f 
enforcem ent, in the case o f cities, is 
made extrem ely great by the ease with 
which the citizen, in case o f a valuation 
regarded by him as excessive, may re­
move beyond the corporate limits to dis­
tricts where both valuation and rate will 
be more satisfactory.
The second great defect in the gen­
eral property tax is its failure to reach 
certain im portant classes o f property. 
It is notorious that personal property 
largely escapes taxation. In its more 
intangible form s, such as stocks, bonds, 
notes, and m ortgages, it is beyond the 
reach of the most com petent assessor; 
and in some o f its more tangible forms, 
such as stock in trade and personal 
effects, it is extremely hard to assess. 
Reports o f assessors, tax com m issions
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and tax officers from  practically every 
state in the Union have repeatedly 
called attention to the fact that per­
sonal property was paying a ridicu­
lously small proportion o f the whole 
tax. Such personal property as is 
reached usually belongs to those who 
own real estate and whose names are 
already on the tax books, while whole 
classes o f people whose fortunes are 
invested exclusively in personalty 
escape taxation altogether. W hen it is 
realized that the wealth o f the nation 
in personality exceeds that in the form 
o f real estate, the lam entable failure o f 
the general property tax to conform  to 
the principles of universality and jus­
tice may be im agined. It has in fact 
practically becom e a tax on real estate, 
including from  five to ten per cent of 
the personalty held by real estate 
owners.
A  third, and from  the ethical point 
o f  view  the greatest evil o f  the general 
property tax in practice is the constant 
and almost irresistible tem ptation to 
dishonesty, which it places before every 
property owner. A  man inclined to be 
upright is almost forced into dishonesty 
by the tax. He knows that personalty 
alm ost everywhere escapes. He knows 
that the tax rate has adjusted itself 
to this condition, and is two or three 
times what it would be if all personalty 
were returned. He sees that if he 
com plies with the law he w ill have to 
pay m ore than his just share o f taxes; 
and he is indeed o f sturdy m oral fibre 
if he does not feel that he is justified 
in doing as his neighbors— perhaps de­
vising some argum ent to reconcile his 
conscience to the fraud or perjury in­
volved. In the keen com petition o f 
com m ercial life, the rigorously honest 
man may be driven into failure and 
elim inated by this process.
A  fourth evil o f the general property 
tax is that in practice it always throws 
a heavier proportion o f the tax upon 
the smaller properties, and thus dis­
criminates against the poorer classes. 
This is due in part to unequal assess­
ment, and in part to the escape o f in­
tangible property. A  home worth one 
thousand dollars is inevitably assessed 
at a figure much nearer its true value 
than one worth fifty thousand dollars. 
The simple furniture and personal e f­
fects o f the form er household w ill be 
listed nearer their true value, than the 
luxurious appointments o f  the house 
o f wealth. Again, the sort o f property 
that notoriously escapes taxation—  
stocks, bonds, money, notes— is in great 
part the property o f  the wealthier 
classes. In this way the general prop­
erty tax, though nom inally proportional 
in rate, becom es regressive in fact, and 
im poses the heavier part o f the burden 
o f taxation upon those least able to 
bear it.
A  final form  o f in justice w orked by 
the general property tax is the double 
taxation that frequently results. Many 
form s o f intangible property— stocks, 
bonds, notes, and m ortgages— merely 
represent the holder ’s interest in tan­
gible property. To tax both is to tax 
the same body o f wealth twice. In prac­
tice this results in confusion, evasion, 
fraud and oppression. The unfortunate 
results o f the attempt to tax m ortgages 
as well as the fu ll value o f the land 
m ortgaged, are notorious. The tax is 
usually shifted to the land owner, in the 
form  of a higher rate o f interest. Even 
w here the m ortgage escapes the tax 
assessor, the holder runs the risk of 
detection, and this is reflected in a 
higher rate. The widespread depression 
in farm ing interests, as contrasted with 
com m ercial and industrial prosperity, is 
largely due to this state o f affairs. Sev­
eral states have attem pted to rem edy 
this evil. Maryland exempts mortgages, 
with good  results, and to this extent has 
abandoned the general property tax. 
Massachusetts regards the mortgage as 
realty— as an interest in the land—  
and allows the m ortgagor to deduct the 
proper proportion  o f the tax from  the 
interest. The result has been that 
m ortgages in Massachusetts contain a 
clause by which the land owner is made 
to agree to pay the whole tax. Cali­
fornia has a similar law, and in addi­
tion declares such agreements between 
m ortgagor and m ortagee null and void. 
Connecticut has exempted such prop­
erty from taxation on condition that it 
be registered with the state treasurer, 
at a fee equal to about one-fifth o f the 
ordinary tax rate. Various form s of 
debt exemption have been suggested 
and tried, but have produced intolerable 
results in practice. The difficulty is 
inherent in the general property tax.
There is no question that justice in 
taxation means the levying o f the tax in 
proportion to faculty, to the ability of 
the citizen to pay, and this faculty or 
ability is determined by the amount o f 
his net incom e. Judged by these firmly 
established principles, the general prop­
erty tax is unjust in theory, because—
1. Large classes o f persons whose in­
comes are derived from salaries or wages 
and who are perfectly  able to bear some 
share o f the public burden, are relieved 
o f taxation entirely. A  poor man 
scarcely able to make both ends meet 
may be heavily taxed on his home and 
furniture, while a professional man 
m aking twenty-five thousand dollars a 
year, living at a hotel or club, goes ab­
solutely free, except in states levying a 
tax on incom e. Salaried classes should 
certainly contribute to the support of 
the state.
2. Property is a very im perfect test 
o f  ability. Some classes o f property 
not only produce no income, but con­
stitute in themselves a drain upon in­
com e, such as costly residences and ex­
pensive interiors. The only excuse for  
taxing them is that they afford direct 
evidence o f the existence o f  incom es 
adequate to their maintenance, but such 
evidence is only approximate at best 
and may be far from  correct. In m any 
cases it may be both unjust and bad 
policy to discourage by taxation the im ­
provem ent in the dom estic environm ent 
o f  the citizen.
Again, o f two pieces o f lucrative 
property representing the same am ount 
o f  invested capital, one may be far less 
productive than the other. For illus­
tration, ten thousand dollars invested 
in one way may be producing eight 
hundred dollars a year, while another 
investm ent o f a like am ount may be 
producing only three hundred dollars 
a year. A  two per cent property tax 
would require each to pay two hundred 
dollars, equivalent to an incom e tax o f 
twenty-five per cent in the one case and 
m ore than sixty-six per cent in the 
other. Of two business enterprises o f  
the same capital, one may be barely 
making expenses and the other earning 
handsom e dividends, yet each is called 
upon for  the same tax. In a prosperous 
year a business may make large profits 
and in times of depression may operate 
at an actual loss, and yet by the m erci­
less in justice o f the general property 
tax, be called upon for the same con­
tribution in the critical time as in the 
prosperous. In general, unproductive 
property does not contribute to the 
ow ner’s ability and should not be taxed, 
save in special cases like land held 
for  speculative purposes. But this tax, 
in theory, at any rate, treats all prop­
erty alike. The conclusion is inevitable 
that the general property tax is un­
sound. It assumes that property is a 
uniform  measure o f ability, which is 
untrue; it exempts certain classes from  
any share o f the public burden; and it 
im poses w ithout reason a double por­
tion upon others. If it were possible to 
administer it to the letter in practice, it 
would still involve flagrant injustice.
Suggested Rem edies
Because o f the grow ing dissatisfac­
tion with the results o f the old system, 
tax com m issions have from  time to time 
been appointed by the various states to 
discover a remedy. It has been ob­
served that most o f these, under the in­
fluence o f ultra-conservative feeling, 
have reported plans for  the more rigid 
enforcem ent o f the law. In most cases 
the legislatures failed to adopt their 
reports. W here the attempt was made, 
only greater evil was the result. Per­
haps the most strenuous effort to enforce 
the general property tax is to be found 
in some states, under the well-named 
“ tax inquisitor system,”  which had the
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unhappy result o f  bringing practically 
no additional revenue into the treasury, 
exasperating the public and driving a 
large am ount o f property to other 
states.
In a few  o f the states, however, an 
effort has been made to modify the gen­
eral property tax in certain particulars. 
R eference has been made herein to the 
m ortgage tax o f Massachusetts and 
California. M issouri enacted a law 
similar to that of California, but made 
exceptions in regard to quasi-public cor­
porations, which gave grounds fo r  de­
claring the law unconstitutional under 
the Fourteenth Amendment. Mention 
has also been made o f the Connecticut 
system o f taxing credits. State boards 
o f  equalization to reduce the assess­
ments in the several counties to a uni­
form  basis have been w idely tried, but 
with very unsatisfactory results. An­
other proposal for  accom plishing the 
same result is to assess state taxes on 
the counties in proportion  to the 
am ounts they raise fo r  local purposes. 
This plan has been endorsed by several 
com m ercial organizations and by a num­
ber o f labor organizations. It was 
adopted by the State o f  Oregon some 
years ago. The Oregon plan provides 
that each county shall pay such pro­
portion of the state taxes as its average 
expenditure for five years bears to the 
average total expenditure o f all the 
counties for the same period. While 
this doubtless means some improvement, 
it meets only one of the difficulties 
of the general property tax. The 
best proposal, and the one most wide­
ly  endorsed, is to  separate entirely 
the sources o f state and local revenue, 
and to abandon the general property 
tax as a state tax. The state revenue 
could then be derived from  taxes on 
corporations, franchises, inheritances, 
incom es, output o f oil and gas wells 
and mines, and other sources, including 
excises; while the local revenues 
would be supplied either by the general 
property tax fairly  and equitable ad­
ministered, or, better still, by a tax on 
real estate, supplemented by taxes 
at various rates on certain specified 
classes o f personal property, and cer­
tain local business or license taxes. 
W ith respect to the tax on real estate, it 
should be pointed out that there should 
be a separate appraisement o f the land 
and im provem ents thereon and that 
the perishable nature o f im provem ents 
should be given consideration and 
proper allowance made for  depreciation 
sustained. In this way the general 
property tax w ould be abandoned and 
its place taken by a system m ore in 
accordance with m odern views o f ju s­
tice and equity in taxation.
The tax on the output o f oil and gas 
wells has proved to be an important
source o f revenue to those states in the 
oil-producing regions. It should be noted, 
however, that there are nearly as many 
variations o f  this tax as there are states 
levying it. Oklahoma levies a tax o f 
three per cent on the value o f the gross 
output o f  the wells (excluding, as do 
other states, Federal and state royalties.) 
No tax whatever is levied on the equip­
ment used for  developm ent and oper­
ating purposes, nor on the leasehold. 
Montana levies a tax o f two per cent 
on the value o f the production, also a 
tax on the net proceeds of the lease. 
A ll equipm ent used for  production pur­
poses is subject to the general property 
tax. W yom ing levies a tax on produc­
tion based on the average price per unit 
prevailing during the taxable year. The 
value o f the production is subject to the 
same levy as that applied to the general 
property. Casing and other equipment 
in the wells is exempt from  taxation. 
Texas levies a small tax on production, 
so small in fact that it is relatively un­
im portant. H owever, a tax is levied 
on the value o f  the leasehold, which 
value is based largely on the produc­
tivity o f  the lease. New Mexico levies a 
tax on production very sim ilar to the 
W yom ing tax, with the im portant ex­
ception that there is a deduction o f 
fifty per cent from  the total value o f the 
production to allow for cost o f  producing. 
Kansas levies a tax on the leasehold, 
similar to that o f  Texas, except that 
the value o f the leasehold is determined, 
in the case o f oil, by m ultiplying the 
daily productive capacity o f  the lease, 
in barrels, by  six hundred dollars.
The above illustrations are given for  
the purpose o f pointing out the lack o f 
uniform ity in the methods by which the 
various states levy a tax on the output 
o f  oil and gas wells. The same lack o f 
uniform ity exists, to a greater or lesser 
degree, w ith respect to taxes on corpor­
ations, franchises, and inheritances. 
W hile it is not expected, nor, in some 
instances, desired, that absolute uni­
form ity  o f  methods o f taxation should 
exist, it is here contended that reform  
in taxation should contem plate a rea­
sonable degree o f  uniform ity o f  meth­
ods; but it is recognized that uniform ity 
in  the levy w ill be difficult, if not im ­
possible, to attain, since the levy must 
vary in accordance with the revenue 
requirem ents o f  the state.
THE GENESIS OF THE C. P. A. 
MOVEMENT
(Continued from page 281)
fu lly  representative o f  all the profes­
sional accountants who could be found 
in the State o f  Illinois.
A fter much earnest discussion, the 
enlarged com m ittee decided to fo llow  
the lead o f Pennsylvania and try for  a
bill creating a State Board o f Public 
Accountants.
As soon as the General Assem bly was 
in session at Springfield, a bill was in­
troduced in both houses o f the legisla­
ture providing that C. P. A. certificates 
should be issued by the Secretary o f 
State, while the Governor should ap­
point the examining board. In the main 
the proposed bill was drawn on the 
lines o f  the Pennsylvania law, with two 
added provisions— (1st) The Secretary 
o f State should maintain a register and 
charge a fee o f  $1 for  each entry; 
(2n d ) An annual renewal fee o f $10 
was to be paid by each C. P. A. w ithout 
which his certificate would lapse.
Upon the executive officers o f the as­
sociation visiting Springfield, while this 
b ill was in com m ittee, it was found that 
a bill providing any additional patron­
age for  Governor Yates, could not be 
passed, as he was “ at outs”  with the 
Assem bly. By this time the session—  
very brief at the best— was w ell ad­
vanced. It was fe lt that energetic 
measures must be resorted to if the 
third attempt o f the Illinois Association 
was to meet with success. A ccordingly 
the m em bership o f  the Association, aug­
mented by the addition o f several new 
members, was pressed into service, 
while the executive officers o f the asso­
ciation— especially J. P orter Joplin, the 
secretary, were constantly on the watch.
In view  o f the obstacle caused by 
Governor Y ates’ unpopularity with the 
Legislature, the A ssociation ’s Com mit­
tee deemed it best to sw ing back to the 
University form  o f C. P. A. bill.
A  special sub-committee, consisting 
o f  J. Porter Joplin, Edward E. Gore, 
and George W ilkinson paid a hurried 
visit to Doctor A. S. Draper, President 
o f  the University o f Illinois, at Urbana, 
to ask his approval o f  the proposed bill. 
To our relief we found that Dr. Draper 
had changed his view in regard to C. P. 
A. Legislation, m oreover, that he was 
w illing the State University authorities 
should assume the duties proposed for  
them.
And so it came that the Hon. James
H. W ilkinson, an attorney-at-law in Chi­
cago, and a m em ber for  Cook County o f 
the Illinois General Assembly, intro­
duced the bill in the House o f Repre­
sentatives, where it was soon passed by 
a large m ajority. It was at once con­
firmed by the State Senate and ap­
proved by Governor Yates.
The leading features o f the law as 
enacted w ere: (1st) The University o f 
the State o f  Illinois, situated at Ur­
bana, undertakes to hold examinations 
and to issue certificates; (2n d) the 
President o f  the University shall ap­
point three examiners to serve one, two 
and three years, respectively, two o f 
whom shall be Certified Public Account­
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ants, and the third may be a Certified 
Public Accountant or an attorney at 
law ; (3 rd ) the exam ination may be 
waived in favor o f  any Public Account­
ant who has had five years’ experience, 
one o f which shall have been on his 
own account in the State o f Illinois, also 
in favor o f any accountant who has had 
five years’ experience, and who has 
passed an examination outside o f  the 
State o f Illinois equivalent, in the opin­
ion o f the University, to the examina­
tions to be held under the law ; (4th ) a 
fee of $25 is charged for  the examina­
tion and certificate, and a remuneration 
o f $10 a day allowed to each o f the 
examiners in addition to his expenses. 
A  further clause, not found in any 
other C. P. A. law, specifically provides 
that it shall be law ful for  Certified P ub­
lic Accountants o f other states to prac­
tice as such and use their C. P. A. de­
gree in the State of Illinois. The early 
w ork  o f carrying out the purpose o f the
C. P. A. law, prior to the organization 
o f the board, was conducted, on behalf 
o f  the University o f Illinois, by Dr. 
David K inley, Dean o f the College o f 
L iterature and Arts, who had been 
helpful to the Association ’s Committee 
in securing Dr. Draper’s endorsem ent 
o f  the bill.
The law went into effect on July 1,
1903. The first examiners, appointed 
by Dr. A. S. Draper, President o f the 
University o f Illinois, were Ernest 
Reckitt, A. W . Dunning, and C. W . 
Knisely, all Fellow s o f the Illinois As­
sociation  o f Public Accountants. The 
first certificates were issued on October
5, 1903, to those who had qualified un­
der the waiver clause, in respect o f 
their previous experience o f five years.
(To be continued)
STATE SOCIETY NEWS
D ELAW ARE 
A t the annual m eeting o f the Dela­
ware Society o f Certified Public A c­
countants, held on June 29, 1928, the 
follow ing officers were elected: Presi­
dent, Clifford E. Iszard; Vice-President 
and Treasurer, A lfred  H. Coe; Secre­
tary, M edford H. W hite. W ill A. Clader 
was elected to serve with the above 
named officers on the Executive Com­
mittee.
drafting of a new accountancy bill for 
presentation to the next Legislature.
MASSACHUSETTS 
The first fa ll meeting o f the Massa­
chustts Society o f  Certified Public A c­
countants, Inc., w ill be held on Mon­
day evening, September 24, 1928, when 
Colonel Robert H. M ontgom ery w ill 
speak on the subject, “ The Future o f 
the A ccounting P rofession .”
IOW A
The Annual Meeting o f the Iowa So­
ciety o f  Certified Public Accountants 
was held at the R oosevelt H otel, Cedar 
Rapids, Iowa, on Saturday, August 25, 
1928, and the follow ing officers were 
elected for  the ensuing year: I. B. Mc­
Gladrey, Cedar Rapids, President; 
George Parker, Des Moines, V ice-Presi­
dent; P. L. Billings, Des Moines, Treas­
urer; E. A. Bertholf, Des Moines, Sec­
retary; and Regional Vice-Presidents, 
W illiam Guthrie, Sioux City, Western 
District, C. B. Meyers, Cedar Rapids, 
Eastern District, and F. J. Harrigan, 
Des Moines, Central District.
The by-laws w ere amended making 
the Adm ission Fee, $10.00; Annual 
Dues for Members practicing in the 
State, $15.00; and Annual Dues for 
Members practicing outside o f the State, 
or not in practice on their own account, 
$10.00; for  the fiscal year com m encing 
September 1st, 1928.
A fter a lengthy discussion the new 
President, Mr. I. B. McGladrey, ap­
pointed a Legislative Committee, con­
sisting o f George Parker, F. J. Har­
rigan, E. G. Prouty, W illiam  Guthrie, 
and E. C. W orthington, to com plete the
MINNESOTA 
The regular July meeting o f the Min­
nesota Society o f Certified Public A c­
countants was held in Duluth on Fri­
day evening, July 27, at the Northland 
Country Club, Minneapolis. The speak­
ers o f the evening were Mr. Culmer, 
statistician o f the Oliver Iron Mining 
Company and Mr. K elso, Auditor o f the 
Minnesota Steel Company, who ta lked 
on the various phases o f accounting as 
related to the iron  industry. The meet­
ing had about twenty-two persons in at­
tendance.
MISSOURI 
The present officers o f the Kansas 
City Chapter o f  the Missouri Society of 
Certified Public Accountants are: Presi­
dent, F. T. Brodie; First Vice-President, 
Richard S. W yler; Second V ice-Presi­
dent, M ilton E. Carter; Treasurer, Geo.
E. D ell; Secretary, R. W. Smith.
NORTH CAROLINA 
The Ninth Annual Meeting o f the 
North Carolina Association o f Certified 
Public Accountants w ill be held in 
Charlotte on October 18, 19 and 20, 
1928.
OHIO
The Ohio Society o f Certified Public 
Accountants has announced the dates o f  
its annual meeting to be October 19 and 
20, 1928. H otel Hollenden, Cleveland, 
has been selected as headquarters and 
Chairman C. C. McConkie o f the Con­
vention Com mittee prom ises an excep­
tionally interesting program .
VIRGINIA
The regular annual meeting of the Vir­
ginia Society of Public Accountants, Inc., 
was held at the Hotel Richmond, Rich­
mond, Virginia, on Saturday, September
1, 1928. Officers and directors elected 
for  the ensuing year were as fo llow s: 
A lvin W. Burket, C. P. A., President, 
Richmond, V irginia; John J. Sellers, C. 
P. A., Vice President, Roanoke, Virginia; 
James A. Rennie, C. P. A., Secretary and 
Treasurer, Richmond, Virginia. Di­
rectors: The above officers and A. Lee 
Rawlings, C. P. A., Norfolk, Virginia;
F. L. Worchester, C. P. A., Richmond, 
Virginia; L. A. Kimble, C. P. A., Roanoke, 
Virginia; A. T. Hull, C. P. A., Bristol, 
Virginia.
A  resolution was adopted inviting the 
American Institute o f Accountants to  
hold their annual meeting in Richmond 
in 1929.
The members present voted the ap­
pointment of a committee for the pur­
pose of considering the advisability o f  
changing the present name of the So­
ciety to the “ Virginia Society of Certified 
Public Accountants” with instructions to  
the committee that, if  favorable action 
was taken by it, a new Constitution and 
By-Laws be prepared for presentation to  
the Society at its semi-annual spring 
meeting. The personnel o f the commit­
tee appointed is as follows: Chairman, 
T. Coleman Andrews, C. P. A., Richmond, 
Va.; Members, A. M. Pullen, C. P. A., W m. 
McK. Evans, C. P. A., A. F. Stewart, Jr., 
all of Richmond, Va., L. A. Kimble, C. P. 
A., and R. B. Jordan o f Roanoke, Va., 
W. P. Hilton, C. P. A., Norfolk, Va.
The follow ing persons were elected as  
Fellows: George R. Geddy, C. P. A., Rich­
mond, Va.; Herbert C. January, C. P. A., 
Suffolk, Va.; and the following as Asso­
ciates; Norman S. Hampton, Roanoke, 
Va.; R. A. Lawrence, Roanoke, Va.; S. 
W illard Owens, Richmond, Va.; Stuart D. 
Walden, Richmond, Va.
The Society adopted the follow ing 
“Rules of Professional Conduct” :
The follow ing are declared to be the 
fundamental rules of the Society which 
shall have been read by and subscribed to 
by each member of the Society and every 
member of the Society shall exemplify the 
spirit of the Golden Rule in all his rela­
tions. In his Professional relations and 
practice to observe the follow ing precepts 
of Conduct, viz.:
1. Should exercise and display fairness 
and justice to clients and to the Public.
2. Should not prepare, sign, or certify
286 T H E  C E R T I F I E D  P U B L I C  A C C O U N T A N T September,
any report or statement which to his 
knowledge contains a m is-statem ent of 
facts or omits or conceals such a fact as 
would result in a misrepresentation of the 
assets or liabilities, the solvency, the rev­
enue, or the profits or income of any busi­
ness or institution, or of the relation 
thereto of any individual, firm or corpora­
tio n . Reservations or qualifications, if not 
set forth in the affected terms of any 
statement, should be recited in referenced 
foot-notes thereon or in an appended and 
signed recital or certificate.
3. Should not approve, sign, or certify 
accounts or statements which have not 
been verified under the supervision of him ­
self or another person representing him in 
conformity with number four (4) of these 
precepts.
4. Should not allow or permit any per­
son to practice as his representative who 
is not a partner or a regular employee or 
who is not a certified public accountant in 
good standing and regularly engaged in 
the public practice of accounting.
5. Should not accept a retainer and/or  
perform any service that might conflict 
with the interests of any client, without 
the knowledge and consent of said client.
6. Should hold inviolate as confidential 
all information obtained from any firm or 
from the records of such client except as 
permission to disclose information is ob­
tained from the client or as disclosure may 
be required by legal process in proceedings 
under the criminal law or the bankruptcy 
law.
7. Should conduct himself so as to not 
come under suspension or disbarment by 
the Committee on Enrollment and Disbar­
ment in the Treasury Department of the 
United States or by the United States 
Board of Tax Appeals, or by any super- 
ceding committees, divisions, or tribunals.
8. Should not agree to allow, or allow or 
pay directly or indirectly any commission, 
brokerage, or other participation by the 
laity on the fees, proceeds, or profits of 
his professional work.
9. Should not agree to accept or receive 
directly or indirectly from the laity, any 
commission, brokerage, or other participa­
tion for professional or commercial busi­
ness turned over to others as an incident 
to service for a client, except with the 
knowledge of, and for the benefit of such 
client.
10. Should not engage in any other oc­
cupation or business conjointly with his 
professional practice in such manner as 
would be incompatible or inconsistent 
therewith.
11. Should not knowingly solicit directly 
or indirectly the client of another certified 
public accountant or registered public ac­
countant. This precept may not be con­
strued to deny any member the right to 
render service to any person, firm, or cor­
poration specifically requesting it.
12. Should not directly or indirectly of­
fer employment to an employee of another 
member without first informing the latter 
of such intention. This precept may not 
be construed as inhibiting negotiations 
with any person who seeks employment on 
his own initiative, or in response to public 
advertising.
13. Should confine the holding of him­
self out as a certified public accountant, or 
registered public accountant, to his right 
and privilege so to do under the laws of 
the State in which he is engaged in the 
public practice of accounting.
14. Should not advertise or conduct him ­
self in a manner detrimental to the dig­
nity or other interests of the profession 
of public accounting.
Penalty for violation of the Rules of 
Professional Conduct:
For infraction of the above rules, a 
member renders himself liable to be ex­
pelled from the Society, or may be 
suspended for a term not exceeding one 
(1) year, by a resolution of the Society, 
and that upon being so expelled or 
suspended due notice thereof be sent to 
the Virginia State Board of Accountancy, 
The American Society of Certified Public 
Accountants and the American Institute of 
Accountants.
It was resolved that a suitable medal 
be designed for presentation to the ap­
plicant attaining the highest grade in the 
Certified Public Accountant examinations 
given by the State Board o f Accountancy.
The Chairman of the Committee on 
the Natural Business Year reported that 
a considerable amount of data relative 
thereto had been collected and that plans 
were being formulated for starting an 
active educational campaign among the 
business men of the State.
John L. Riem er, C. P. A., and the 
Riem er Audit Company, announce the 
rem oval o f their offices to 309-11 W . M. 
Garland Building, 117 W est Ninth 
Street, Los Angeles, California.
Chas. N. Goodno and Ralph L. Steele 
announce the dissolution o f the partner­
ship o f Goodno & Steele, Certified Pub­
lic Accountants, Raleigh, N. C., and 
their continuance o f public practice as 
Chas. N. Goodno, Certified Public A c­
countant, W achovia Bank Building, 
Raleigh, N. C., and R. L. Steele & Com­
pany, Certified Public Accountants, 
W achovia Bank Building, Raleigh, N. C.
Thomas A. W illiam s & Co., Certified 
Public Accountants, 630 Audubon 
Building, New Orleans, La., and 815 
Fifteenth Street N. W ., W ashington,
D. C., announce that Mr. Lucien J. 
M oret is now associated with the firm 
as supervising Auditor and Consultant.
Louis P. Miller, C. P. A., is now lo ­
cated at 912 Penobscot Building, De­
troit, Michigan.
Alonzo Lee Miles & Company, Cer­
tified Public Accountants, 607 Conti­
nental Building, Baltimore, Md., an­
nounce the consolidation of their prac­
tice with that o f F. W. Lafrentz & Com­
pany, Public Accountants, with execu­
tive offices at 100 Broadway, New York 
City.
E lijah  Bates, C. P. A., o f Cleveland, 
Ohio, has becom e associated with the 
firm o f R. O. Eastman, Incorporated, of 
Cleveland and New York, specialists in 
market research.
It was voted to hold the semi-annual 
meeting of the Society at Virginia Beach, 
Virginia, during May, 1929, at a date to 
be set later. And it was announced that 
plans would be laid for the holding of 
the “ Twentieth Anniversary Meeting”  of 
the Society in Richmond during the Fall 
o f 1929, probably in connection with the 
annual meeting. The Virginia Society 
of Public Accountants was formed in 
1909.
WEST VIRGINIA
At the annual meeting of the West 
Virginia Society of Certified Public Ac­
countants, held in Charleston on August
16, the following officers were elected: 
President, P. M. MacCutcheon; First 
Vice President, E. J. Grace; Second Vice 
President, Donald P. Flem ing; Secretary, 
John P. Vaughan; Treasurer, N. S. 
Fitzhugh.
L. K. W atkins, C. P. A., 2019 Liberty 
Bank Building, Buffalo, New York, an­
nounces his affiliation with the Affiliated 
Firms o f Accountants, with offices at 
225 Broadway, New Y ork City and in 
fifty principal cities o f the United States.
Max Heller, C. P. A., announces the 
rem oval o f  his offices to 823 Public 
Ledger Building, Independence Square, 
Philadelphia, Pa.
H oward G. Slagle, C. P. A., announces 
his withdrawal from  the partnership 
w ith W . A. Coy and the establishment 
o f offices for  the general practice o f ac­
counting at 625 W illiam son Building, 
Cleveland, Ohio. Walter A. Coy & Co. re­
tain their office in the National City Bank 
Building.
Announcem ent is made of the dis­
solution o f the partnership of Oyster, 
Phillips & Company, Fresno, California. 
C. Edwin Oyster, C. P. A., announces his 
continuance in the general practice of 
accounting under the firm name o f C. 
Edwin Oyster & Co., Certified Public 
Accountants, Pacific Southwest Build­
ing, Fresno, California.
Security Audit Company announce 
the rem oval of their offices to Reyburn 
Bailey Building, 1211 Chestnut Street, 
Philadelphia, Pa.
Samuel Kaplan, C. P. A., and Louis 
Bachner, C. P. A., announce the forma­
tion of a partnership under the firm name 
Samuel Kaplan and Company, 175 Fifth 
Avenue, New York City. Mr. Jacob P. 
Zatulove, who has been a member of Mr. 
Kaplan’s staff for the past nine years, w ill 
continue his association with the firm.
ANNOUNCEMENTS
1928 T H E  C E R T I F I E D  P U B L I C  A C C O U N T A N T 287
FORM 1126
Under date o f  June 12, last, Howard 
C. Beck, a mem ber o f the Committee on 
Federal Legislation o f The Am erican 
Society, addressed the following letter 
to the Com missioner o f Internal R ev­
enue. Under date o f June 29, Mr. A l­
len, the Deputy Commissioner, acknowl­
edged the receipt o f the letter and ad­
vised that the suggestion appeared to be 
a very good one and that it would be 
given careful consideration when the 
return form s for  the com ing year were 
revised:
To the Com missioner o f Internal Rev­
enue, W ashington.
Sir: In the interest o f simplification 
o f  Incom e Tax returns, it is respectfu lly  
suggested that the use o f Form  1126, 
Certificate o f  Inventory, which a tax­
payer engaged in trade or business is 
required to execute and file with his 
return, be discontinued.
This suggestion is made for  the fo l­
low ing reasons, viz.
1. The inform ation  contained in 
Form  1126, as to am ount o f  inventory 
and basis on which taken, also appears 
on Form  1120 Corporation return, and 
Form  1040 Individual Return when en­
gaged in trade or business.
2. The two affidavits to the correct­
ness o f the inventory appearing on 
F orm  1126 are actually covered by the 
general affidavit made to the return it­
self.
3. The execution of the affidavits on 
Form  1126 entails additional expense 
to the taxpayer. W hile the writer has 
n o exact inform ation on this point, it 
may be stated that the usual minimum 
charge for  executing an acknow ledge­
ment is 25 cents; an estimate may 
therefore be conservatively made of 
$100,000, (200,000 certificates) as the 
cost to the taxpayers who do not or can­
not avail themselves o f the free service 
at the Collectors’ offices.
4. The cost of printing Form  1126 
would be saved; while the writer has no 
inform ation as to the number of these 
form s printed, such num ber must ex­
ceed a m illion blanks as upwards o f 
500,000 corporation returns were filed 
according to the Commissioner’s report 
for 1927.
5. The labor to the taxpayer, in mak­
ing his return, w ould be reduced by the 
time required to prepare this blank and 
secure the necessary signatures thereto.
It is further suggested, that if, in 
the opinion  o f  the Department, it ap­
pears to be desirable, a space be pro­
v ided in the return for  stating the es­
sential facts regarding the inventory,
reference being had to the regulations 
relating thereto, the details o f which 
may be had at the C ollector’s office.
I think that American business, and 
Am erican Accountants have become so 
fam iliar with Incom e Tax requirem ents 
during the past ten years, that there 
w ould be no loss to the Government in 
the discontinuance o f Form  1126, and 
that material savings in time and money 
would accrue to both the taxpayer and 
the Government by such act.
Respectfully,
HOW ARD C. BECK, 
Certified Public Accountant.
ENGINEERS TO MEET
The Society o f Industrial Engineers’ 
fifteenth national convention w ill be 
held at Rochester, New York, October
17, 18 and 19. It w ill be a jo int m eet­
ing with the Industrial Management 
Council o f R ochester Chamber o f Com­
merce. Meetings w ill be held in room s 
of the Chamber o f Commerce and at 
Hotel Seneca, and all w ill be open to 
the public.
The general theme of convention 
will be “ Profitable Prosperity” — A prac­
tical Program  for Cutting Costs and 
Raising Profits. Program  and complete 
inform ation may be obtained from  the 




Our January issue contained, on page 
31, a copy o f the resolution adopted 
by the Am erican Association o f Uni­
versity Instructors in Accounting at 
their Decem ber meeting, requesting the 
Am erican Institute o f Accountants and 
The Am erican Society o f Certified 
Public Accountants to appoint com ­
mittees with the idea of preparing 
statements which w ould classify, define 
and differentiate the various classes o f 
services rendered by the accountancy 
profession.
President Pinkerton com pleted the 
selection o f this committee during the 
summer. Its personnel consists o f 
Joseph J. Klein, New York City, Chair­
man; Fayette H. Elwell, Madison, W is­
consin; Seth Hadfield, H artford, Con­
necticut; Daniel B. Lewis, Boston, Mas­
sachusetts; and Edward P. Moxey, Jr., 
Philadelphia, Pennsylvania.
This com m ittee plans to enter upon 
this very im portant w ork early in the 
fall and w ould be pleased to receive sug­
gestions from  members o f The Am er­
ican Society, or other practicing public 
accountants, as to types o f services 
which should be covered in its report.
DEPARTMENTALIZING 
CALIFORNIA
During the recent trip o f the Secretary 
to the west he had an interesting chat 
with Alexander R. Heron, Director of 
Finance for the State of California, in 
which there was outlined some ideas 
which it is proposed to enact into legis­
lation at the next session of the Legisla­
ture. Mr. Heron’s statement with regard 
to the proposal is as follows:
“ In order to complete the departmental­
ization o f the State Government of Cali­
fornia, it is proposed to present to the 
next legislature a bill creating a Depart­
ment of Occupational Standards. This 
department will include all occupational 
licensing boards, such as the Board of 
Accountancy, Board o f Architecture, 
Board of Dentistry, Board of Pharmacy, 
and sim ilar bodies. The bill w ill provide 
for continuance in office of members of 
boards serving at the time the act takes 
effect. Each board will retain its present 
functions of setting standards, conduct­
ing examinations, passing candidates, and 
holding hearings for revocation of 
licenses.
“ The department will be in charge o f a 
director who will be the executive officer 
of each board. The director w ill also be 
a member of the Governor’s Council. 
Each board will name a secretary. The 
department w ill provide a staff for han­
dling all o f the accounting details in 
connection with the receipt and expendi­
ture of moneys. This staff w ill also is­
sue and mail licenses as they are granted 
by the boards or as they may be renewed 
from year to year, and perform other 
functions of a non-professional nature. 
Each board will retain its separate and 
distinct fund for its own use in carrying 
out the provisions of the respective acts.
“ The creation of the Department o f Oc­
cupational Standards will give twelve in­
dependent occupational regulating agen­
cies representation on the Governor’s 
Council. These agencies do not now have 
such representation. Activities and prob­
lems of these agencies will be brought to 
the attention of the Governor each month 
by the director of the department. The 
combining o f all of these occupational 
regulating agencies into one department 
w ill simplify accounting and clerical de­
tails o f the various boards.
“ None of the boards which are to be 
included in the Department of Occupa­
tional Standards w ill lose any of their 
present powers insofar as they refer to 
professional or occupational matters. De­
cisions of the boards with reference to 
rules and regulations, and findings in con­
nection with hearings w ill not be sub­
ject to review by the director. Such de­
cisions will be final within the provisions 
of existing statutes, or as the same may 
be amended from time to time.”
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NOTES
A. H. Hammarstrom, C. P. A., o f Clin­
ton, Iowa, addressed the local Rotary 
Club on August 13 on “ The Science and 
Sense of Accounts.”
Louisiana is the latest State to have 
placed on her statute books a new Arbi­
tration law based on the Draft State 
Arbitration Act prepared by the Amer­
ican Arbitration Association. This is the 
first comprehensive commercial arbitra­
tion law in the South, as it makes en­
forceable and irrevocable written agree­
ments to arbitrate future as well as exist­
ing business disputes. Another import­
ant port city, New Orleans, is therefore 
added to those whose business interests 
can hereafter settle disputes by arbitra­
tion.
In the August 15 issue of FORBES, 
Bowman C. Ellis, C. P. A. of Massa­
chusetts, has an article entitled “ The 
Public Accountant— Is He Your Confi­
dant?”  the closing paragraph of which is 
quoted:
“ The accountant is a power for he is 
the confidential friend of the executive. 
Without his analysis the executive would 
be at a loss. One thing is essential— the 
executive must understand the account­
ant’s language and give him his confi­
dence.”
In Michigan, in the Federal Court sit­
ting at Bay City, May 11, Judge Tuttle 
directed a verdict in favor o f the de­
fendant as the result o f an action 
brought by an Illinois accountant who 
was not registered in Michigan to re­
cover for services rendered in conduct­
ing an audit. The Michigan Supreme 
Court had som etim e since handed down 
a ruling to the effect that any one as­
suming a title granted under the stat­
utes without having a license there­
under may not recover upon a contract 
or agreement made. The judge dis­
missed the case before the testim ony for  
the defense was completed.
Samuel Newberger, C. P. A., 38 Park 
Row, New Y ork City, has been ap­
pointed a mem ber o f the bankruptcy 
law com m ittee o f the New Y ork Credit 
Men’s Association for  the year 1928-29. 
He? is the only accountant member of 
the committee.
Stuyvesant Peabody, m illionaire Chi­
cago sportsman and head o f the E nroll­
ment Campaign for  the W orld ’s Fair o f 
1933, announces that he has appointed 
Lewis Ashman, President o f  the Illinois 
Society o f Certified Public Accountants, 
as Chairman of the Accountants and A p­
praisers for  the Fair w ork. Mr. Ash­
man was chosen because o f his long ex­
perience in accountancy and wide 
knowledge o f his local group.
A ccording to Mr. Ashman, the task 
now before him is to secure the coopera­
tion o f all accountants and appraisers in 
Chicago and get them to enroll solidly 
fo r  the W orld ’s Fair. To assist him in 
this w ork he has invited four men
prom inent in the accounting field—  
H om er L. Miller, J. Angus Steven, C. R.. 
Whitworth and George D. W olf—to be 
on his com m ittee, and each o f them has 
signified his willingness to serve.
Classified Advertisements
Advertising copy for this page should be 
received in the office of THE CERTIFIED  
PUBLIC ACCOUNTANT not later than the 
25th day of the month preceding the month 
of publication. Rates for “Help Wanted” and 
“Situation Wanted,” $3.00 per inch or frac­
tion thereof (7 lines to an inch) for one in­
sertion. The rate for “Miscellaneous” is $5.00 
per inch for each insertion.
I HAVE AN  INTEREST IN AN ESTAB­
lished accounting concern in Memphis, Ten­
nessee, that I will sell to some reputable 
certified public accountant, who will take 
an active part in the upbuilding of the 
business, subject to the pleasure of those 
now interested. —  Address, Treasurer, De 
Sota Station, Box 2201, Memphis, Tenn.
W A N T E D — C. P. A. (Indiana), with nine 
years public experience on staff of 
nationally known C. P. A ’s, anxious to 
enter private employment as comp­
troller or treasurer. W ide experience in 
audits, systems, costs, and taxes. Age  
38. Salary about $6,000.00. Box No. 196, 
TH E CER TIFIED  PUBLIC ACCOUNT­
ANT.
POSITION W AN TED  with auditing firm as 
resident auditor, credit and office manager, 
with export firm or as traveling auditor. 
Am C. P. A., experienced as auditor, of­
fice manager and organizer, also as office 
manager of civil engineering office. Eleven 
years experience abroad seven years as: 
manager foreign sales office, speak and 
write Spanish and Portuguese. Age 36. 
No objection to traveling. Further details. 
Address Box 197, TH E C E R TIFIE D  
PUBLIC ACCOUNTANT.
M AN THOROUGHLY EXPE R IE N C ED  in 
retail inventory to install and operate 
system in m id-w est stor e, doing more  
than ten million. State age, experience, 
education and other pertinent facts. 
Box 198, TH E C ER TIFIED  PUBLIC A C ­
COUNTANT.
TR AVELIN G  AUDITOR— A  young ac­
countant presently employed, desires 
position as traveling auditor; employed 
for past three years as public account­
ant; some university training; about to 
take Ohio C. P. A. examination. Single 
and w illing to do extensive traveling. 
Conscientious and reliable work. Chris­
tian with the best of character and 
morals. Salary very reasonable. Box
199, TH E C ER TIFIED  PUBLIC AC­
COUNTANT.
ACCOUNTING PRACTICE O FFER ED —  
C. P. A. retiring to private accounting 
offers small public accounting practice 
located in industrial city of 75,000, 
within 100 miles of Chicago, to account­
ant capable of rendering high grade  
service, preferably a C. P. A. No other 
C. P. A. practicing in the city. E xcel­
lent opportunity. Please state qualifi­
cations and experience. Address Box:




BOARD OF TAX APPEALS DECISIONS
The FIRST and ONLY COMPLETE Board Service in ONE VOLUME con­
taining 3500 Board decisions, ten volumes of official reports, consolidated 
into one.
This intensive study of all of the Board decisions since the inception of the 
Board is the result of a year of concentrated work by Dennis Hartman, editor 
of Consolidated U. S. Income Tax Laws.
SIMPLE, CONCISE, ACCURATE, THOROUGH AND ALL
INCLUSIVE
The Board of Tax Appeals has purchased seventy-five copies. The Treas­
ury Department has purchased two hundred ten copies. The special Advisory 
Committee has thirty copies. The General Counsel’s Office has thirty. Every 
Collector in the United States and the Office of every Revenue Agent in Charge 
has been provided with a copy, bought and paid for at the regular subscription 
rate by the Treasury Department.
One Volume: 667 pages: Buckram Binding: Price $15.00 Net Delivered.
Kept up-to-date by cumulative monthly bulletins also on the Index-Digest 
plan, including in addition to Board decisions, all current rulings of the Inter­
nal Revenue Department and all Court decisions, at $20.00 a year. First Sup­
plement already brings decisions to August 25.
Send orders for Index-Digest, first volume, $15.00, and Monthly Cumulative 
Bulletins $20.00 per year to
LEGAL PUBLISHING SOCIETY,
Earle Building, Washington, D. C.
THE CERTIFIED 
PUBLIC ACCOUNTANT
OFFICIAL ORGAN OF THE AMERICAN SOCIETY OF CERTIFIED PUBLIC ACCOUNTANTS
“Life is not a goblet to be drained; it is a meas­
ure to be filled.”  — H a d l e y .
THE PRESIDENT’S COLUMN
A MINISTER OF THE GOSPEL who gave the invocation at a convention of accountants some 
years back remarked afterwards that he supposed 
that never in his life had he been or would he be 
again in a gathering of men of such unquestioned in­
tegrity as on that occasion.
In this statement he was probably correct. Note 
that he did not say that this group of accountants had 
more integrity than did some other group of men in 
another line of endeavor: he said simply that the 
integrity of this group of public accountants (and by 
implication of any group of public accountants) was 
unquestioned.
Montgomery says that “In every profession there 
are some incompetent men and also a certain number, 
fortunately a limited number, of untrustworthy 
men.” This is of course true of public accounting, 
and yet is it not also true that the integrity of public 
accountants is and must be unquestioned? No busi­
ness man would turn over the counting of his securi­
ties and the handling of his cash to an accountant 
whose honesty he doubted. The minute a man’s in­
tegrity becomes questioned, just that minute is his 
usefulness as a public accountant at an end. The 
man who has any blemish upon his record as to hon­
esty has no place in public accounting, whether as a 
principal or as a staff member.
No public accountant can afford to employ a man 
who may be recognized as a defaulter by someone in 
a client’s office. The client would probably not be 
satisfied with simply demanding that the defaulter 
be recalled from the assignment. Rather would he 
probably feel that his accountant was too careless in 
the selection of staff members and that it would be 
decidedly wise to employ another public accountant 
for the future.
This situation is as it should be, but it puts a grave 
burden of care upon public accountants who employ 
others. Men sometimes have to be hired on very 
short notice so that it is not always possible to trace 
their records. Those accountants who use bonding
companies know that it is sometimes many months 
before such a company is ready to report finally upon 
an applicant for a bond, and yet even after taking 
that length of time the bonding company may have 
failed to discover something which would have altered 
its decision to accept the application.
Blacklists are not looked upon with favor by Amer­
icans, but it would seem that a blacklist would be 
almost the only way of meeting the situation. Who, 
however, would assume the expense of preparing and 
maintaining such a list, and what safeguard could be 
offered against assumptions of the names of honest 
men?
There is no complete solution of the problem, but 
it is one which merits the careful thought of every 
employing accountant and one which should present 
itself to his mind every time he interviews a pros­
pective employee in order that for the sake of his own 
standing and of the reputation of the profession he 
may use the greatest possible degree of diligence in 
making sure that there is no blot of dishonesty on the 
record of any of his staff men.
PAUL W. PINKERTON, President.
BUZZING FLIES
WE all smile at the old fable of the zealous bear who, wanting to protect his sleeping master 
from a buzzing fly, struck such a heavy blow that he 
crushed his master’s skull. This editorial is written 
primarily for the younger certified public accountant 
because it is he who is normally most zealous and most 
enthusiastic. All businesses are being annoyed by 
buzzing flies and there is nothing that the young pro­
fessional man likes to do so well as to swat these flies.
If we will listen in upon a group of manufacturers 
discussing costs and production methods we will soon 
learn that the great majority of them sincerely be­
lieve that any changes in their factory methods, as 
well as in their regular accounting methods, can be 
made better by their own employes than by outside 
experts. We also find that most of them will relate 
instances where experts have accomplished far more 
in the way of damage than they have in the way of 
benefit.
In discussing operations, a thoroughly balanced gen­
eral medical practitioner made the statement recently 
that it was his observation that the harmful results
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from the majority of operations more than offset the 
benefits of the said operations. He did not mean to 
say that the operations had not been for needed pur­
poses, but he did imply that the shock to the system 
and the resulting disarrangements more than offset 
the benefits from the operation itself in very many 
cases. The fly was killed but the skull was crushed.
In the summer and early fall months when on the 
one hand accounting staffs are working only part 
time, and on the other hand so many businesses need 
professional services along the line of system changes, 
we are often inclined to believe that business men 
generally are fools in not taking greater advantage of 
our services. Are they such fools, after all? Let us 
think it over. FRANK WILBUR MAIN.
IF I WERE PRESIDENT
T HE American Society will soon choose another President. Mr. Pinkerton has perhaps more 
than any previous President sought the view­
point and views of the membership.
As a result of an early visit of President Pinkerton, 
he raised in this writer’s mind the question as to 
what he would do if he were President this eighth 
year of The American Society’s history. This edi­
torial is, therefore, in the nature of an open letter to 
the next President.
If I were President next year I would commence my 
term with the following assumptions:
1. A worker can invariably be depended upon to 
work.
2. A man full of alibies can always be depended 
upon to alibi.
3. The character of a man’s service to The Ameri­
can Society can best be determined by the character 
of work already performed.
If I were President I would not appoint anyone to 
any office or on any committee who had previously 
failed to perform the task assigned to him either in 
The American Society or his State Society or the civic 
organizations to which he belongs. I would know in­
stinctively that however reasonable his alibies might 
sound, that he would probably have equally plausible 
alibies for not working this year. When it came to 
the more important tasks requiring skill and vision, I 
would want to know not only that the man was a 
worker, but I would want to know the character of the 
work that he had already performed.
If I were President I would look over very carefully 
the list of the members of The American Society who 
have attended the various conventions. If a member 
attended a convention only in the city in which he 
lived, I would cross him off my list. If he has attended 
all of the conventions or all but one or two, I would 
write him a special letter to get his viewpoint as to 
the work which The American Society could or should 
best do. Such a member is genuinely interested in The 
American Society and has made a real sacrifice, if not 
in money, at least in time, to attend these conventions. 
If I were making up the membership committee I
believe that I would more or less confine it to members 
who have attended at least three annual conventions. 
In other words, I would build my year around this 
group. I do not mean by this that men who have at­
tended less times should not be recognized and should 
not be given an opportunity. Twelve months, how­
ever, pass very rapidly, and whatever is done must be 
done quickly.
If I were President of a State Society, I would 
adhere to practically the same principles.
FRANK WILBUR MAIN.
BACK AGAIN
Monday, August 27, was spent at St. Louis, where 
A. J. Saxer, the President of the local chapter had 
assembled the certified men for a special luncheon 
meeting at the Missouri Athletic Club and 35 mem­
bers had responded. The Secretary talked on “The 
Trend of Accountancy Legislation.”
Tuesday evening at the Kentucky Hotel, Louisville, 
an open meeting was held, to which not only certified 
public accountants but public accountants and mem­
bers of the newly organized chapter of Cost Account­
ants were invited. Mr. Green, a Louisville attorney, 
made a very interesting appeal to those present to 
maintain a studious attitude toward their profession. 
The Secretary undertook to picture to those present 
the developments which had occurred in connection 
with the rise of the public accountant to a position of 
professional importance.
Wednesday noon the members of the Kentucky 
Society met for an informal discussion of their local 
problems. The Kentucky Society is getting ready to 
do something in the way of group publicity and is 
considering the possibility of chapter organization.
Thursday, August 30, the Secretary addressed the 
Rotary Club at Lexington, the home of W. A. Hifner, 
Jr., Secretary of the Kentucky State Board of Ac­
countancy and State Representative of The American 
Society. In the afternoon Hifner showed us Ashland, 
the home of Henry Clay; Transylvania University, 
chartered in 1780; University of Kentucky; the fam­
ous Blue Grass Region, home of thoroughbred horses; 
Harrodsburg, where the first settlement was made in 
Kentucky, and Shakerstown Inn, the center of one of 
the most famous community enterprises in the history 
of this country.
Friday, August 31, was spent at Charleston, West 
Virginia. P. M. MacCutcheon, President, and J. P. 
Vaughan, Secretary of the West Virginia Society, 
had arranged for a meeting at the Country Club for 
Friday evening, at which time regulatory legislation 
was discussed in considerable detail.
Saturday afternoon, September 1, at 4 o’clock, the 
Secretary reached Washington, having been gone two 
months, during which time he had traveled 10,223 
miles by rail, had been through 22 States and dipped 
down into old Mexico, and had met groups of account­
ants and addressed other types of organizations in 
45 cities in 17 States. Thus ended his summer va­
cation.
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New Orleans Sky Line
Program—Seventh Annual Convention
American Society of Certified Public Accountants
HOTEL ROOSEVELT, NEW ORLEANS, LA.
MONDAY, OCTOBER 8 
Registration
TUESDAY, OCTOBER 9 
Presiding— Paul W . Pinkerton, 
C. P. A., Chicago, Illinois, Presi­
dent
9 :0 0  A. M.— Meeting o f Retiring Board 
o f Directors 
10 :00  A .M .— Meeting o f Retiring and 
Incom ing State Representatives 
(A ll mem bers w elcom e)
12 :30  P. M.— Adjournm ent
Luncheon m eeting Newly-Elected 
Board o f Directors
2 :3 0 P .M .— H arbor Boat R ide (D anc­
ing)
9 :00  P .M .— Masked Ball a la Mardi 
Gras
Ladies
2:30  P.M.— Boat R ide with Dancing
9:00  P. M.— Masked Ball
W EDNESDAY, OCTOBER 10
Presiding— Paul W . Pinkerton, 
President 
10 :00  A .M .— Call to Order 
10 :05  A .M .— Address o f W elcom e—  
H onorable Jared Y. Sanders, 
New Orleans, La., Governor o f 
Louisiana when C. P. A. law was 
passed
10 :30  A .M .— President’s Address 
11 :00  A .M .— Secretary’s Report, Du­
rand W . Springer, C. P. A., 
W ashington, D. C.
11 :15 A. M.— Treasurer’s Report, Frank 
A. W illison, C. P. A., Pittsburgh, 
Pa.
1 1 :2 5 A .M .— A uditor’s Report, Frank
S. Chappell, C. P. A., W ashing­
ton, D. C.
11 :30  A .M .— Address, “ Mechanical A c­
counting Aids in General Busi­
ness O rganizations,”  Perley 
Morse, C. P. A., New Y ork  City 
12 :00  Noon— Address, “ Sim plifying the 
Calendar,”  R ichard Fitz-Gerald, 
C. P. A., Detroit, Michigan
12:30 P. M.— Recess 
1 :30  P .M .— G olf (or  B ridge)— Me­
taire Country Club 
Trap Shooting— Colonial Gun Club 
2 :0 0  P .M .— Sightseeing for  those not 
otherwise engaged 
8 :30 P. M.— Vaudeville— N e w c o m b  
M andolin & Guitar Club at 
R oosevelt H otel
Ladies
11:00 A .M .— Sightseeing Auto R ide to 
Colonial Country Club 
12 :30 P. M.— Luncheon— Colonial Coun­
try Club
1 :30  P .M .— Ladies’ Bridge and Golf 
at Colonial Country Club 
8 :30 P. M.— Vaudeville— N e w c o m b  
M andolin & Guitar Club at 
R oosevelt H otel
THURSDAY, OCTOBER 11
Presiding— Arthur C. Upleger, C. 
P. A., W aco, Texas, First Vice- 
President 
10 :00  A. M.— Reports o f Committees 
10 :45  A .M .— Address, “ Ethical P rob­
lems in Methods o f Building 
Practices by Young Public A c­
countants,”  Herman C. J. Peisch, 
C. P. A., M inneapolis, Minn. 
11 :30  A .M .— Round Table Discussion 
o f Business Problem s in Public 
Accounting Practice, conducted 
by Parry Barnes, C. P. A., K an­
sas City, Missouri
12 :30  P. M.— Recess
Presiding— Paul W . Pinkerton, 
President 
2 :30  P. M.— New Business 
3 :10  P .M .— Address, “ Arbitration as 
Applied to Business Disputes,”  
Monte M. Lemann, Esquire, New 
Orleans, La., President o f New 
Orleans Bar Association, Vice- 
President o f  Am erican Arbitra­
tion Association 
3 :40  P. M.— Address, “ The Importance 
o f Correctness,”  Earle W . Hodges 
o f Henry L. Doherty & Company, 
New Y ork  City
4 :20  P .M .— Address, by Stephen W . 
Gilman, C. P. A., Madison, W is., 
P rofessor o f Business Adm inis­
tration, Com mercial Law, Cor­
porate Finance and Investments, 
University o f W isconsin 
5 :0 0  P. M.— Recess
8 :30  P .M .— The Order o f Twelve— - 
Roosevelt H otel
Ladies
11 :00  A. M.— Vieux Carre W alking Tour 
12 :00  Noon— Luncheon in Vieux Carre 
1 :00  P .M .— W alking Tour through 
Vieux Carre Continued 
8 :30  P. M.— Secret Order o f Thirteen—  
R oosevelt H otel
F R ID A Y , OCTOBER 12
Presiding— Charles F. Coates, C. 
P. A., H artford, Conn., Second 
Vice-President 
10 :00  A .M .— Address, “ Interesting As­
pects o f Accounting for  No-Par 
Stock,”  W illiam  T. Sunley, C. P. 
A., Chicago, I ll .
10 :40 A. M.— Question Box on A ccount­
ing Theory and Practice, con­
ducted by C. Vaughan Darby,
C. P. A., W ashington, D. C. 
12 :00 Noon— New Business 
12 :30  P. M.— Adjournm ent 
2 :00  P. M.— Sightseeing 
7 :00  P. M.— Convention Banquet
Presentation o f Awards to State 
Societies
Banquet Address, H onorable Percy 
Saint, Baton Rouge, La., A ttor­
ney General o f the State o f  
Louisiana 
Introduction o f Newly Elected Offi­
cers
Presentation o f Cups and Prizes 
Dancing
Ladies
11 :00  A .M .— Auto Trip to Chalmette 
Battle Field and Luncheon Un­
der Oaks 
7: 00 P. M.— Banquet
All papers w ill be open to discussion.
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REPORT OF COMMITTEE ON PUBLICATION
The Committee on Publication, as 
usual, is able to report a year o f consid­
erable activity.
Following a letter which had been sent 
by the Secretary o f the Society to all 
members, in which he asked for an ex­
pression o f opinion as to ways in which 
the magazine of the Society might be im­
proved and made more serviceable as an 
organ to the profession, recognizing, o f 
course, its first responsibility to the mem­
bers and secondly to the non-member sub­
scribers, the committee sent out a lengthy 
questionnaire to approximately every 
fourth name in the Society’s roll. Re­
plies were received from an unusually 
large percentage of those questioned. The 
committee tabulated these replies and the 
Board o f Directors considered this tab­
ulation in connection with the replies 
which had been received to the Secre­
tary’s letter. A  full statement of the re­
sults obtained would present altogether 
too much detail, but certain points were 
brought out which it would seem wise to 
include in this summary of the activities 
o f the committee, because it may very 
well be that members of the Society 
would like to discuss them at the con­
vention o f the organization.
First of all, it should be explained that 
either because the questionnaire was pre­
pared hastily or because accountants gen­
erally do not practice what they preach, 
many of the replies were in such form 
that they could not be accurately tab­
ulated, and it was necessary in some in­
stances to interpret the replies received. 
This report does not, therefore, make 
even a pretense o f exact mathematics or 
close percentages in giving the results de­
termined, but these results seem to be 
fairly conclusive in spite o f this difficulty.
Approximately 16 per cent of those who 
replied said they liked the magazine just 
as it is. Approximately 63 per cent did 
not like the magazine, and the remainder 
did not answer specifically whether they 
liked it or not.
Answering the question as to whether 
or not they were satisfied with the pres­
ent appearance o f the magazine, approxi­
matey 28 per cent said they were; ap­
proximately 61 per cent said they were 
not; and the balance o f about 10 or 11 
per cent failed to answer.
Many appeared to feel that the mag­
azine should be made smaller in size; 
that is, about 60 per cent voted definitely 
in favor of decreasing the size; about 15 
per cent approved o f the size now being 
used; and the balance, or approximately
25 per cent did not answer.
The next question asked whether the 
magazine should be “very much smaller”  
than at present. About 32 per cent said 
“ yes”  to th is; about 20 per cent said 
“no,”  and the balance failed to give an 
answer. Of course, it was not expected
that we would receive very accurate re­
plies to such a loosely drawn question. A  
few  of those who replied mentioned defi­
nite sizes, but they were so few in num­
ber that it is hardly worth while giving 
prominence to their opinions.
About 62 per cent objected to the 
method o f mailing, while 29 per cent did 
not object, and 9 per cent failed to reply. 
As a result o f a study of this matter the 
Board o f Directors instructed that the 
magazine be sent out in one fold with the 
cover outside. The concensus o f opinion 
is that this change has produced very 
satisfactory results.
About 53 per cent of those questioned 
were in favor of the color used for the 
cover stock, while about 32 per cent were 
in favor o f  a change; 15 per cent failed 
to reply. Of those who favored the 
change there seemed to be but little uni­
form ity in the color suggested, browns, 
grays, and greens being most commonly 
mentioned. Several suggested that the 
present color o f the magazine had but 
little character to it, while a number of 
the others made marginal notes to the 
effect that they approved of the color of 
the cover, but that it should be of heavier 
weight.
Apparently the design of the present 
cover was not entirely satisfactory. 
Twenty-four per cent voted in favor o f it, 
48 per cent against it, and 28 per cent 
made no reply. The suggestions that were 
requested were on the whole disappoint­
ing. One man sent in a suggested lay­
out for the cover. Several advised tak­
ing the matter up with a good printer, 
and a number of others felt that some 
design or monogram typifying the name 
of the organization should be featured on 
the cover page. Others suggested that 
the cover page should contain a table o f 
contents.
The question o f whether or not the 
front page should be used for advertising 
(like the London Graphic or Printers Ink 
w eek ly); about 63 per cent were opposed,
29 per cent in favor, and the balance non­
committal. But since a number who 
voted in favor of using the front page for 
this purpose qualified their votes by such 
remarks as “ if  the revenue justifies,”  or 
“ if  necessary to support the magazine,” 
it seems safe to say that the sentiment of 
the membership generally is against any 
such plan.
Surprisingly enough, nearly 80 per cent 
said they liked the quotations that had 
been used on the cover page, while only 
about 13 per cent voted against this fea­
ture, the balance not voting. This ques­
tion seemed to call up emphatic opinions 
in many cases. A  number o f enthusiatic 
comments were made in favor o f the quo­
tations while some rather scornful ones 
were appended to the votes against this 
feature. Some few  people said they liked
the quotations, but would prefer to have 
them on the editorial page rather than 
the cover page. In view o f the popular­
ity of these quotations and, at the same 
time, the demand for printing the table 
of contents on the cover, the Board 
ordered that the quotations be run on the 
inside, thus saving space.
As to the size, concerning which the 
Committee did not commit itself, the 
Board o f Directors felt that it would like 
to compare relative costs of magazines 
the size o f our volume IV, covering the 
period from January to June, 1926, and 
volume V, covering the period from  July 
to December, 1925, and also an interm e­
diate size in w hich a stock paper could be 
used, it being understood that it was the 
desire of the Board to use magazine paper 
rather than book paper, it being believed 
that the type of material which we de­
sire to furnish is better adapted to the 
magazine presentation than to the book 
presentation.
The Board noted the recommendation 
as to a change in the color, but decided 
that the decision should not be made till 
after the size and the plate and samples 
of the cover stock had been compared. 
The Board was uncertain whether a heav­
ier stock would be more valuable than a 
heavier calendered paper and it was 
thought best to make some comparison 
at this point. The question o f binding 
so that the “ backbone” might show cer­
tain feaures is largely determined by the 
size, which, in turn, w ill determine the 
thickness o f each issue. The Secretary 
was directed to  secure a tentative design 
for a cover to contain the monogram or 
insignia o f The American Society when 
that had been selected.
Coming to the third section of the ques­
tionnaire which had to do with the con­
tents of the periodical, about 17 per cent 
failed to say whether they were satisfied 
with the contents o f  the magazine as it 
is now being published. Of the remainder 
almost exactly half o f them stated that 
they were satisfied and the other half 
said that they were not—rather incon­
clusive and unsatisfactory on the whole.
Most of those who replied seemed to 
have no opinion as to whether they pre­
ferred a few long articles to many short 
ones. This group represented about 40 
per cent o f the replies. Twenty-five per 
cent preferred the longer articles, and 
35 per cent preferred the shorter ones.
R eferring to the relative popularity o f 
different kinds of articles, we found that 
they rated in popularity as follows (listed 
from  the most popular to the least pop­
ular) :
1. Technical articles dealing with vari­
ous controversial points in theory and 
practice o f general accounting.
2. Technical articles dealing with the 
accounting for specific kinds of busi­
nesses, such as steel business, lumber 
business, department stores, etc.
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3. Articles relative to problems of pro­
fessional practice, such as discussion of 
ethical questions, accountants’ liabilities, 
etc.
4. Articles giving unusual experiences 
encountered in practice.
5. General business articles.
6. Articles relative to types of account­
ing legislation.
7. Historical articles.
The preferences in  favor o f the first 
three were quite marked.
Sixty per cent of those who replied 
were in favor of “ permanent departments 
with a qualified editor for  each.”  About 
10 per cent voted, “ no” ; and the balance 
expressed no opinion.
The relative popularity of the various 
departments suggested on the question­
naire runs as follows from the most pop­
ular to the least popular:
1. C. P. A. laws and news o f examina­
tion.
2. Questions and Answers.












W here more than one o f the above 
carry the same number, the intent is 
to indicate that roughly they were about 
equal in popularity.
The Board agreed to the recom m enda­
tion  fo r  the establishm ent o f  four de­
partments not, however, determ ining in 
finality that the titles should be ex­
actly as suggested. The Board agreed 
w ith the recom m endation for  the ap­
pointm ent o f  a qualified editor and 
authorized the President to appoint one 
by and with the advice o f  the Secretary 
and the Chairman o f the Committee on 
Publication.
The Board agreed with the com m it­
tee’s recom m endation as to book re­
views and directed the Editor to conform  
more nearly to the idea follow ed in the 
August issue o f THE CERTIFIED  PUB­
LIC ACCOUNTANT, page 256, in which 
we call attention to some books which 
had been placed in our library. In view 
o f  the fact that we are attem pting to 
build up a library, it was felt that this 
m ethod o f  presentation w ould enable 
us to cover much more ground in the 
same space and at the same time avoid 
criticism s with regard to book  reviews.
Of those questioned, 49 per cent were 
in favor o f more charts and diagrams, 
38 per cent against, and 15 per cent did 
not seem to care one way or the other. 
In this connection we got some rather 
interesting reactions. Several claim ed
that they were in favor o f  more charts 
and diagram s, but against photographs. 
The Board agreed with the suggestion 
that where possible more charts and 
diagram s should be included, and that 
photographs should be used sparingly.
The Board agreed with the recom ­
m endation for  the appointment o f  an ad­
vertising com m ittee, and also agreed 
that in the case o f  correspondence 
schools, ads should not be accepted when 
the school had not subscribed to the 
policies o f  the National Better Business 
Bureau and o f the Federal Trade Com­
mission.
We begin this report with the con­
cluding sentence o f our report for last 
year: “ A  national organization with af­
filiated member societies in each State 
is our aim ; its inestimable value to the 
whole profession is obvious to every Cer­
tified Public Accountant.”
The report for  last year discussed the 
necessity for a close relationship between 
the State and national organizations of 
any profession. In general, as the re­
sult o f  a survey made something over a 
year ago, it was found that the several 
States naturally fell into one of four 
groups, each group indicating a different 
degree o f effectiveness of the accounting 
profession from  the organization stand­
point.
In exactly one-fourth of the States no 
organization existed. In practically an­
other fourth a paper organization existed 
but nothing further, some State societies 
not having met during a period o f two or 
three years. Practically another fourth 
of the States had organizations that were 
interested in some particular phase of 
accounting relationship but were not at­
tempting to systematically offer an all- 
around professional program to the cer­
tified men of the State. Practically a 
fourth o f the States had State societies 
that were carrying out such a program 
as would classify them with the State 
organizations o f  attorneys, doctors, den­
tists and other professional groups in 
those States.
Following this survey it was thought 
that The American Society should under­
take a definite and systematic campaign 
to assist, as far as possible, the certified 
men in the various States to establish 
state organizations where they did not 
exist and encourage them to  increase the 
activities of the societies already in ex­
istence. It was felt that this could best 
be done by considering the State organ­
ization as a holding body for city or dis­
trict groups so organized as to establish
In conclusion the com m ittee desires to 
com plim ent the editor o f  the magazine 
upon the noticeable im provem ent in its 
contents during the past year. Letters 
which have com e to the com m ittee in­
dicate that THE CERTIFIED  PUBLIC 
ACCOUNTANT is now recognized as per­
haps the leading organ o f the accounting 
profession on this continent, and the So­





a closer local acquaintance with more 
compact local working groups than had 
heretofore existed.
From July 1, 1927 to September 1, 1928, 
the Secretary o f The American Society 
has met with groups in all but nine states 
of the Union, endeavoring to reach every 
city containing five or more C. P. A ’s. 
From reports received, it is believed that 
these visits have been beneficial to  the 
professional conditions in the several 
states and, holding to the opinion that a 
strong state organization is the most es­
sential feature o f professional control in 
the United States, we recommend that 
The American Society should continue 
during the coming year to render every 
possible service to local groups o f Certi­
fied Public Accountants, working through 
and in cooperation with the State organi­
zations.
In connection with the New Orleans 
meeting seven awards will be made to 
state societies. The purpose in the mind 
of the donor was to assist in stimulating 
interest in state societies as integral pro­
fessional organizations and to increase 
the cooperative relationship between state 
societies and The American Society.
Respectfully submitted,
JAMES F. HUGHES, 
Chairman.
REPORT OF THE COMMITTEE 
ON CLASSIFICATION OF AC­
COUNTANCY SERVICES
The Committee on Classification o f 
Accountancy Services was appointed by 
President Pinkerton during the sum ­
mer. The call for  an organization 
meeting was deferred because o f the 
vacation season. The Committee w ill 
be organized as soon as possible after 




REPORT OF COMMITTEE ON RELATIONS WITH 
STATE ORGANIZATIONS
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REPORT OF THE COMMITTEE ON NATURAL 
BUSINESS YEAR
The use o f  the natural accounting 
year, or “ fiscal year”  as it is frequently 
referred to for  the purpose o f  distin­
guishm ent from  the calendar year, is o f 
long standing, but it is believed that 
the first organized effort to bring about 
the m ore general adoption o f such an 
accounting period was made in 1920, 
when the President o f  the Chicago As­
sociation o f  Commerce appointed a 
“ Committee on Fiscal Y ear.”
In his letter appointing this com ­
mittee he said, in part, as fo llow s:
“ It appears that many businesses have 
selected December 31 as the closing date 
o f their books irrespective o f  the logical 
time o f such closing, w hich in most cases 
w ould be the period when stocks are 
low est and orders lightest. Conven­
ience, cost and accuracy are involved.
“ If this be true, if fo llow s that bank­
ers, credit men, mercantile agencies, ac­
countants, lawyers and incom e tax o f­
ficials, as w ell as the concerns them­
selves would be benefited by a scientific 
readjustm ent o f fiscal periods on the 
basis o f a ‘seasonable’ year rather than 
the ‘fiscal’ year.”
It is interesting to note that one o f 
the members o f your Com mittee was 
also a mem ber o f the Committee o f the 
Chicago Association o f Com merce and 
has therefore been identified with the 
movem ent since its inception.
Y our Committee is unable to report 
the progress which it had hoped to, 
due largely to the fact that the Chair­
man has found it im possible to devote 
the time to the task which its magnitude 
demanded. However, the Committee 
held a meeting in Chicago in the early 
part o f  this year and made plans for 
future activities which it is believed w ill 
be productive o f  good results as soon 
as they can be put into effect.
During the year the mem bers o f  the 
Committee have seized every opportu­
nity o f  addressing accounting and other 
organizations on the subject o f the Nat­
ural Business Year and the Committee 
has cooperated in a survey which has 
been made by the Texas Society o f  Cer­
tified Public Accountants.
The Committee presented the fo llow ­
ing resolution to the United States 
Chamber o f Com merce at its Annual 
M eeting:
“ W H ER EAS investigation has shown 
that the use o f  the calendar year as an 
annual accounting period is disadvan­
tageous to many individual businesses 
as well as to many industries as a whole 
due to its being necessary to determine 
operating results fo r  a period other than 
the norm al business cycle.
“ TH EREFO RE, be it resolved that 
the Chamber o f  Com merce o f  the United 
States endorses, and recommends the
general adoption o f the so-called Natural 
Business Year, under w hich plan the 
accounting year w ill correspond with 
the seasonal activity and natural busi­
ness cycle o f the respective industries in­
volved .”
At the instance o f  the Committee a 
large num ber o f state societies, local 
Chambers o f Commerce and trade or­
ganizations adopted and forw arded to 
the Chamber o f Com merce o f the United 
States resolutions urging favorable ac­
tion on the resolution presented on be­
half o f  The Am erican Society. Your 
Committee was accorded a hearing by 
the Resolutions Committee o f  the Cham­
ber o f Commerce.
The resolution failed of adoption, but 
the question was referred to the Finance 
Committee o f the Chamber for study and 
recommendation. Your Committee plans 
on keeping in touch with the Finance 
Committee and believes that through this 
contact a substantial contribution can be 
made to the cause.
In a m ovement which is so closely 
interwoven with our professional activi­
ties it is, o f  course, im portant that ac­
countants be well advised with respect 
to all the details and ramifications o f 
the plan and the results w hich w ould 
fo llow  its general adoption. It is be­
lieved that this has been accomplished 
through the various articles which have 
appeared in our own magazine and those 
which The Am erican Accountant has 
been featuring in recent months.
W e feel, however, that definite prog­
ress can be made in this movement only 
by carrying the gospel direct to the 
business man. Accountants are un­
doubtedly unanimous in the opinion 
that a wholesale adjustm ent o f  account­
ing to natural periods would be ad­
vantageous not only to the profession 
but to business generally. From  their 
own selfish viewpoint the desirability o f  
such action is forced  hom e upon them 
at the beginning o f every calendar year. 
However, we all recognize this in itself 
as being an insufficient reason for  the 
change we are advocating, but all o f  us 
also have in mind very substantial ad­
vantages w hich w ould accrue to 
bankers, credit men and industry gen­
erally through the m ore accurate re­
sults w hich would be secured if all of 
the business in the country were placed 
upon a natural year.
It is for  this reason that the plans o f 
your Committee call for the development 
of the idea through the education o f the 
banking fraternity and trade organiza­
tions. During the com ing year it is 
hoped that interest may be stimulated 
in the m ovem ent through the medium 
o f trade publications and by direct con­
tact with officials o f  trade organiza­
tions. The interest which the Chamber 
of Commerce has already evidenced is 
very encouraging and it is believed that 
it w ill be possible to secure the hearty 
cooperation of that organization in the 
movement.
JAMES A. COUNCILOR, 
Chairman, 
GEORGE W. ROSSETTER, 
W ILLIAM  BUTLER.
COMMERCIAL EXHIBIT
The Business Show in  connection with 
the New Orleans Convention merits the 
attention of every attendant upon the 
meeting. The exhibitors have made 
special preparations for rendering a serv­
ice to accountants by showing the prac­
tical applications of mechanical equip­
ment in a much better manner than can 
ordinarily be given in individual offices. 
A  few hours spent in  a careful study o f 
these exhibits w ill well repay every one:
The Addressograph Company.
Burroughs Adding Machine Co.
Commerce Clearing House.
Ediphone Sales Company.
General Office Equipment Co.
Loyola University.
Prentice-Hall, Inc.
Standard Fruit & Steamship Co.
United Fruit Company.
UNFORTUNATE PUBLICITY
Readers of the daily papers in the early 
part of September, probably noted that 
suit had been brought by an attorney 
against Joel Hunter & Company o f At­
lanta, Georgia, along with several others.
In view of the fact that the various 
newspaper articles were somewhat con­
tradictory, we made a specific inquiry as 
to the exact situation. It appears that 
about ten years ago Joel Hunter, Sr., 
who died last March, was retained by the 
Southern Baptist Home Mission Board to 
make an examination and audit of its fi­
nancial affairs. This was the last con­
nection which the firm o f  Joel Hunter & 
Company has had with the Mission 
Board. Since that time, Carnes, the 
Treasurer who disappeared, had been 
elected.
It seems that the suit was brought 
against these joint defendants by an in­
dividual, an attorney, whose only con­
nection with the affair was that he was 
a member o f the Baptist Church and had 
made a contribution to the mission fund. 
In view of the fact that Hunter & Com­
pany have never made any audits since 
Carnes was elected as Treasurer, it is 
hard for the layman to see where, in the 
last analysis, they can in any way be held 
responsible for the defalcation. How­
ever, they will be put to the expense of 
defending themselves and the annoyance 
o f the notoriety forced on them.
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Preparation and Issuance of Financial Statements
T HIS paper is devoted to a dis­cussion o f those aspects o f the subject o f financial state­
ments which appear to be of especial 
interest to the stock-exchange fra­
ternity, and particularly to the mem­
bers o f that group who are en­
gaged in investm ent banking. The in­
vestm ent banker is interested, in the 
first instance, in the financial statements 
which he receives in connection with 
proposed flotations o f  new securities. 
This interest is continued and carried 
over to the subsequent period during 
which from  time to time he receives 
statements showing the condition o f 
affairs o f  the corporations in whose fi­
nancing he has participated. And fi­
nally, he is interested in the attitude of 
the public towards the financial state­
ments w hich he reproduces in his cir­
culars in advertising securities for  sale.
Any discussion o f  financial statements 
is made difficult by the lack o f  standard 
term inology. The term  “ financial state­
m ent”  itself is used som ewhat loosely. 
For the purpose o f this paper I shall use 
it as com prehending statements show­
ing the results o f  operations fo r  a 
period, or incom e statements, as well as 
those exhibiting the financial condition 
at a given date, or balance sheets.
Now, when these balance sheets and 
incom e statements are presented to an 
investm ent banker, what are the con­
siderations that occur, or should occur, 
to his mind in studying them ? Some 
o f the features o f the statements which 
are o f  outstanding im portance w ill be 
considered briefly.
Balance Sheets
First as to balance sheets. The 
banker rightly insists that he have a 
balance sheet at a late date. As a rule 
it is unsafe to be guided by a statement 
showing the conditions after m ore than 
three to five months have elapsed. 
Either in the balance sheet itself or in 
accom panying schedules, sufficient de­
tails should be given to enable the 
banker to gain an intim ate knowledge 
o f all factors bearing upon the financial 
condition.
Any assets which are pledged to se­
cure liabilities should be indicated; also 
the liabilities w hich are secured by 
pledges o f  such assets. Cash which is 
set aside fo r  som e special purpose 
should be stated separately.
Assurance should be had regarding 
the collectib ility  o f receivables or the 
establishm ent o f  adequate reserves for  
those which may prove to be uncollec­
tible. Any considerable am ounts due
BY WILLIAM H. BELL, C. P. A. 
New York City
An address delivered at the second 
annual convention o f the Associated 
Stock Exchanges at Cincinnati, Ohio, 
Novem ber 10, 1927.
from  officers, stockholders, and em­
ployees, and from  subsidiary companies, 
should be stated separately (assuming, 
as to subsidiary companies, that the ac­
counts o f the parent and subsidiaries 
are not consolidated). This applies also 
to liabilities to such individuals and 
companies. The im portance o f know ­
ing all receivables and payables o f  this 
character lies in the fact that it is 
w ith in  the power o f  the controlling in­
terests to defer payment o f  their in­
debtedness to the com pany and to exact 
payment o f  the com pany's indebtedness 
to them.
It may well be that loans or advances 
to stockholders and officers and to con­
trolled companies should not be treated 
as current assets; but liabilities to them 
should, in the absence o f conclusive evi­
dence to the contrary, be classified as 
current liabilities. Current assets are 
generally regarded as those which are 
realized in the ordinary course o f busi­
ness within one year from  the date o f  
the balance sheet; and conversely, cur­
rent liabilities are those which must be 
discharged within one year.
M arketable securities which may be 
availed o f at w ill for the discharge o f 
liabilities w ithout affecting the com ­
pany’s business policies may be carried 
as current assets, but in such case they 
should be valued at market. Securities 
o f this character which are carried as 
investments o f a sinking fund, pension 
fund, or for  any such special and well 
established purpose, should not be re­
garded as current assets. Investments 
in subsidiary and affiliated companies 
should, o f  course, also be excluded from  
current assets. The banker should be 
given fu ll inform ation bearing upon the 
actual value o f such investments.
W hen the com pany owns controlling 
interests in other companies it is almost 
always desirable to prepare a consoli­
dated balance sheet, which w ill portray 
the actual assets and liabilities o f the 
group of companies as an entity. W hen 
consolidated statements are prepared, 
all subsidiaries must, o f course, be in­
cluded— the weak as well as the strong.
F or perhaps most concerns, inven­
tories are a vital element in the balance 
sheet. Assurance should be had re­
garding the valuation o f inven­
tories, both as to the prices used and 
the determ ination o f quantities. This is 
a large subject, upon which we cannot 
dwell at length, but it may be stated 
that as a rule there is no better prin­
ciple for  the valuation o f inventories 
than cost or market, whichever is lower. 
W hile this is true, it may be interest­
ing to know  the m arket value i f  it is 
considerably in excess o f the cost. W ith 
respect to quantities, the banker should 
be inform ed as to whether or not physi­
cal inventories have been taken, and if 
not, whether there are book inventories 
which may be relied upon. It may be 
said that a perpetual book inventory 
which is properly kept and adjusted 
from  time to time may be even m ore 
reliable than a physical inventory.
I should like to digress a m om ent 
and speak o f the public accountant’s re­
sponsibility fo r  inventories. There is 
considerable difference o f  opinion with 
respect to the degree o f  responsibility 
that the accountant should be expected 
to assume in this connection. The ten­
dency am ong bankers is to regard him 
as fu lly  responsible. Some accountants 
decline to assume responsibility with re­
spect to the quantities, but I see no 
reason why accountants should not un­
dertake to verify  quantities, except fo r  
certain classes o f  business w here it is 
m anifestly im possible. In any event the 
accountant’s report should indicate the 
extent o f  his verification o f  the inven­
tories. W ith respect to obsolete and un­
marketable goods, unless perpetual in­
ventory records are kept and can be ex­
amined, the accountant may be able to 
do no m ore than to accept a certificate 
from  the officials o f  the company.
Real estate m ortgages should not be 
deducted in stating the value o f  plant 
and sim ilar property. W ith regard to 
such property, the banker should be 
furnished assurance that proper dis­
tinction has been recognized between 
additions and maintenance and that ad­
equate provision fo r  depreciation or de­
pletion has been made. Proper pro­
vision should be made for  am ortization 
o f intangibles like patents and lease­
holds, and o f  such deferred items as 
bond discount and expense. These mat­
ters are im portant as affecting both  the 
financial condition and the earnings.
In his general investigation o f  the fi­
nancial affairs o f  the com pany the 
banker will, o f  course, ascertain all the 
provisions o f the capital stock issues. 
Nevertheless it is necessary that the 
balance sheet disclose all essential facts 
regarding the stock, such as a liquida­
296 T H E  C E R T I F I E D  P U B L I C  A C C O U N T A N T October,
tion or redem ption value in excess o f its 
par or stated value.
The com position o f the surplus is an 
im portant consideration. The balance 
sheet should reveal any am ount o f sur­
plus w hich has been derived from  
sources other than earnings— such as 
excess o f  proceeds o f  sale o f  stock  over 
its par or stated value, appreciation o f 
property, or  donations.
Under the head o f  reserves may be 
found many dissim ilar items. Am ong 
them are so-called valuation reserves, 
such as those for  uncollectible accounts, 
discounts on accounts receivable, depre­
ciation, depletion, and am ortization. It 
is the best practice to deduct these re­
serves from  the assets to w hich they re­
late. W e som etim es find items desig­
nated as reserves w hich are in fact cur­
rent liabilities— fo r  example, reserves 
fo r  taxes and com m issions. It is held 
by some that the only real reserves are 
those representing appropriations o f  sur­
plus, such as reserves fo r  insurance 
(w here a com pany is carrying its own 
insurance), sinking fund, and perhaps 
contingencies. W ith  regard to reserves 
fo r  contingencies, it w ill frequently be 
found that, while the reserve is thus 
generally designated, it has been created 
fo r  a specific purpose, such as loss in 
litigation  or additional taxes, and there­
fore  should not be considered as avail­
able fo r  general use.
The banker is vitally  interested in 
contingent liabilities, such as those 
arising from  the possibility o f  additional 
assessments o f taxes and from  claims, 
discounted notes receivable, and guaran­
ties. I f  no contingent liabilities are 
shown in the balance sheet it is well to 
have a specific assertion made to the 
effect that there are none.
There are a few  other matters that 
may be m entioned as having a general 
relation to the financial condition. In 
som e kinds o f business, and especially 
when prices are unstable, it is necessary  
to know  whether there are any pur­
chase com m itm ents in excess o f current 
m arket prices or sales com m itm ents be­
low  m arket prices, and whether the in­
dicated loss has been covered by hedg­
ing. The am ount o f  insurance carried 
should be ascertained and its adequacy 
determined. I f there are securities 
which have sinking fund or other simi­
lar provisions, it is im portant to ascer­
tain whether or not such provisions have 
been com plied with.
Income Statements
Of no less im portance than the bal­
ance sheet is the incom e statement. 
This is true in any case, and we all know 
that in many cases the earnings are o f 
param ount im portance and the financial 
condition  is a subordinate or negligible 
consideration. It is w ell recognized 
that the results o f operations should be
ascertained for  a period long enough to 
com prehend all the fluctuations which 
may be expected under the established 
operating conditions. In most cases 
this period is from  three to five years. 
W here the operations are at all sea­
sonal— and usually they are to some ex­
tent— no period should be considered 
which covers less than a complete oper­
ating cycle.
W hen speaking o f  incom e statements 
it becom es necessary to define the term. 
An incom e statement usually ends at 
net incom e, but for  the purpose o f  this 
discussion it w ill be considered as com ­
prehending all charges and credits down 
to the surplus rem aining after divi­
dends. There is a tendency on the part 
o f  the banker to confine his attention 
to the items entering into the net in­
come, and to disregard the subsequent 
charges and credits which are classified 
under the head o f profit and loss or sur­
plus. Consideration o f  these latter 
items is necessary even in determining 
the net incom e, because in many cases 
h igh ly  theoretical but unpractical dis­
tinctions are made in the allocation o f 
charges and credits as falling before 
or after net incom e. It is evident that, 
unless all the items are reviewed, down 
to the final surplus for  the period, there 
can be no assurance that the net incom e 
is properly stated.
Am ong the charges and credits which 
are often  erroneously excluded in arriv­
ing at net incom e are ordinary lap-over 
item s; that is, items o f a recurrent 
nature which in effect represent adjust­
ments o f the operating accounts for  
prior periods. Examples o f  these are 
uncollectible accounts written off, ad­
justm ents o f  inventories, and taxes and 
sim ilar expenses which should have been 
accrued in prior periods. In a state­
ment covering two or m ore periods, re­
troactive effect should be given to all 
such items in the operating accounts 
fo r  the respective periods to which they 
properly apply.
Again, we frequently see under the 
head o f  profit and loss or  surplus such 
items as incom e taxes, depreciation, de­
pletion, and am ortization o f patents. 
These charges should be deducted in ar­
riving at the net income.
It is scarcely necessary to emphasize 
that in a statement o f  consolidated in­
com e o f tw o or m ore companies, all in­
tercom pany transactions must be elim ­
inated; otherwise there w ill be an in­
flation o f gross earnings on the one 
hand, and o f costs and expenses on the 
other. W hen there are considerable 
m inority interests in the incom e o f com ­
panies included in a consolidation, the 
am ount involved should be eliminated 
and the m ajority  interest, applicable to 
the stock o f the parent company, clearly 
stated.
Periodic Statements
A  few  w ords as to the periodic finan­
cial statements in w hich the banker and 
his clients are interested fo llow ing  the 
flotation o f  securities. These should be 
prepared in as much detail as may be 
necessary in order that the various par­
ties at interest may be adequately in­
form ed regarding the financial condition 
and operations. This does not neces­
sarily im ply that statements issued for  
general circulation and publication need 
be so detailed as those prepared fo r  the 
management.
Financial statements should be is­
sued at least once a year, and oftener 
if the character o f  the business is such 
that conditions at interim  dates are 
truly representative. In the case o f  a 
seasonal business it may be undesirable 
to issue statements semi-annually or 
quarterly because the operations w ould 
show undue fluctuations and at certain 
times both the assets and the liabilities 
w ould be abnorm ally large. It is en­
tirely proper for  a corporation  to issue 
statements periodically  at the tim e o f 
the year when its affairs w ill show to 
the best advantage, provided the repre­
sentations made thereby are not essen­
tially misleading with regard to the rest 
o f the year. Nearly all businesses are 
to some extent seasonal, and their fiscal 
year should, for  many reasons, corre­
spond with their natural business year.
Interpretation of Financial Statements
W e have considered what in form ation  
financial statements ought to give. But 
bare figures showing condition at a date 
and operations fo r  a period can seldom  
be relied upon exclusively as evidence 
o f  the actual merit o f a business. The 
figures must be studied in relation to 
each other and in relation to other facts 
not shown by the statements.
Of course our chief interest in the 
past is as an indication o f what may be 
expected in the future. And in order 
to assure ourselves reasonably that the 
future is prom ising we must usually de­
termine whether or not there has been 
real progress in the past. It is possible, 
for  example, that there has been a grat­
ifying increase in the volum e o f busi­
ness done but that the increase in net 
profits which m ight be expected to fo l­
low  has been dissipated through ex­
travagance in administrative expenses; 
or that surplus profits and borrow ed 
capital have not been invested in such a 
way as to yield an adequate return. 
Any such questions can be answered by 
study o f the financial statements and 
of com putations made therefrom .
No discussion o f financial statements 
w ould be com plete unless some atten­
tion were given to the means whereby 
the inform ation furnished by the state- 
(co n tin u ed  on page 318)
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The Genesis of the C. P. A. Movement
The C. P . A. M ovem ent in  Other States
It w ill not be possible, in the short 
time allotted to this paper to cover the 
whole situation and to relate to you 
the trials and tribulations o f  our pro­
fessional brothers in securing the pas­
sage o f C. P. A. laws in all the other 
states.
But I would like to ask you to bear 
with me as to a few  o f the earliest 
efforts, which, with your indulgence, 
may be brought w ithin the scope o f 
“ The Genesis o f  the C. P. A. M ove­
m ent.”
M aryland
Our brothers in Maryland secured the 
enactment o f their C. P. A. law on 
their first attempt. In this regard they 
are w orthy o f particular mention, as 
they stood alone for  some years. By 
the time Maryland took hold o f the 
matter, a great many accountants in 
Manhattan and one in Albany had their
C. P. A. Certificates, while a couple o f 
dozen had been issued to Philadel­
phians. On the other hand w ord had 
reached Baltim ore that the accountants 
in Illinois, California, and New Jersey 
had failed in their efforts to secure a 
law.
The credit for  initiating the C. P. A. 
m ovem ent in Maryland and o f carrying 
it through belongs to the late Max 
Teichmann, who on June 1, 1899, wrote 
to all the public accountants practicing 
in Baltimore, inviting them to attend 
a meeting in his office for  the purpose 
o f form ing a state organization with the 
ob ject o f securing the passage o f a C. 
P. A. law. The Maryland Association 
started off at once with seven members, 
but recruited half a dozen more at the 
second meeting a month later.
Max Teichm ann explained to the 
meeting what had been done in New 
Y ork and Pennsylvania and asked the 
Association to back him up with their 
moral support in m aking a similar e f­
fort on their behalf. Mr. Teichmann 
had quite a wide and favorable ac­
quaintance with mem bers o f the State 
Legislature and prom ised to secure the 
passage o f a C. P. A. law single-handed 
and at once, if  the Association w ould 
stand back o f him. Friend Teichmann 
made good his promise, but he had a 
rough voyage in doing so.
The measure was introduced in the 
House by Representative Charles E. 
Siegmund, o f  Baltim ore, in January, 
1900. It was reported favorably by the 
Judiciary Committee, but was, at one 
time, actually defeated on the floor o f
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the House. Representative Siegmund, 
a personal friend o f Mr. Teichmann, 
was able to resuscitate the bill on some 
technical point and made it a special 
order o f business fo r  the follow ing 
m orning. As a result o f some very 
special pleading and lobbying by the 
resourceful Max, the bill passed the 
House by a safe m ajority.
The House bill was then introduced in 
the Senate by Hon. John Hubner, the 
president of that body. The bill was 
mysteriously lost on two separate oc­
casions, while on its passage through th e  
Senate. Ultimately it emerged safely on 
the very last day of the session and was 
passed. The bill was approved by the 
Governor on April 10, 1900.
This original law provided for a Board 
of Examiners consisting o f two public ac­
countants to be appointed by the Governor 
from a list furnished by the Maryland 
Association o f Public Accountants and of 
two practicing attorneys at law.
With the subsequent development of 
the C. P. A. movement in the State of 
Maryland time w ill not permit this little 
history to concern itself although it is of 
much importance to the profession. Suf­
fice it to say that the original law was 
strengthened and re-enacted on April 11, 
1916, still upholding the same title of Cer­
tified Public Accountants.
California
The accountants in California made a 
first effort to secure a C. P. A. law very 
soon after the enactment in New York 
State, but they met with no success at 
first. It was not until their third attempt 
that they succeeded. Right after Pennsyl­
vania and Maryland had secured their 
laws, two old-timers in San Francisco, 
Alfred G. Platt and J. L. Fields drew up 
a bill for a State Board of Accountancy. 
It was first introduced in the Senate by 
Senator R. P. Ashe on February 15, 1901. 
It passed the Senate by a unanimous vote 
and was rushed over to the Assembly just 
in time to be made law before the end of 
the session. Governor Gage affixed his 
signature to the bill and made it law on 
March 23, 1901.
The bill as originally framed provided 
that the Governor should appoint five com­
petent and skilled accountants, who shall 
have been practicing in the state for five 
years prior to the passage of the act. 
This was amended by the Judiciary Com­
mittee of the Senate making three ac­
countants on the Board.
The waiver clause provided for the is­
suance of certificates, without written 
examination, to accountants who had been 
practicing in California for  three years 
prior to enactment. The 1901 law stood 
unchanged until 1913, when it was 
amended to include a new section estab­
lishing reciprocity with other states or 
foreign countries—
“ provided, however, that such other 
state, territory or nation, extends sim­
ilar privileges to certified public ac­
countants of the State of California.”
This reciprocity clause (adopted by 
California in 1913,) seems to be an ela­
boration o f the idea embodied in the New 
Jersey law enacted in 1904.
W ashington
The accountants practicing in Seattle 
and Tacoma joined in organizing on De­
cember 18, 1902, the Washington Associa­
tion of Public Accountants. At the ses­
sion o f their State Legislature, immedi­
ately following, they were early on hand 
with their bill for a C. P. A. law. This 
bill was introduced by Representative 
Jones and was passed by the House on 
February 24, 1903. It was confirmed by 
the State Senate on March 5th, and was 
approved by the Governor a  week later.
In this early success the Washington 
Association shares with the Maryland 
Association the honor and satisfaction of 
securing the passage of their law at the 
first attempt. This success Was largely 
due to the diligence o f George Shedden,
E. G. Shorrock and C. M. W illiams of 
Seattle, and L. G. Jackson, of Tacoma.
Under the very first provision of the 
law the Governor had to choose a Board 
of Accountancy from a list o f  fifteen ac­
countants supplied to him by the Wash­
ington Association. The Washington law 
went into effect on June 11, 1903, and the 
first examination o f candidates was held 
on September 14, 1903. The subjects set 
for the written qualifying examination 
were the same standard subjects set by 
other State Boards. The waiver clause 
read in favor of any citizen who had 
been a resident o f the State for a year 
prior to the law, without requiring any 
previous accounting experience. This was 
regarded at the time as an undesirable 
feature, but the effect of it has long since 
passed off.
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Minnesota
Another state to make an early though 
unsuccessful effort to secure a C. P. A. 
law was Minnesota. Late in the session 
o f the State Legislature in 1899, a bill, 
copied from the New York C. P. A. law, 
was introduced in the Senate. It was too 
late to secure recognition.
In February, 1903, Herbert M. Temple 
of Saint Paul, prepared a second bill on 
the lines of the New York law except that 
five years prior experience were required 
under the waiver clause. This bill was 
introduced in the House on March 6, 1903, 
by Representative L. C. Simons. It was 
first referred to the “ Committee on Pub­
lic Accounts”  by mistake. They wouldn’t 
look at it. Later it was referred to the 
“ Committee on Education,” which in­
dorsed the bill for passage. When it 
came up to be voted on, the bill failed to 
secure a quorum of votes and so was lost.
On April 22, 1909, (ten years after their 
first attempt) the Governor o f Minnesota 
approved an Act creating “ The Minnesota 
State Board o f Accountancy”  containing 
the standard provisions of other C. P. A. 
laws o f that period.
New Jersey
Possibly the accountants of New Jersey 
afford the most striking example of per­
severance in keeping after the quest. Of 
the three unsuccessful efforts which pre­
ceeded the passage o f  the law little need 
be said. They had a state organization 
under the presidency of the late Richard
F. Stevens o f Newark, who in the early 
days had been president o f the American 
Association. It was named the “ Society 
of Public Accountants o f the State of New 
Jersey.”  The three successive failures 
appear to have been due to lack o f the 
requisite force behind the effort.
It was not until 1904, that the New 
Jersey accountants, at the hands o f a 
legislative committee consisting o f the 
late Frank G. Du Bois, W illiam Sanders 
Davies and George Wilkinson, all three 
residing in New Jersey at that time, 
secured the passage of a law establishing 
the New Jersey State Board of Public A c­
countants which law was approved by 
Governor Franklin Murphy on April 5,
1904. Under this enactment the Governor 
appointed three New Jersey Certified Pub­
lic Accountants to serve on the Board 
which makes its own rules both for the 
conduct o f  its routine business and for the 
holding of the examinations. The usual 
four subjects form the basis o f the written 
examinations.
Massachusetts
Our professional brethren in Boston en­
joyed a distinction all their own— that 
of holding back from the C. P. A. move­
ment.
On February 14, 1901, the members of 
the “ Massachusetts Society o f  Public Ac­
countants”  determined to incorporate
under a State Charter as the “ Incorpor­
ated Public Accountants o f Massachu­
setts.” They then took unto themselves 
the initials “ I. P. A.”  They erected their 
own standard of qualification, requiring 
five years practical experience before ad­
mission to their society. In that and 
other ways they sought diligently to 
create a local reputation for those letters
I. P. A.— while the rest of us were striv­
ing hard to build up C. P. A.
The first step taken by the Massachu­
setts brothers to get into line with the 
rest o f the states was in 1909, when they 
secured what was called “ the Massachu­
setts Registration Act.”  By that time no 
less than eighteen sovereign states 
throughout the Union had enacted laws 
definitely establishing the C. P. A. desig­
nation.
The Registration Act referred to pro­
vided that the Bank Commissioner should 
keep a register and should at his discre­
tion admit to registry public accountants 
found by him to be fit, and should for a 
fee of $25, issue them a certificate stating 
that they were public accountants. The 
certificate was good for one year, and was 
renewable from  year to year upon the 
annual payment of $5. This little act of 
five short sections was approved May 17, 
1909. Still were the Bostonians outside 
of “ The C. P. A. Movement.”
A t the next following session of the 
Legislature the Massachusetts Account­
ants secured the passage o f “An Act Re­
lative to Public Accountants,”  which pro­
vided, in nine lines, that public account­
ants, who had registered under the act of 
1909, “ shall be entitled to style themselves 
“ Certified Public Accountants.”  This 
final act was approved by the Governor of 
the State on March 22, 1910.
Types of Laws in Force
There are now  in force laws in every 
State o f  the Union also in the District 
o f Columbia, Alaska, Hawaii, Philippine 
Islands and Porto R ico.
In every instance the title— call it 
“ degree”  if you will— is the same—  
CERTIFIED  PUBLIC ACCOUNTANT—  
and everywhere throughout the United 
States and its dependencies, the designa­
tion C. P. A. means the same thing—  
namely a Professional Accountant who 
has met the legalized provisions o f  the 
state w here he is conducting business 
and who has received, from  the properly 
constituted authority, a certificate de­
noting that fact.
How are the states divided, as to the 
legalized authority to conduct the ex­
am inations?
F our laws are o f the University Type: 
New York, Illinois, Montana, Kansas. 
In these fou r cases the State Univer­
sities appoint the examiners, chosen 
from  the Certified Public Accountants 
under the law, who conduct the ex­
am inations and issue the certificates to 
those fu lly  qualified.
In most cases the governors appoint 
the State Boards o f Accountancy. 
Sometimes the certificates are granted 
by the governor and som etim es the 
certificates are issued by the boards 
thus appointed. Most boards consist o f 
three members. Tennessee has seven, 
Pennsylvania six, California, Florida, 
Louisiana, Maryland, Michigan, Mis­
souri, Oregon, Texas and Virginia have 
five each. North Carolina and Utah 
have four each. In most cases the 
boards are com posed exclusively o f cer­
tified public accountants, but the boards 
o f Georgia, Illinois, Maine, Maryland, 
Michigan, Mississippi, Tennessee, Texas, 
V irginia and W est V irginia each have 
one attorney m em ber and Pennsylvania 
has two. F our boards have provisions 
for  a special m em ber: Maryland has 
an econom ist as one o f its five mem­
bers, M ichigan has the governor as one 
o f its five, Virginia has an educator as 
one o f its five, and Pennsylvania makes 
its Superintendent o f Public Instruc­
tion a sixth member.
Special Types
The provisions with regard to the 
appointment and control o f the boards 
in the fo llow in g  states take them out 
of either the University or the Governor 
class:
In the District o f  Columbia the Board 
is appointed by and the duty o f en force­
ment is placed in the hands o f the Com­
missioners o f the District.
In Idaho the Department o f Law En­
forcem ent serves as the Board o f A c­
countancy.
In Indiana the State Board o f Certi­
fied Public Accountants consists o f  the 
State Exam iner and two deputy exam­
iners o f  the Department o f Inspection 
and Supervision o f Public Offices.
In Nebraska two members o f the 
Board are appointed by the governor 
and the third is the A uditor o f  Public 
Accounts.
In New Hampshire the registration  o f 
certified public accountants is in the 
hands o f the Bank Commissioners.
In Oklahoma, the State Board o f A c­
countancy consists o f the State Ex­
aminer and Inspector, the Attorney Gen­
eral and one certified public accountant 
appointed by the governor.
In the Philippine Islands the Board 
o f Accountancy is appointed by the Sec­
retary o f Com merce and Com munica­
tions.
In South Dakota the Division o f 
Audits and Accounts o f  the Departm ent 
o f  Finance serves as the Board o f  A c­
countancy.
In Utah the Department o f  Registra­
tion has jurisdiction  over the issuance 
o f C. P. A. certificates and appoints 
three holders o f  C. P. A. certificates
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who serve as a Board in direct charge 
o f  details with reference to the ex­
aminations.
In Verm ont the State Board o f A c­
countancy consists o f the Auditor o f 
Accounts, the State Treasurer and the 
Com missioner o f  Banking and Insur­
ance.
In W ashington the governor appoints 
an Accountancy Exam ining Committee 
upon the request o f  the D irector o f  
Licenses, who exercises all the powers 
and perform s all the duties o f the aver­
age board o f accountancy except the 
conduct o f  the exam ination itself.
The W aiver Clause
Frequent mention has been made of 
the “ W aiver Clause.”  In the initial 
stages o f the C. P. A. M ovem ent the 
exact terms under which existing prac­
tioners should receive their certificates 
w ithout examination were the subject 
o f  much discussion. This had been 
the case in Scotland in 1854, and in 
England in 1870, and m ore recently in 
the different provinces o f  Canada. Pro­
vision had to be made for  the old tim­
ers, not only because they demanded 
it, but because the law-m aking authori­
ties insisted on such a provision. In 
asking a legislative body to make a 
law providing for  any control, even in 
the use o f an entirely new professional 
designation, the proponents must per­
suade the law m akers that there w ill be 
no infringem ent o f  existing rights. To
safeguard this it has always been found 
necessary to allow  those in practice o f 
a profession or those engaged in a trade, 
at the time the law is passed, to com e in 
without restriction. The existing prac­
titioners are given a lim ited time within 
which to file their form al applications.
It has usually been the aim of the 
existing practitioners to erect as high 
a standard o f free admission at the 
outset as the law  makers w ould stand 
for. On the other hand the law makers 
have nearly always wanted to cut the 
requirem ent down. In at least one case 
the previous experience requirem ent 
was entirely eliminated. As I have told 
you the New Y ork  C. P. A. law called 
fo r  only one year’s previous experience. 
In fram ing rules for  the enforcem ent 
o f the law the Regents o f the Univer­
sity required five-years’ previous ex­
perience. In other states the require­
m ent o f  previous practice has been 
either one, three or five years.
W e don ’t hear much about the 
“ W aiver Clause”  nowadays. It is prac­
tically  a dead issue. W hile there is 
som e danger that the waiver may be re ­
opened by fresh  legislative action, it 
is to be hoped that the national and 
state societies w ill succeed, as they have 
so far, in having such measures killed 
or vetoed.
W hat m atters it today whether the 
earliest C. P. A . laws, passed twenty- 
five or thirty years ago, required one 
year o f  previous experience— or five?
The old-tim er s who came in through 
the open door and w ho are still am ong 
us today, in  the active practice o f  the 
profession, have survived the interven­
ing years by reason o f their fitness.
W hat counts m ore in the upbuilding 
o f our profession, is the manner in 
which the examinations are conducted. 
F irst Conference o f  C. P . A . Exam iners 
A t its regular m onthly m eeting on 
April 8, 1908 the New Jersey State 
Board o f Public Accountants decided to 
invite the several State Boards o f  C. P. 
A. Exam iners to meet, at the Marl­
borough-Blenheim  H otel, at Atlantic 
City, N. J., on O ctober 19, 1908, “ to 
confer in regard to matters o f  mutual 
interest.”  In view  o f the outcom e the 
proceedings o f  this initial conference o f 
examiners are o f interest to the Cer­
tified Public Acountants o f  today, and 
are therefore made a part o f  this his­
torical sketch.
In sending out the form al invitation, 
on behalf o f  the Board, I expressed the 
view  that:
“ The Conference o f  Exam iners prom ­
ises to be o f  benefit to all engaged in 
the most im portant duty o f  examining 
future mem bers o f  our Profession, and 
its influence on the future cannot be 
over-estim ated.”
The fo llow in g  examining authorities 
were represented by one or m ore o f 
their regularly appointed examiners—  
University o f  the State o f  New York , 
State Board o f Pennsylvania, State Uni­
  The above map shows for each governmental unit the date when the C. P. A. law was enacted and the type of law as to
administration.
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versity o f Illinois and the State Boards 
o f New Jersey, Ohio, Connecticut, 
Georgia, Rhode Island, Colorado. F if­
teen examiners representing nine o f the 
fourteen C. P. A. States, attended the 
conference and participated in its pro­
ceedings. A fter the usual prelim inaries 
were over, and a chairm an and a sec­
retary had been elected, the meeting 
was thrown open for  discussion. Dur­
ing the progress o f  the conference, Dr. 
Edward P. Moxey, C. P. A. of the 
W harton School o f Com merce and F i­
nance, at the University o f  Pennsyl­
vania, and a mem ber o f the Pennsyl­
vania Institute, came into the meeting 
and was accorded the privilege o f  the 
floor.
At the suggestion o f the prom oter of 
the meeting, an expression o f opinion, 
from  each o f the examiners present, was 
called for, as to whether a permanent 
association o f examiners should be or­
ganized then and there, or whether an 
annual conference, such as had orig­
inally been proposed by George W ilk in ­
son, would be the better plan.
On the subject o f form ing a perma­
nent association the discussion ran 
som ething like this:
J. E. Sterrett o f Pennsylvania—  
“ * * * I think we could accom ­
plish great good by occasional confer­
ence. I don ’t see that a permanent or­
ganization w ould be o f any real value. 
I doubt that it would have any author­
ity which would make it worth while.”
Charles N. Vollum  o f Pennsylvania—  
“ Mr. Sterrett has expressed my views. 
I don ’t think that a permanent organiza­
tion would reach the desired end.”
George W ilkinson o f New Jersey—  
“ In favor o f having an annual confer­
ence of the C. P. A. Examiners who are 
on the Boards at the time, and to hold 
this conference in the same place and 
at the same time as the Annual Meeting 
o f  the Am erican Association of Public 
Accountants.”
Joel Hunter o f the Georgia State 
Board agreed with Messrs. Sterrett, W il­
kinson and Vollum , that an annual con­
ference o f examiners would be the bet­
ter plan.
W . A. Chase one o f the examiners for  
the University o f Illinois, agreed with 
the Pennsylvanians— in favor o f an an­
nual conference.
As other examiners present continued 
to express their views, it became evi­
dent that the Pennsylvanians were in  a 
minority. The three examiners on the 
Ohio State Board being present were 
unanimously in favor o f form ing a per­
manent organization o f examiners. 
H om er A. Dunn of New Y ork  joined in 
this view . Frank G. Du Bois and John
E. Cooper o f  New Jersey felt strongly 
that way and so did the examiners pres­
ent from  Connecticut, Rhode Island and 
Colorado. As a result o f  the discussion 
a com m ittee was appointed to draw up 
plans for  a “ permanent organization o f 
State Exam iners.”
At the adjourned meeting, held on 
the fo llow ing  day (O ctober 20, 19 08) 
designated as the “ Second Conference,”  
an organization was effected under the 
name o f the “ National Association of 
C. P. A. Exam iners”  and the election 
o f officers was proceeded with. The 
first nom ination for President was Mr. 
C. N. Vollum , C. P. A. o f Philadelphia, 
who very prom ptly and very positively 
declined. This so-called “ permanent 
organization”  soon went to pieces.
Ultimately the view expressed by the 
Pennsylvanians has borne fruit. Today 
we find that a conference o f examiners 
is held each year, at the time and place
Pursuant to a resolution o f the Board 
o f Directors passed in September, 1927, 
a General Convention Committee was 
created consisting o f three appointive 
members, and the President and Sec­
retary ex officio.
The appointed members were: Thomas
H. Evans o f Detroit, Frank W . Main o f 
Pittsburgh, and J. B. Tanner of Chi­
cago, Chairman.
From  time to time, this General Com­
mittee has advised with the local Con­
vention Committee at New Orleans, and 
has endeavored to give all possible co­
operation.
It seems unnecessary to undertake
During the past year the Revenue 
A ct o f 1928 was enacted and this com ­
m ittee’s activities were directed to aid­
ing in having that piece o f Federal 
legislation contain such provisions as 
the experience o f public accountants in­
dicated to be desirable, and in having 
certain provisions proposed in the 
earlier drafts o f  the act, which on ex­
perience indicated to be unfair or un­
desirable, excluded from  the law as 
enacted.
Each mem ber o f our Society was sup­
plied with a copy o f the com m unication 
addressed to the Finance Committee o f 
the United States Senate by your Com­
mittee on Federal Legislation, setting 
forth  the views o f our organization on 
the pending legislation. Through the 
w ork o f Secretary Springer, who co ­
operated efficiently with, and facilitated 
the w ork of, your Committee, an op-
o f the Annual Meeting o f  the Am erican 
Institute o f  Accountants.
At the same pioneer conference o f
C. P. A. Examiners, held in Atlantic 
City on October 19, 1908, H arry T. 
Beers o f Connecticut brought forw ard 
a suggestion:
“ * * * to arrange as far as pos­
sible to have practically the same ex­
am inations held throughout the coun­
try, at the same tim e.”
This suggestion similarly came to 
fruition . Of the w hole fam ily o f C. P. 
A. States, th irty-four (3 4 ) are now  us­
ing the standard questions prepared by 
the Board o f Examiners of the Am eri­
can Institute. This developm ent indi­
cates w onderful progress, from  a na­
tional viewpoint, as it makes for  the 
maintenance o f a uniform  standard of 
qualification throughout the land.
any item ization o f cooperation efforts, 
and for  the purpose o f this report, it 
w ill be sufficient to say that this Com­
mittee has endeavored to give to the 
New Orleans Committee such inform a­
tion as to previous Convention experi­
ences as were pertinent and valuable to 
the New Orleans Committee.
Since receiving your request fo r  a 
report, time and geographical separa­
tion have not permitted the individual 
members o f this Committee to prepare 
such a report. Therefore this report is 
Respectfully  submitted,
By J. B. TANNER,
Chairman.
portunity was afforded the chairman of 
your Committee to appear before the 
Senate Finance Committee and to em­
phasize by oral presentation some o f the 
points covered in the aforem entioned 
form al com m unication. The report o f 
the remarks made on that occasion ap­
peared in the Congressional Record.
W ithout wishing to claim  the exclu­
sive credit for  the action taken by the 
Senate Finance Committee, it is a satis­
faction  to be able to state that on a 
num ber o f  the points discussed in your 
Com m ittee’s com m unication, the final 
action was in substantial accord with 
the recom m endations o f  your Com mit­
tee. W e were glad to cooperate with 
other organizations seeking to im prove 
our Federal incom e tax law.
No Federal legislation was proposed 
during the past year which would affect 
the profession o f public accountancy,
REPORT OF THE COMMITTEE ON FEDERAL
LEGISLATION
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nor did there seem to be any occasion 
calling for  the introduction  o f  Federal 
legislation in the interest o f  public ac­
countancy or the business and financial 
w orld which it serves. Hence, your 
Committee on, Federal legislation had
On behalf o f  the Com mittee on State 
Legislation, I beg to report that during 
the past year no matters have been re­
ferred to the com m ittee and therefore 
I have not called a meeting nor con­
sulted with the members by mail. E f­
forts to initiate legislation probably are 
not within the scope o f the com m ittee’s 
duties and perhaps there is more danger 
o f  too much legislation than o f too 
little.
Your Committee on Education sub­
mits herewith its report fo r  the past 
year. Frankly it was the hope o f the 
Com mittee that it m ight report sub­
stantial progress upon a constructive 
program  which it has rather definitely 
outlined, but such hopes have not been 
realized. Many good and sufficient rea­
sons m ight be cited as the cause o f our 
disappointment, but it w ill suffice to say 
that your Committee thoroughly be­
lieves that the Com mittee on Education 
o f  the Am erican Society has a most ex­
cellent opportunity for  doing im portant, 
constructive work. It needs, however, 
the cooperation and active interest o f  
every mem ber o f this Society and o f 
every C. P. A. to make the w ork effec­
tive.
Y our Committee firmly believes in 
college education as a most desirable 
means o f entering the profession o f ac­
countancy. W e believe that our So­
ciety should interest itself very defi­
nitely in the type o f education and 
training which is being given those 
studying accountancy. A ll too frequent­
ly  the mere vocational aspects o f  the 
w ork are covered without consideration 
o f  the necessity for  a broad basic train­
ing in the so-called general cultural 
courses  in econom ics, finance and other 
related fields.
(Those interested in know ing what 
is being done along this line o f  train­
ing for accountancy may refer to the 
curricula o f those colleges and univer­
sities mem bers o f  the Association o f  
Collegiate Schools o f  Business. Dean 
W . A. Rawles, University o f Indiana, 
Bloom ington, Indiana, is Secretary o f 
the Association, and we are sure he w ill 
be pleased to send a list o f  the member 
schools to those requesting it.)
no service to render in this connection 
during the past year.
Respectfully  subm itted for  the Com­
mittee on Federal Legislation.
W A L T E R  A. STAUB,
Chairman.
A  judge, presiding in court while a 
lawyer and witness were at logger­
heads, said “ W e want nothing but sil­
ence and little o f that.”  By substitut­
ing legislation for  silence (and there is 
such a disposition to so substitute) his 
remarks are applicable to accountancy.
Yours very truly,
NORMAN E. W EBSTER,
Chairman.
Y our Committee is confident that 
such a well balanced program  is offered 
by a large num ber o f our leading edu­
cational institutions and it urges our 
mem bership to study and investigate 
this matter each in his own com m unity 
so that the Committee may have the 
benefit o f the opinions o f our m em ber­
ship in undertaking the w ork they have 
in mind.
In past years there has been a great 
deal o f  talk about cooperation between 
the practicing accountants o f a state 
and the accounting instructors within 
that state. Y our Committee believes 
that mem bers o f  The Am erican Society 
ow e it to their profession, as well as to 
themselves, to actively cooperate with 
the accounting instructors in their com ­
munities so that they may not only 
know  w ho is giving the instruction, ex­
actly what it is, etc., but may so inter­
est themselves in the instructional prob­
lems that they may be o f genuine serv­
ice to the accounting instructors in 
m aking their course® the m ore valuable.
In this connection, it should be men­
tioned that the accounting instructors 
members o f the Am erican Association 
o f University Instructors in Accounting 
are being urged to meet, discuss and 
cooperate with the accounting practi­
tioners w ithin their territories and it is 
the hope o f your Committee that our 
members w ill so receive the instructors 
that mutual good  may result from  such 
meetings.
Y our Committee believes that it may 
well emphasize and stress the w ork o f 
certain other Com mittees o f  The Am er­
ican Society. To be specific, the w ork 
o f the Committee on the Classification 
o f  Accounting Services and o f the Com­
mittee on the Natural Business Year
certainly offer the Committee on Edu­
cation a splendid opportunity for  con­
tact w ith accounting instructors and 
educational institutions in general. If 
deemed advisable, your Com mittee on 
Education could w ork through the Com­
mittees on Education o f  the State So­
cieties.
Y our Committee has made the usual 
annual survey o f the educational activi­
ties o f the several State Societies. The 
replies received from  officials or Com­
mitteem en o f the societies are sum­
marized as fo llow s:
The Colorado Society has a Com mit­
tee on Education which is now partic­
ularly interested in getting the law 
schools o f the state to introduce at 
least a lecture course in accounting. 
This  is indeed a very w orthw hile effort 
and may well be follow ed by other 
state societies.
A lthough the Delaware Society has 
not as yet becom e actively interested in 
an educational program , your Com mit­
tee was in form ed that the sentiment o f 
the members was decidedly favorable to 
the inauguration o f  such a program .
The District o f  Columbia account­
ants have held meetings w ith the Credit 
Men’s Association, the Bankers’ Asso­
ciation, and other similar organizations 
interested in better business methods. 
They have under consideration a co ­
operative advertising campaign, to the 
end that both business men and the 
general public may be better inform ed 
as to the services  o f Certified Public 
Accountants.
At their June meeting, the F lorida 
accountants discussed the matter o f is­
suing m onthly letters to bankers, law ­
yers, and business men in general, but 
decided that personal contact was the 
better means o f spreading through the 
business w orld knowledge o f the serv­
ices Certified Public Accountants are 
qualified to render. A ccordingly each 
local unit w ill endeavor this fa ll to have 
Certified Public Accountants address 
local associations o f  bankers, lawyers, 
and other business men upon subjects 
o f  m utual interest.
Last year’s report o f the Committee on 
Education (see THE CERTIFIED  PUB­
LIC ACCOUNTANT, V ol. VII, Number 
10) stated the plan follow ed by the Illi­
nois Society in adm itting two students 
m ajoring in accounting in Northwestern 
University, University o f  Chicago, Uni­
versity o f  Illinois and the W alton 
School as associate members. This plan 
is apparently being continued by the 
Illinois Society and those interested in 
this very real cooperative effort may no 
doubt obtain detailed inform ation  by 
w riting Mr. R obert C. Brown, Chairman 
o f the Committee on Education o f the 
Illinois Society o f  C. P. A ’s, 10 South 
La Salle Street, Chicago.
The educational activities o f  the In­
REPORT OF COMMITTEE ON STATE 
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diana Society so far have been confined 
to acquainting the general business pub­
lic with the services offered by the Cer­
tified Public Accountant through the 
publication o f pamphlets or bulletins 
dealing w ith subjects o f  general inter­
est. To date the titles o f  the bulletins 
issued in their general publicity cam­
paign are as fo llow s; “ The Banker, the 
Balance Sheet and the Certified Public 
A ccountant”  (Spring o f  1 9 2 6 ); “ The 
Business Man and the Certified Public 
Accountant”  (F a ll o f  1 9 2 6 ); “ The Nat­
ural Business Y ear,”  “ Depreciation,”  
“ Inventories,”  “ Inform ation  Desired by 
Bankers,”  “ Incom e Tax”  and “ Receiv­
ables ,”  (published at m onthly intervals 
during the winter o f  1927 and 1928.) 
The Corresponding Secretary o f  the In­
diana Society, Mr. H. A. Roney, 805 
State L ife Bldg., Indianapolis, inform s 
us that the Society w ill issue similar 
bulletins during the com ing winter 
months. These bulletins are unusually 
w ell written and very interesting. In 
view  o f the fact that about 7,000 o f 
them were distributed each month last 
winter, w ithout charge, the Indiana So­
ciety must be convinced that such edu­
cational w ork is w ell w orth while. Your 
Com mittee wishes to com m end them for  
their am bitious program , decidedly w ell 
executed.
The Com mittee on Education o f  the 
K entucky Society w ill shortly issue a 
series o f educational articles w hich the 
Society has decided to foster. Mr. J. 
Bernard Brown, C. P. A., Citizens Bldg., 
Louisville, Kentucky, is Chairman o f 
the Committee.
A lthough the Louisiana Society has 
no form al Com mittee on Education 
your Committee is very certain that the 
passage o f the Standard Arbitration bill 
by the Louisiana Legislature evidences 
the fact that considerable educational 
w ork has been done by the members o f 
the Society fo r  several years. Atten­
tion is again called to the pamphlet 
w hich the Society sponsored in the New 
Orleans V ocational Inform ation  Series 
in 1927, entitled “ The Accountant in 
New Orleans.”
Ellen Libby Eastman, Chairman of 
the Committee on Education o f the 
Maine Society, w rites that an investiga­
tion and survey has been made o f the 
business courses offered in the prepara­
tory schools and business colleges o f  
Maine, but that the report has not yet 
been com pleted.
Mr. P. F. Brundage, Chairman o f  the 
Com mittee on Education o f  the Mas­
sachusetts Society states that their Com­
mittee is considering the donation o f 
medals or other prizes to the most suc­
cessful candidates at the C. P. A. ex­
am ination.
Mr. A lbert E. Duncan, Chairman o f 
the Com mittee on Publicity  and Educa­
tion , M ichigan Association o f  Certified
P ublic Accountants reports no activity 
during the current year.
A t least twenty members o f the 
M issouri Society in St. Louis are con­
nected with the faculties o f the higher 
educational institutions in St. Louis 
offering courses in accounting. It is 
particularly interesting to note that 
K ansas City members o f the Society 
constitute the accounting faculty o f  the 
Kansas City School o f  Accountancy, Law 
and Finance. This school has been 
conducted by the Kansas City Chapter 
o f  the Society since 1911.
The principle educational w ork done 
so far by the New Jersey Society is to 
establish a Scholarship Fund w hich is 
grow ing gradually.
Mr. Martin K ortjohn, Secretary of the 
New York Society, reports many edu­
cational activities carried on by that 
Society. The Committee on Relations 
with Preparatory Institutions apparently 
was not active during the past year. The 
Com mittee on cooperation  with Bankers 
evolved a form  to be used in' connection 
with securities in transfer, w hich was 
printed and distributed to members o f 
the Society. A  Committee on “ Further­
ance o f  the Objects of the Society”  be­
gan the study o f  (1 ) encouraging group 
m eetings; (2 )  distribution o f in for­
m ation regarding the members and ob­
jects o f the Society, and (3 ) means 
o f increasing the am ount o f press pub­
licity. The New Y ork Society also has 
several technical committees some o f 
which are considering subjects which 
might be classified as educational. 
From  Mr. K ortjoh n ’s report, it would 
appear that the New Y ork  Society is 
greatly interested in a broad, educa­
tional program .
The Ohio Society, through its Com­
mittee on Education is planning on 
sending out a series o f  m onthly letters, 
educational in character, to bankers and 
lawyers. In cooperation with Ohio 
State University the spring m eeting o f 
the Society has been held upon the 
University campus for  several years, and 
these jo in t meetings have proven very 
successful.
Mr. R. J. Bennett, Chairman o f  the 
Committee on Education o f the Pennsyl­
vania Institute o f  C. P. A .’s states that 
his Com mittee made a report to the 
Institute in w hich they sugegsted the 
publication o f  a periodical bulletin “ for 
the dissem ination o f inform ation am ong 
our mem bers and for  the enlightenm ent 
o f  all concerned.”  The suggestion was 
adopted and a com m ittee has been ap­
pointed to study the details incidental 
to publishing, perhaps quarterly, a high 
grade bulletin.
The South Carolina Association does 
not have a separate Committee on E du­
cation, but they are continuing their an­
nual scholarship o f $ 50 to a student in 
the University o f  South Carolina rec­
om m ended by the Professor o f  A ccount­
ing. This professor is also a mem ber 
o f the State Association and a member 
o f the Board o f Examiners. An annual 
roster o f all mem bers o f the Association 
is published and distributed by the As­
sociation to bankers and the general 
business public. A  statement covering 
the advantages o f  em ploying Certified 
P ublic Accountants is printed in the 
pamphlet.
Mr. Clifton H. Morris, Chairman o f 
the Education Committee o f  the Texas 
Society supplied your Committee with 
a copy o f  the report o f  the Texas Com­
m ittee made to the 1927 meeting o f the 
Society. The report is very com pre­
hensive in character and sets out the 
three fallow ing m ajor activities o f  the 
Com m ittee: (1 )  Cooperation with U ni­
versity Schools o f Com merce, (2 )  Co­
operation with other accounting schools, 
and (3 ) Encouragem ent o f study in ac­
countancy am ong men in private em­
ploy. Space does not perm it quoting 
from  the report in detail, but it clearly 
evidences most excellent w ork on the 
part o f  the Committee, as well as the 
value o f  cooperating with the faculties 
o f  the various schools.
The V irginia Society has invited the 
accounting instructors in the various 
educational institutions to attend So­
ciety m eetings and to deliver addresses. 
Under the new Virginia law it is now  
possible for  graduates o f  recognized ac­
counting schools to qualify for  the C. 
P. A. examination im m ediately upon 
graduation from  school, but those pass­
ing w ill receive certificates only after 
com plying with the two year experience 
requirem ent.
A lthough the W ashington Society 
does not have a Committee on Educa­
tion, it does provide for  the adm ission 
o f accounting students as eligible for  
associate mem bership in the local chap­
ters, and several have availed them­
selves o f  this privilege.
The W est V irginia Society reports 
that their Com mittee on Education 
stands ready to cooperate in any m ove­
ment which may be proposed but that so 
far they have not been active in ed ­
ucational w ork.
The W isconsin Society has a Com­
mittee on Education which has not been 
active during the past year, but which 
hopes to accom plish some really good 
w ork during the com ing year. There 
is a close friendship between the prac­
titioners and the accounting instructors 
and both have undoubtedly benefited 
from  this cordial relationship.
The Committees learned from  either 
the President or Secretary o f  the re­
spective State Societies that a Com­
mittee on Education had not been ap­
pointed in the fo llow ing  State Societies: 
Connecticut, Idaho, Kansas, Minnesota, 
and Utah.
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Many o f the Societies report the pub­
lication o f  a roster o f  m em bers in vari­
ous form s for  distribution to bankers, 
lawyers and the general business public.
Y our Com mittee hopes that each 
State Society w ill, during the current 
year, appoint a Committee on Educa­
tion, and that such com m ittees will, in 
turn, actively interest themselves in the 
educational problem s o f their respective 
states. Certainly much may be accom ­
plished through acquaintanceship and 
cooperation  with the accounting instruc­
tors, and in in form ing the business
The Com mittee on Complaints hereby 
tenders its report o f its activities for  
the year just ended.
No form al com plaint has been filed 
with the Com mittee during its incum­
bency, hence no hearings have been 
held. The Com mittee has, however, 
considered several com m unications call­
ing attention to apparent violations o f 
the rules o f  professional conduct but 
not containing any specific charges.
One com m unication was received 
from  the Secretary o f one o f the State 
Societies inquiring whether the Com­
mittee w ould consider hearing a com ­
plaint against a m em ber o f  our Society 
who did not hold mem bership in his 
State Society. These com m unications 
caused the Com mittee to develop two 
rules as fo llow s:
The striking success o f  the Inter­
national Accountants’ Congress held in 
Am sterdam in 1926 led to an unanimous 
vote that sim ilar congresses be held 
in such countries and at such times as 
m ight seem expedient. W ith  this in 
mind various Am erican Societies o f  ac­
countants have discussed the matter 
with a view  towards holding the next 
congress in the United States. A t a 
m eeting o f  representatives o f  fou r na­
tional societies and a large num ber o f  
the State societies, held in W ashington 
on Decem ber 30, 1927, a m otion, made 
by D. W . Springer and seconded by 
James F. Hughes, both o f whom  were 
representing The American Society o f 
Certified Public Accountants, was to the 
effect that an executive com m ittee be 
appointed to make plans fo r  an inter­
national congress.
On motion Colonel Robert H. Mont­
gomery was appointed Chairman o f this 
executive committee and empowered to 
name the other members thereof. In ac­
cordance with that action a meeting was
w orld, in a dignified manner, o f the 
services a Certified Public Accountant is 
qualified to render. If the Committee 
on Education o f The Am erican Society 
can be o f service to any State Com mit­
tee, it w ill be a pleasure to assist them.
Respectfully submitted,
F A Y E TTE  H. ELW ELL,
Chairman. 
LEO GREENDLINGER, 
H O W ARD  C. GREER,
GEORGE R. KEAST,
D. W A L T E R  MORTON.
First, that the Committee would not 
take cognizance o f any alleged infrac­
tion o f the rules o f Professional Con­
duct unless a form al com plaint was 
made.
Second, that com plaints against a 
mem ber o f  our Society holding m em ber­
ship also in his State Society should be 
filed with the Committee on Complaints 
o f the offending m em ber’s State So­
ciety.
In view  o f the obvious reasons for  
the above stated rules, the Committee 
recom m ends that they be adhered to by 
future Com mittees on Complaints o f 
our Society.
Respectfully  submitted,
T. COLEMAN ANDREW S,
Chairman.
held in his office on May 23, 1928, at 
which time Colonel Montgomery elected 
to make appointments to this committee 
on the basis o f the American organiza­
tions which will participate in the Inter­
national Congress o f 1929. Accordingly 
he appointed Mr. James Hall to repre­
sent the Am erican Institute o f Account­
ants, Dean John T. Madden to represent 
The American Society o f Certified Public 
Accountants, Mr. Philip J. W arner to 
represent the National Association o f 
Cost Accountants, Professor Arthur H. 
Rosenkampff to represent the Ameri­
can Association o f  University Instruc­
tors in Accounting, and Mr. James Far­
rell to represent the New York State 
Society o f  Certified Public Accountants. 
Col. M ontgom ery desired also that the 
Accountants’ Club of America, Inc., be 
represented and he appointed Col. 
Arthur H. Carter o f the Am erican In­
stitute and The Am erican Society o f 
Certified Public Accountants as repre­
sentative o f  the Accountants’ Club. 
Professor Giles L. Courtney o f  New
York University, was appointed Secre­
tary o f the Congress.
The Chairman then read a letter from  
Professor deHaas offering the use o f  the 
facilities o f the Harvard Graduate 
School o f  Business Adm inistration in 
connection with the forthcom ing Con­
gress. This offer was accepted.
Early in June invitations to attend 
the congress were m ailed to the various 
European societies which were repre­
sented at the Am sterdam Congress. 
The replies to these invitations have 
been m ost encouraging and a large del­
egation from  Europe is assured.
At a m eeting o f  the Executive Com­
mittee held in June the name o f  the 
Congress was changed to the IN TER­
NATIONAL CONGRESS ON ACCOUNT­
ING in order to make the title suf­
ficiently broad to include executives in­
terested in the accounting in private 
organizations, banks, municipalities, etc.
In addition to local com m ittees in  
Boston and New Y ork a Com mittee on 
Publicity and Attendance has been 
established in each State o f  the Union.
W hile tentative plans indicate that the 
Congress w ill be held at the Harvard 
Graduate School o f  Business Adm inis­
tration, it is possible that the attend­
ance w ill be so large that the location  
w ill have to be changed to New Y ork 
City.
The tentative program  for  the Inter­
national Congress on Accounting is as 
fo llow s: it is proposed to hold one gen­
eral session each m orning at which a 
general paper by one or m ore authori­
ties w ill be given. The Convention w ill 
then break up into fou r parts— one fo r  
teachers o f  accounting and related sub­
jects, one for  industrial accountants, 
one for  practicing public accountants 
and one for  governm ental and municipal 
accountants. Each o f  these fou r divi­
sions w ill hold a general session and 
then arrange fo r  round-table con fer­
ences o f  sm all groups. No attem pt has 
been made to indicate the exact titles o f  
papers but the general headings o f  the 
subjects to be dealt with may be given 
as METHODS, PRIN CIPLES OF VA L­
UATION, PRESENTATION OF F I­
NANCIAL CONDITION, OPERATING 
RESULTS, and STATISTICS and BUSI­
NESS TRENDS. It has been suggested 
that provision m ight be made fo r  the 
discussion o f  accountancy examinations 
such as given by C. P. A. boards, various 
professional societies and by govern­
ments under civil service rules.
From  the viewpoint o f  publicity it is 
im portant that a num ber o f the subjects 
be ones o f  popular interest and that a 
num ber o f the speakers should be o f  
such prom inence that they w ill readily 
com m and space in the leading news­
papers.
ALEXAN D ER S. BANKS,
Chairman.
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REPORT OF THE SPECIAL COMMITTEE ON
ARBITRATION
A  desire expressed by the Am erican 
Arbitration Association, with w hich our 
Society is affiliated, that we enlarge the 
num ber o f mem bers in our Committee 
on Arbitration so as to give thereto 
som ething o f a country-wide scope, 
made it desirable for  President P inker­
ton  to defer the appointm ent o f  this 
com m ittee until action by the directors 
could be obtained which w ould rem ove 
the restrictions previously set upon the 
mem bership o f special com m ittees. At 
a meeting held on Decem ber 2 ,  1927, 
the directors lifted  these restrictions 
and conferred on the president pow er to 
determine the num ber o f mem bers in 
each special com m ittee. Thereupon 
President Pinkerton determ ined that 
the Special Com mittee on Arbitration 
should be com posed o f a m em ber from  
each o f the ten districts and a chair­
man at large. On request o f the Am er­
ican Arbitration Association this was 
modified to the extent o f having two 
members from  the Fourth District, 
thereby m aking a com m ittee o f  eleven 
m embers and a chairman, as fo llow s:
First District, Earl S. Clark, C. P. A., 
Providence, R . I.
Second District, James F. W hite, C. 
P. A., New York, N. Y.
Third District, Charles C. Croggon, C. 
P. A., Baltim ore, Md.
Fourth District, W alter A. Coy, C. P. 
A., Cleveland, Ohio.
Fourth District, R ichard Fitz-Gerald,
C. P. A., Detroit, Mich.
F ifth  District, H ow ard W . Painter, C. 
P . A., Indianapolis, Ind.
Sixth District, George T. Durham, C. 
P. A., R ichm ond, Va.
Seventh District, H ugo Kuechenm eis­
ter, C. P. A., M ilwaukee, W is.
E ighth District, R obert C. L loyd, C. 
P. A., New Orleans, La.
Ninth District, W illis H. Plunkett, C. 
P. A., Phoenix, Ariz.
Tenth District, P ierce C. Davis, C. P. 
A., Seattle, W ash.
Chairman, H om er A. Dunn, C. P. A., 
New York, N. Y.
The selection o f the states in which 
there should be representation on this 
Committee was made on advice obtained 
from  the Am erican Arbitration Associa­
tion as to the most im portant state in 
each district in w hich to procure the in­
terest and cooperation  o f Certified Pub­
lic Accountants throughout the year 
1928.
On the basis o f  judgm ent derived 
from, experience, this Committee rec­
omm ends that the mem bership o f future 
like com m ittees be not selected by dis­
tricts. On the contrary, it is recom ­
mended that previous to the appoint­
ment o f  each com m ittee, the Am erican
Arbitration Association be called upon 
for  a list o f  the states in which the 
most intense w ork needs to be directed 
toward the prom otion  and passage o f 
an Arbitration Act, and that the mem­
bers o f  the Special Committee on Arbi­
tration be selected from  those states, 
regardless o f  the number o f states that 
may be involved, until there is a more 
wide-spread adoption o f the Draft State 
Act.
In the last legislative session held in 
the several states, satisfactory Arbitra­
tion Acts have been passed and ap­
proved in California, Louisiana and 
Pennsylvania. These are in addition to 
satisfactory Acts already existing in the 
Federal statutes and in the statutes of 
the States o f New Jersey, Massachusetts 
and Oregon.
The statutory status and the attitude 
o f the courts in the several states on 
the revocability of a contract to arbi­
trate, whether the contract precede the 
dispute or be entered into for  subm is­
sion o f the dispute to arbitration, is in­
dicated in the fo llow ing  grouping o f 
states, according as the conditions 
therein approach those o f the present- 
day ideals which are expressed in the 
Draft State Act prepared and sponsored 
by the Am erican Arbitration Associa­
tion, viz:
1. Under the Arbitration Act o f the 
United States and the laws o f Califor­
nia, New Jersey, New Y ork, Louisiana, 
Massachusetts, P e n n s y l v a n i a ,  and 
Oregon, the statutory rule obtains of 
the irrevocability o f an agreement to 
arbitrate either a future or an existing 
dispute.
2. In Colorado and W ashington the 
courts have held that an agreem ent to 
arbitrate a future dispute is enforceable 
and that a subm ission is irrevocable not­
w ithstanding the absence o f such speci­
fic provision in the statutes.
3. In Illinois, Iowa, Maine, Michigan, 
M innesota, Nebraska, Nevada, North 
Carolina, Utah and W yom ing the stat­
utory rule prevails o f  the irrevocability 
o f the subm ission o f  an  existing dispute: 
also in Georgia after the delivery o f  the 
subm ission.
4. In Arkansas, Connecticut, Florida, 
Idaho, Indiana, Kansas, Montana, Ohio, 
Rhode Island, Tennessee, V irginia, and 
W est Virginia, there obtains the statu­
tory  rule (enacting the com m on law 
principle) o f  the irrevocability o f  the 
authority o f an arbitrator whenever the 
subm ission o f an existing dispute is 
filed with the appropriate court and 
thereby made a rule o f the court prior 
to the m aking o f  an award.
5. In K entucky, the subm ission is ir­
revocable under the General Statute
only  when it states the issue and the 
names o f the arbitrators, and the rule 
o f irrevocability prevails under the com ­
m on law when the subm ission is made 
a rule o f  the court.
6. In M issouri and North Dakota the 
subm ission is not revocable after the 
case has been submitted to a hearing. 
Any party revoking it prior to that tim e 
is responsible for  all costs, expenses, 
and damages, including attorney ’s fees 
in preparation for  the arbitration; and 
there may be a recovery on bonds con­
ditioned for  the perform ance o f an arbi­
tration.
7. In Arizona and Texas a subm is­
sion is not specifically enforceable but 
may be pleaded as a bar to an action.
8. In Alabama, Delaware, Maryland, 
Mississippi, New Mexico, Oklahoma, 
South Dakota, Verm ont, and W isconsin, 
the common law rule prevails of the 
right o f a party to revoke the authority 
o f the arbitrator either under a contract 
to arbitrate a future dispute or under 
a subm ission o f an existing dispute.
This Com mittee has undertaken to 
fo llow  the in junction  indicated in the 
Constitution o f  The Am erican Society to 
regard and foster the w elfare o f state 
organizations o f Certified Public A c­
countants and, therefore, has striven to 
create interest on the part o f and en­
courage state organizations o f Certified 
Public Accountants to take a forw ard 
position in prom oting the doctrine o f 
“ The Arbitration o f  Com m ercial Dis­
putes”  and the legislation necessary 
thereto, as it has been outlined in the 
D raft State A ct o f the Am erican A rbi­
tration Association.
This Com mittee has been successful in 
arousing interest in arbitration on the 
part o f state organizations in the States 
o f Louisiana, Maryland, Michigan, V ir­
ginia, and W ashington, and there are 
hopeful indications in others o f  the 
states covered by the Committee mem­
bership. This interest has been exhibited 
all the way from  the initial step o f  
creating an arbitration com m ittee to the 
actual prom otion o f legislation. There 
have been encouraging indications o f  
appreciation o f  the fact that Certified 
Public Accountants may provoke favor­
able public attention and serve their 
ow n  professional interests by  means o f 
such display o f concern in civic and 
com m ercial welfare.
The State o f New Y ork, which is 
represented in the Committee, has al­
ready disposed o f  the legislative prob­
lem. The State Society, however, has 
continued its Committee on A rbitration  
and that Committee, under the guidance 
o f  its chairman, who is a mem ber also o f  
this Committee, has gone so far as to 
function in the settlement o f  disputes.
In Louisiana, the Draft State A ct pro­
m oted by the Louisiana Society o f  C. P. 
A .’s has becom e a statute; and in the
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States o f Maryland and Virginia meas­
ures are under way for affiliation on the 
part o f the state organizations with the 
Am erican A rbitration  Association  and 
fo r  the prom otion o f legislation.
In Michigan, a mem ber o f this Com­
mittee is president o f  the state organi­
zation o f C. P. A .’s, and is a member 
o f  the Arbitration Committee o f the 
Detroit Board o f Com merce. Notwith­
standing the absence o f a statute gov­
erning the arbitration o f future disputes 
arising under a contract containing an 
arbitration clause, in its functioning 
during the fiscal year recently closed 
the Arbitration Committee o f the De­
troit Board o f Com merce received three 
hundred and forty-one requests for  ar­
bitration submission form s, sixty-one of 
which were com pleted and returned to 
the Committee for  arbitration action. 
During the year one hundred and eleven 
cases were passed on by arbitrators 
under the jurisdiction  o f the Arbitration 
Committee, and only one thereof was 
made the subject o f an appeal. A fter 
review  o f the facts the Court ordered 
a rehearing by the arbitrators upon 
allegation o f  a m iscalculation o f figures, 
and assessed the appellants $30.00 to 
cover the expense o f a rehearing. The 
total am ount involved in the cases sub­
mitted to arbitration under the jurisdic­
tion o f the Arbitration Committee dur­
ing the year was $2,102,425. These 
facts are indicative o f what may be ac­
com plished in a com m ercial center, even 
under an inadequate act.
In Rhode Island, interest on the part 
o f  the state organization o f C. P. A ’s, 
could not be aroused, but the member 
o f  this Committee from  that state was 
successful in obtaining the personal in­
terest and cooperation  o f some o f the 
individual members— sufficient for  the 
purpose o f obtaining the introduction in 
the last session o f the State Legislature 
o f the Draft State Act, which unfor­
tunately did not get out o f the Commit­
tee because o f a political situation 
which presented obstacles rather than 
opposition. It is the hope and expecta­
tion o f this group that before the next 
legislative session the interest of a suf­
ficient num ber o f others w ill be pro­
cured to prom ote the Draft State Act 
through to passage.
In W ashington, the passage o f the 
Draft State Act has been interfered 
with by conditions purely political. It 
is hoped there that these conditions 
may be overcom e by w ork that is under 
w ay to arouse the interest o f  Chambers 
o f  Commerce, Boards o f  Trade, and like 
organizations throughout the state.
In Ohio, the state organization o f C. 
P. A ’s has been intensely interested in 
its cooperative w ork on a revision o f 
the corporation  law and in the prepara­
tion o f  another act having a m ore di­
rect relation. It is thought that at the 
fa ll meeting o f the state organization 
which w ill be held in Cleveland some 
days after the com ing annual meeting 
o f this Society, interest may be aroused 
look ing to affiliation with the Am erican 
Arbitration Association and the prom o­
tion o f legislation such as the Draft 
State Act.
In Kentucky, the state organization 
o f C. P. A ’s, under the wise and active 
leadership o f President W . A. Hifner, 
Jr., introduced in the last session o f the 
State Legislature the Draft State Act 
which is sponsored by the Am erican 
Arbitration Association. But for  de­
lays arising from  measures which had 
to be em ployed in procuring the co­
operation o f  a com m ercial organization 
which was contem plating the introduc­
tion o f a different Arbitration Act, the 
passage o f the Draft State Act as m odi­
fied in conference com prom ises m ight 
have been obtained. By the time the 
com prom ise bill was substituted in the 
Com mittee for  the one originally intro­
duced it was too late to secure action 
therefrom . This made it necessary for  
the bill to go into the Rules Committee, 
where it encountered a legislative jam . 
This experience in Kentucky was like 
some others on the first attempt, and 
probably will be attended with success 
on the second attempt, as in other 
similar situations. This effort is w orthy 
o f special com m endation from  this Com­
mittee because o f the fact that the 
State o f  K entucky was not nominated 
by the Am erican Arbitration Associa­
tion for  representation and, therefore, 
was not included in this Committee.
One o f the objectives o f this Com mit­
tee has been to encourage affiliation on 
the part o f state organizations o f  Cer­
tified Public Accountants with the 
American Arbitration Association, for  
many obvious reasons consistent with 
the purpose and aims o f The Am erican 
Society. It may be well, therefore, to 
here set forth  the steps necessary to be 
taken by a state organization in order 
to obtain such affiliation. The first step 
should be one that is indicative o f an 
interest in “ The Arbitration o f Commer­
cial Disputes,’ ’  than which there is no 
m ore effective way than by the creation
Y our Com mittee on Adm issions have 
the honor to report 234 approved ad­
missions to your Society during the fis­
cal year ended August 31, 1928.
It w ill be recalled that the By-laws 
o f your Society were amended as o f 
February 25, 1928, changing the pro­
cedure o f handling applications for 
membership. Under the present pro­
cedure your Secretary on receipt o f  an 
application forw ards it to the State
o f a standing or special Com mittee on 
Arbitration, com posed o f members hav­
ing a real interest in the subject and 
w illing to do the desirable and neces­
sary prom otion  work. The next, and 
probably concurrent step, should be the 
passage by the state organization o f 
preambles and a resolution in substan­
tially the following form  and language, 
viz:
“ W H ER EAS, the------------  (society, as­
sociation or institute) o f Certified Pub­
lic Accountants has been inform ed of 
the purposes, plan, and activities o f the 
Am erican Arbitration Association, look ­
ing to expansion o f the principles and 
practice o f  arbitration in the United 
States and in foreign  countries, through 
the cooperation  o f trade, professional, 
and other organizations, and by supply­
ing inform ation relating to the proper 
conduct o f  arbitrations:
AND W H EREAS, the ------------------------
o f Certified Public Accountants endorses 
the principles and practice o f  the arbi­
tration o f com m ercial disputes, and, for  
the m ore effective prom otion thereof, 
has created a Committee on Arbitration 
and desires to becom e affiliated with the 
Am erican Arbitration Association :
TH ER EFO RE BE IT  RESOLVED, 
That the president be authorized and in­
structed to com m unicate the desires o f 
t h is ------------------------ to the Am erican A r­
bitration Association, accom panied by a 
copy o f these preambles and this reso­
lution certified by the secretary, to do 
any and all things which may be neces­
sary to the procurem ent o f  a relation­
ship o f affiliation by t h is ------------------------
with the said Am erican Arbitration As­
sociation, and to notify  the Com mit­
tee on Arbitration and the other mem­
bers o f t h is ------------------------ o f the estab­
lishment o f said affiliation when the 
same m ay have been accom plished.”
The Am erican Arbitration Associa­
tion, 342 Madison Avenue, New Y ork 
City, stands ready to supply literature 
and inform ation  on the subject o f  arbi­
tration to every Certified Public A c­
countant who may desire it.




Representative o f the State o f which the 
applicant is a resident fo r  investigation 
and recom m endation.
The result o f  this procedure is that 
your Committee 100 per cent accepts 
the recom m endation o f the State R ep­
resentatives and functions only as a rub­
ber stamp.
It is suggested that this m ethod is 
not quite up to present day methods, 
involves expense, and waste o f  time.
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W e would therefore recom m end a fu r­
ther change in the By-laws that would 
place the approved applications by the 
State Representatives before the Direc­
tors fo r  vote o f adm ission or rejection , 
and have the Committee on Adm issions 
function  only in cases where a hearing 
is desired by an applicant who has been 
rejected.
Respectfully  subm itted,
D . H . McCo l l o u g h ,
Chairman.
FOUR OUTSIDE COMMENTS ON 
ACCOUNTING
Form er V ice  President Thomas R. 
M arshall, in Chapter 14 o f  his “ R ecol­
lections,”  says “ I have always fe lt that 
there was one good  bit o f  constructive 
legislation enacted during my term as 
Governor. It was the putting in o f  the 
public accounting system, whereby the 
books, papers and docum ents o f every 
official in the State are examined by 
certified public accountants— one from  
each party— every year, and the official 
is then checked out, or, if he is short 
in his accounts, is com pelled to adjust 
them.”
Last year A lfred  P. Sloan, Jr., Presi­
dent o f  the General M otors Corporation, 
spoke to autom obile writers and editors 
in which he said am ong many other 
th in gs:
“ Now, after all, everything I have 
told you about in the above can be ex­
pressed in tw o words— proper account­
ing, and I now com e to the point where 
I want to outline to you what I believe 
to be a great weakness in the autom o­
tive industry today and what General 
M otors is trying to do to correct that 
weakness.
“ I have stated frankly to General 
M otors dealers, in alm ost every city in 
the United States, that I was deeply 
concerned with the fact that many o f 
them, even those that were carrying 
on in a reasonably efficient manner, 
were not m aking the return on their 
capital that they should.
“ This brings us back to the same two 
words— proper accounting. Many o f 
our dealers and the same thing applies 
to dealers o f  other organizations, have 
good accounting systems. Many of 
them have indifferent ones and I regret 
to say that too large a percentage o f 
them have practically no accounting 
system at all. Many o f  those who have 
accounting systems, through lack o f 
their being properly developed, are not 
able to effectively use them. In other 
words, they are not so developed that 
they give the dealer the facts about his 
business; where the leaks are; what he 
should do to im prove his position.
“ As I said before, uncertainty must 
be elim inated. Uncertainty and effici­
ency are as far apart as the North Pole 
is from  the South. I f  I could wave a 
m agic wand over our dealer organiza­
tion, with the result that every dealer 
could have a proper accounting system, 
could know  the facts about his business 
and could intelligently deal with the 
many details incident to his business in 
an intelligent manner as a result there­
of, I would be w illing to pay fo r  the 
accom plishm ent an enorm ous sum and 
I  w ould be fu lly  justified in doing so. 
It w ould be the best investm ent General 
M otors ever m ade.”
In the July issue of “ Forbes,”  the lead­
ing editorial “ Looking Ahead W ith  the 
Forbes E ditors,”  contained the fo llow ­
ing paragraph:
“ An accountant was called in when a 
prosperous business was sideslipping 
into bankruptcy. He com bed the busi­
ness in much detail, he reported that 
the sales force  was living on its past 
reputation rather than w riting new 
business, he found the payroll loaded 
with ‘arm-chair executives,’ that the 
w arehouses were badly located so that 
the physical distribution o f the com ­
pany’s products were eating up profits, 
he said a new general manager was 
badly needed. Do you take confidence 
in your accountant? Fortunately this 
concern did and the crisis was passed. 
An interesting discussion o f this im­
portant business phase w ill take place 
in a succeeding issue.”
In the June issue o f the “ Manu­
facturer,”  published m onthly by the 
M anufacturers’ Club o f  Philadelphia, an 
article appears on “ The Quest fo r  More
PROCEDURE OF SOLUTION
Since the only requirem ent in this 
problem  is to determine the book  value 
o f  a share o f stock, the solution m ight 
be lim ited to a m ere calculation o f the 
net w orth o f  the corporation and the 
num ber o f shares outstanding. As it is 
necessary, however, to take into account 
the effect on net worth o f  the treasury 
stock, prem ium  on  treasury stock, and 
the distinction between operating re­
serves and surplus reserves, it seems 
desirable to prepare a new balance 
sheet as the basis o f  the calculation.
In the balance sheet given in the 
problem the treasury stock is shown as 
an asset valued at $125,000, indicating 
a prem ium  o f  $25,000. The acquisi­
tion by a corporation o f  the shares of
Exact Cost A ccounting in the Textile 
Industry,”  in w hich quotations are 
m ade from  tw o recent addresses:
John Fisler, President o f  the Am eri­
can Association o f W orsted Spinners, 
said, speaking o f an attem pt w hich had 
been made to devise and establish a 
cost-finding system, “ The survey has 
dem onstrated and proved the fact that 
we w ill never get our industry any­
where near a safe and sane basis until 
all o f  us know  what our yarns cost us 
and until we figure that cost in pretty 
nearly the same identical way.
“ It showed that one mill could spin 
2 /2 6s fo r  20c, which was the low est 
cost reported, and that another mill 
spinning 2 /26s did so at a cost o f 50c. 
The variation o f 30c represents a differ­
ence o f  150 per cent in producing costs, 
as between tw o mills spinning the same 
yarns.
“ W e must have this cost-finding sur­
vey repeated. I f  w e do not get to the 
definite costs o f  spinning a definite 
count, we are not going to be able to 
do anything, because if  one man figures 
the cost o f  2 /2 6s at 20c a pound, and 
another man figures 50c, and the aver­
age is 34c, your com petition from  the 
20c man is going to be terrific, and the 
man who says it costs him 50c is going 
to go by the board. You m ight say you 
do not want to help him, but you do. 
You want to convince him that he is 
w rong, or the 20c man that he is w rong, 
or determ ine that the average o f 34c is 
wrong, and the only way o f doing that 
is by go ing vigorously, intelligently and 
persistently at it.”
its own stock decreases the cash with­
out providing any other asset in its 
place and there is accordingly no real 
basis fo r  regarding such stock  as a part 
o f  the assets, any m ore than the un­
issued shares, if  any. The net effect o f  
this transaction, therefore, was to de­
crease total assets $125,000 w ith  a 
sim ilar reduction in the net w orth o f  
the corporation , and a reduction in the 
num ber o f shares outstanding.
In the balance sheet given there is 
no distinction between the true surplus 
reserves and the reserves that are in 
fact deductions from  assets. In the lat­
ter class are the reserve for  shrinkage 
o f  inventories and the reserve fo r  de­
preciation. Of course if it is not known 
whether a shrinkage w ill occur in the
SOLUTION TO PROBLEM NO. 5, PART I, OF 
THE TENNESSEE C. P. A. EXAMINATION 
OF MAY, 1928
(Printed on page 248 o f  August, 1928, issue.)
By WM. T. SUNLEY, C. P. A. (Michigan), International Accountants Society, Inc.
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inventory and if  the reserve is set up 
merely to provide fo r  any shrinkage 
which m ight possibly occur, then the 
reserve being in the nature o f  a con ­
tingent reserve m ight well be appro­
priated surplus. But in this solution 
it has been assumed that the reserve is
set up to cover a shrinkage that has 
occurred, sim ilar to the decline in value 
expressed in the depreciation reserve.
A fter making these adjustm ents the 
difference between total assets and total 
liabilities represents the net w orth o f 
the corporation  as shown by the books.
ACCOUNTANCY FOR LAWYERS
In the Law Institute Journal, which 
is the official organ o f  the Law Institute 
of Victoria, Australia, for July, 1927, 
reference was made to an address to the 
Law Students Society o f M elbourne Uni­
versity in Novem ber o f 1924, which ad­
dress dealt with omissions from  the law 
course. W e are quoting two paragraphs 
as illustrating a condition in other parts 
o f  the w orld som ewhat sim ilar to those 
in this country.
“ Now I leave the barristers’ branch 
o f the profession for  that other in which 
lies my experience, which has perhaps 
90 per cent o f  the w hole profession in 
its ranks. The magnitude o f the busi­
ness and law w hich passes through the 
office of a busy solicitor in these times, 
and yet never reaches a law court, 
serves to introduce another om ission o f 
the law course, and that is the lack o f 
accountancy as a subject fo r  those w ho 
w ill practice as solicitors. The reasons 
w hy a solicitor should understand ac­
counts, and be quite com petent to open 
a set o f  books on the proper double­
entry system, are so many and so ob­
vious, to my mind, that it is only neces­
sary to m ention one by way o f illustra­
tion, and that is th is: It is the duty o f  
a solicitor to keep and to be able to pro­
duce proper accounts o f  his transac­
tions with his clients, and especially in 
regard to the trust moneys he receives 
and pays on behalf o f his clients.
“ In this regard the; profession of a 
solicitor differs from  all other profes­
sions. I f £5,000 a  year passed through 
the hands o f an attorney w ho practised 
here in the ’sixties, I w ould be sur­
prised. The solicitor o f  today, if  at all 
busy in conveyancing, passes ten times 
that sum through his books. Is the 
proper recording o f  thousands o f  m one­
tary transactions o f  large totals so un­
im portant that a solicitor should be al­
low ed to do w ithout a system, or let 
one growl up haphazard in his office? 
It is utterly im practicable to em ploy 
fo r  all purposes the professional public 
accountant as the attorney and solicitor 
o f  the old days em ployed a law sta­
tioner to do his engrossing, and I ad­
vise you students, pending the addition 
o f  accountancy to your course, to take 
steps to acquaint yourselves with the 
principles and practice o f bookkeeping, 
so that, if  practicing as solicitors, you 
will not be in the hands o f your clerks, 
and at a disadvantage with your clients 
— in the case o f  com m ercial clients, at 
a contem ptible disadvantage. Unskilful 
bookkeeping, confused m ixing o f 
clients’ moneys with your own, makes 
for  troubles, and, believe me, that way 
lies the Statutory Committee under the 
Law Institute A ct 1917, and a charge o f 
m isconduct.”





Cash on Hand ........................................................ ................................................. $25,000
Notes Receivable ..................................................................................................  30,000
Accounts Receivable ............................................................................................ 100,000
Inventories .......................................................................................... $100,000
Less— Reserve for Shrinkage ...................................................  25,000
75,000
Total Current Assets ..............................................................................  $230,000
Fixed Assets:
Cost of Plant .........................................................................................................  800,000
Less— Reserve for Depreciation ............................................................ .. 50,000
Total Fixed Assets ..................................................................................  750,000
Total Assets ............................................................ ...................................  980,000
LIABILITIES
Current Liabilities:
Notes Payable .........................................................................................................  $50,000
Accounts Payable .................................................................................................. 15,000
Total Current Liabilities .....................................................................  $65,000
Fixed Liabilities:
Bonds Payable ........................................................ ..............................................  200,000
Outstanding ................................................................................................  $200,000
Surplus:
Unappropriated ................................................................................. 190,000
Set Aside for Designated Purposes:
Reserves for—
Extinguishment of B o n d s ....................  $100,000
Additions to Plant .................................. 50,000
Working Capital ......................................  200 000
350.000
540,000
Less— Premium on Treasury Stock ......................................  25,000
515,000
Total Liabilities ................................................. .. 265,000
NET W ORTH
Capital Stock:
Capital Stock Issued .....................................................................  $300,000
Less— Treasury Stock ...................................................................  100,000
715,000
Total Liabilities and Net W o r t h ........................................................  980,000
The (Name) Company 
STATEMENT OF BOOK VALUE PER SHARE
(Date)
Total Assets ............................................................................................................................................. $980,000
Total Liabilities .................................................................................................................................... 265,000
Net W o r t h .................................................................................................................................... 715,000
Capital Stock Issu e d ......................................  3,000 shares, par va lu e....................................  $300,000
Less— Treasury Stock .................................. 1,000 shares, par va lu e ....... ............................  100,000
Outstanding........................................... 2,000 shares, par va lu e....................................  200,000
Surplus:
Unappropriated ........................................... $190,000
Surplus Reserves ........................................  350,000
540,000
Less— Premium on Treasury Stock . . .  25,000
Total Surplus .................................................................................................................. 515,000
Which is $357.50 per share.
2,000 shares Net Worth . . .  715,000
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The Synoptic Journal
Its Application to the Job Printing and Office Supply Business
T HE w riter has met very few  prac­ticing accountants who have given any serious considera­
tion to the benefits to be gained, on oc­
casion, through use o f the Synoptic 
Journal, variously referred to as “ Jour­
nal L edger,”  “ Self Posting Ledger”  or 
“ Synoptican.”
Of course it should be understood 
that the writer does not recom m end the 
Synoptic Journal to the exclusion o f 
other basic form s, except in accounting 
for  fiduciaries and for mercantile sys­
tems where the requirem ents are very 
simple. The point which he desires to 
emphasize is that, though the Synoptic 
Journal has its lim itations, on certain 
occasions nothing else would do so well.
To illustrate the practical application 
o f the Synoptic Journal in a given case, 
the writer is giving below  a general 
outline o f a simplified accounting and 
cost system w hich he devised for  a 
small corporation engaged in the job  
printing and office supply business. 
The system is based on the Synoptic 
Journal form , and after two years’ ob ­
servation thereof the w riter does not 
believe that the same results could be 
obtained with as little effort by any 
other method.
Last o f  Accounts
Assets and Liabilities: Petty Cash 
Fund; Cash in Bank; Customers 
Ledger; Reserve fo r  Bad Debts; Inven­
tory— Office Supply Stock, Paper Stock, 
Job W ork  in Process, Inks and Shop 
Supplies; Postage and Office Supplies; 
Prepaid Insurance; M achinery and 
Equipm ent; Furniture and Fixtures; 
Depreciation Reserve — M achinery and 
Equipm ent; Depreciation Reserve —  
Furniture and Fixtures; Vouchers Pay­
able; Accrued Taxes; Capital Stock; 
Surplus.
Incom e and Expense: Office Supply 
Sales; Cost o f  Office Supplies Sold; Job 
Printing Sales; Paper Stock Used; Com­
position and Press— 1. W ages, 2. Inks 
and Shop Supplies, 3. M achinery Re­
pairs, 4. M achinery and Equipm ent De­
preciation, 5. E lectric Power, 6. Miscel­
laneous, 7. Proportion  o f Overhead; 
Overhead— 10. Advertising, 11. Com­
missions, 12. Salaries, 13. Rent, 14. 
Light, 15. Insurance, 16. Taxes, 17. 
Furniture and Fixtures Depreciation, 
18. Postage and Office Supplies, 19. 
Telephone and Telegraph, 20. M iscel­
laneous; Overhead Applied to M anufac­
turing; D iscount Earned; Bad Debts 
Incom e; Interest Expense; Discount A l­
low ed; Bad Debts Expense.
By LEE MCGINLEY, c . p . a ., 
M arquette, M ichigan.
Opening Entries 
The special form  o f Synoptic Journal 
to be used with this system is illus­
trated in F igure 1.
To com m ence the system a list o f as­
sets and liabilities should be recorded 
on the first lines of the Synoptic Jour­
nal, the account balances being entered
in colum ns as follow s:
Petty cash fund ..................................Column 22
Cash in bank ...................................... ...... ” 6
Customers’ ledger (Control) . . . .  ” 3
Reserve for bad debts .................... ...... ” 23
Inv.— Office supply stock .................... ” 10
” Paper stock ............................. ...... ” 12
” Job work in process ........... .......” 22
” Inks and shop supplies . . .  ” 22
” Postage and office supplies. ” 22
Prepaid insurance ............................. ...... ” 22
Machinery and equipment ........... ...... ” 22
Depreciation reserve— M. and E .. .  ” 23
Furniture and fixtures .................. ...... ” 22
Depreciation reserve— F. and F. . ” 23
Vouchers payable (Control) . . . .  ” 2
Accrued taxes .................................... ...... ” 23
Capital stock ...................................... ...... ” 21
Surplus ................................................. ...... ” 21
A fter the above opening entries nave 
been made, and thereafter at the begin­
ning o f  each month, the follow ing “ re­
versing”  entry should be made on the 
Synoptic Journal:
Job W ork  in Process inventory 
should be credited in Column 23 with 
the balance thereof. The same amount 
should be distributed as a debit as fo l­
low s: Paper Stock should be charged 
in Column 13 (red ink) and Com posi­
tion & Press should be charged in Col­
umn 15 (red  in k ), with the respective 
amounts thereof represented by the 
W ork  in Process account.
Purchase Transactions
Vouchers covering proposed disburse­
ments should be num bered consecutive­
ly as prepared and entered in the same 
sequence on the Synoptic Journal, the 
am ounts o f vouchers being credited to 
Vouchers Payable in Column 2 and dis­
tributed as charges to the accounts a f­
fected. Vouchers covering Office Sup­
ply Stock and Paper Stock purchased 
should be charged in Columns 10 and
12, respectively. Com position & Press 
expense items and Overhead expense 
items should be charged in Columns 14 
and 16, respectively, the numbers o f 
subsidiary accounts being indicated in 
the spaces provided. New Machinery 
& Equipm ent or Furniture & Fixtures 
should be charged in Column 22. 
Freight and cartage on paper and o f­
fice supply stock should be charged as 
part o f  the cost o f such goods. Vouch­
ers covering taxes (except incom e 
taxes) should be charged to Accrued 
Taxes in Column 22, and Vouchers cov­
ering insurance premiums should be 
debited to Prepaid Insurance in Column 
22.
Cheques issued in payment o f  vouch­
ers should be num bered as released and 
recorded on the Synoptic Journal. 
Vouchers Payable should be charged in 
Column 1, with the am ount o f voucher 
being paid; Discount Earned should be 
credited in Column 9 with the amount 
o f discount taken, if any, and the Bank 
should be credited in Column 7 with the 
net am ount o f cheque.
Sales Transactions
A  custom ers ledger should be kept 
containing a separate account fo r  each 
individual custom er, as well as an ac­
count for  “ Cash Sales”  which should be 
treated as representing a com posite ac­
count fo r  all cash customers. Postings 
to the custom ers ledger should be made 
from  the Synoptic Journal.
Invoices against customers should be 
num bered in order as prepared and en­
tered on the Synoptic Journal. Only 
one invoice need be prepared fo r  the 
total o f each day’s office supply cash 
sales. The cost o f each article o f o f­
fice supplies sold should be indicated on 
the duplicate copy o f invoice. A  cost 
sheet should be kept for  each printing 
job , show ing thereon the value o f  paper 
stock used, am ount o f direct labor 
thereon, and estimated amounts o f  in­
direct expense and overhead applicable 
thereto, as well as the profit or loss on 
the job . In com puting the cost o f o f­
fice supplies and paper stock from  day 
to day a percentage should be added to 
bare cost to cover the freight. A  little 
experience w ill dictate the correct per­
centage.
W hen entering an invoice, the 
am ount thereof should be charged in 
either Column 3 or Column 4, depend­
ing upon whether invoice covers office 
supplies or job  printing.
If invoice covers office supplies, the 
cost o f  such supplies should be credited 
to Office Supply Stock ini Column 11; 
the estimated am ount o f  overhead ap­
plicable to the sale should be credited 
to Overhead in Column 17; and the bal­
ance o f  sale price, representing profit 
on the sale, should be credited to Profit
& Loss in Column 19 (a  loss w ould be 
debited in Column 1 8 ).
If invoice is for  job  printing w ork, the 
cost o f  paper stock  used on job  should
be credited to Paper Stock in Column 
13 ; the estimated amount of Composi­
tion & Press applicable to the job 
should be credited in Column 15 ; the 
estimated amount of overhead expense 
applicable should be credited to Over­
head in Column 17 ; and the balance, 
representing profit or loss on the sale, 
should be entered in either Column 18 
or 19 as the case may require.
W hen a customer makes payment on 
account, the total amount to be credited 
to his account should be entered in 
Column 5; any Discount Allowed 
should be indicated in Column 8; and 
the net amount of remittance should be 
charged to the Bank in Column 6.
Cash Transactions
All cash received should be deposited 
in bank, a separate deposit being made 
for the exact amount of each day’s re­
ceipts. At the end of each month when 
bank statement and paid cheques are 
received, all deposit items credited on 
the bank’s statement and all cheques 
returned should be checked off in the 
spaces provided on the Synoptic Jour­
nal. The balance of bank account as 
per statement, plus any items not yet 
credited by the bank, should agree with 
bank balance as per the Synoptic Jour­
nal, plus cheques outstanding.
Minor disbursements should be made 
from a petty cash fund maintained in 
the office. W hen the fund becomes low, 
and on the last day of each month, a 
voucher and cheque should be drawn 
for the amount required to restore it to 
its original amount, the voucher being 
distributed to the accounts chargeable 
as indicated by the cashier’s receipts 
or vouchers taken for the expenditures.
Unusual Transactions
The method of entering any unusual 
transaction will readily suggest itself. 
It is believed that the only entries which 
require special mention herein are the 
following:
Any credits for Office Supply Stock 
bought, Paper Stock bought, Composi­
tion & Press expense items, or Over­
head expense items, should be entered 
in red ink in Columns 10, 1 2 , 14 and 
16, respectively. Any credit to a cus­
tomer for Office Supplies returned 
should be entered in red ink in Column 
3, charging Office Supply Stock in red 
ink in Column 11 with cost of the goods 
returned, and charging Profit & Loss 
in Column 18 with the balance. Any 
special allowance to a customer for job 
printing refused or returned should be 
credited to customer in red ink in Col­
umn 4 and charged to Profit & Loss in 
Column 18.
Any non-operating or unusual items 
of income or expense should be entered 
in Profit & Loss Columns 18 and 19. 
For example, interest paid should be 
charged to Interest Expense in Column
18. Bad debts to be charged off the 
books entirely should be credited to 
Customers Ledger in Column 5 and 
charged to Reserve for Bad Debts in 
Column 22.
Payments received on capital stock 
subscriptions should be credited to Cap­
ital Stock in Column 21. Dividends 
paid to stockholders and Federal in­
come and profits taxes should be 
charged to Surplus in Column 20.
Monthly Entries
After all current transactions have 
been recorded, the following entries 
should be made on the Synoptic Jour­
nal at the close of each month.
The amount of Job W ork in Process 
should be charged in Column 22, credits 
being made to Paper Stock in Column 
13 and to Composition & Press in Col­
umn 15 for the respective amounts 
thereof represented by the work in pro­
cess inventory.
The amount of insurance premiums 
expired during the month should be 
charged to Insurance in Column 16 and 
credited to Prepaid Insurance in Col­
umn 23.
The amount of taxes accrued during 
the month (one-twelfth of estimated 
taxes for the year) should be credited 
to Accrued Taxes in Column 23 ana 
charged to Taxes in Column 16.
The estimated amounts of deprecia­
tion sustained during the month should 
be charged to Machinery & Equipment 
Depreciation in Column 14 and to Fur­
niture & Fixtures Depreciation in Col­
umn 16, and credited to the respective 
reserve accounts in Column 23.
An entry should be made to adjust 
the Reserve for Bad Debts to the esti­
mated amount required at close of the 
month, the contra entry being made to 
Bad Debts Expense in Column 18 or to 
Bad Debts Income in Column 19, as the 
case may require.
A  carefully determined monthly 
charge to cover proportion of salaries, 
rent, light, insurance and taxes ap­
plicable to cost of manufacturing should 
be credited to Overhead Applied to 
Manufacturing in Column 16 (red ink) 
and charged to Proportion of Overhead 
in Column 14.
Columns 14 and 15 should now be 
totaled. The difference therein will 
represent the amount of error in esti­
mating composition and press expense 
applicable to sales. An adjusting entry 
should be made to balance the columns, 
the contra entry being made in Column 
18 or 19, as the case requires.
Likewise, the difference between the 
totals of Columns 16 and 17 will rep­
resent the amount of error in estimat­
ing overhead expense applicable to 
sales. An adjusting entry should be 
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Next, the totals o f  Columns 8 and 9 
should be transferred to Profit & Loss.
 The difference between the totals o f 
Columns 18 and 19 w ill now  represent 
the am ount o f  net profit or loss for  the 
month, which am ount should be trans­
ferred to Surplus by balancing the 
Profit & Loss colum ns and entering the 
ad justing am ount in Column 20 or 21, 
as necessary.
Monthly Statements
Suggestive form s fo r  m onthly state­
ments are illustrated in Figures 2 
and 3.
A fter the Synoptic Journal has been 
closed at the end o f month, inform ation 
fo r  preparing operating statements may 
be readily obtained therefrom  as fo l­
low s:
Office Supply Sales— Total o f  Column
3, less Customers Ledger balance at be­
ginning o f month.
Cost o f  Office Supplies Sold— Total of 
Column 11.
Job Printing Sales— Total o f  Col­
umn 4.
Cost o f  Job Printing Sales— To the 
totals o f Columns 13 and 14 add the in­
ventory o f  w ork in process at beginning 
o f the m onth, and deduct the am ount o f 
such inventory at end o f the month. A 
subsidiary statem ent should be pre­
pared showing the details o f the cost o f 
goods sold figure.
Overhead— The overhead expense 
should be detailed by showing am ounts 
applicable to each o f  sub-accounts No.
10 to No. 20, inclusive. The overhead 
may be prorated between the tw o de­
partments on some equitable basis. The
net overhead shown on statement 
should agree with the pre-closing total 
o f Column 16 on the Synoptic Journal.
D iscount Earned, Bad Debts Incom e, 
Interest Expense, Discount A llow ed and 
Bad Debts Expense— The am ounts o f 
the foregoing  accounts, as w ell as any 
unusual items o f incom e or expense, 
may be determ ined by a perusal o f any 
entries pertaining to such accounts 
w hich were made during the month in 
Profit & Loss Columns 18 and 19.
Inform ation  for  preparation o f bal­
ance sheets may be obtained as fo llow s: 
Cash in Bank— Difference between 
totals o f Columns 6 and 7 on the Synop­
tic Journal.
Customers Accounts— Am ount by 
w hich total o f Columns 3 and 4 exceeds 




Cost of Goods Sold
FIGURE 2— STATEMENT OF OPERATIONS
Total. Office Supplies.
Month. Year. Month. Year.













Furn. and Fix.— Depreciation.. 




Less— Applied to Manufac’g . . .
Net Overhead........................
Operating Profit ..................................  $ .......................  $ .......................  $ .......................  $ ........................ $ ........................ $
Other Income—





interest Expense . .  
Discount Allowed . 
Bad Debts Expense
Total
Net Profit ........................................................................ $ ....................................  $
Detail of Cost of Goods Sold— Job Printing Department.
Month. Year.
Work in Process to Begin ............... $ ..........................  $ ..............
Paper Stock Used ............................................................... ..............
Composition and Press ...................................................... ..............
Wages ..............................................................................  ..............
Inks and Shop Supplies ........................................... ..............
Machinery Repairs ......................................................  ..............
Mach. and Equip.— Depreciation ......................... ..............
Electric P o w e r .................... ..........................................  ..............
Miscellaneous .................................................................  ..............
Proportion of Overhead.............................................  ..............
T o ta l.................................................................  ............
Less— Work in Process at End ......................................  ..............
Cost of Goods Sold .............................. $ .........................  $ ..............
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Inventory, Office Supply Stock— D if­
ference between totals o f Columns 10 
and 11.
Inventory Paper Stock— Difference 
between the totals o f  Columns 12 and
13.
Vouchers Payable— Difference be­
tween totals o f  Columns 1 and 2.
Capital Stock and Surplus— D iffer­
ence between totals o f  Columns 20 
and 21.
Capital Stock should be shown as a sep­
arate item on the statement.
The balances o f all other asset and 
liability accounts may be obtained by 
com bining entries pertaining to each 
such account which were made during 
the month in Columns 22 and 23.
General Rem arks
If a com parison o f actual Overhead
Assets.
Current— Petty Cash Fund ...........................  $
Cash in Bank ..................................
Customers’ Accounts ..................
Inv’t’y— Office Supply Stocks . . .
"  Paper Stock ..................
“ Job Work in Process . .
“ Inks & Shop Supplies . .
“ Postage & Office Sup’l’s 
Prepaid Insurance .......................
Total ......................................
Less— Reserve for Bad Debts . .
Net Current Assets
Fixed—  Machinery & Equipment 
Furniture & Fixtures . .
T o t a l .........................................
Less— Reserves for Depreciation
Net Fixed Assets ..............
and Com position & Press expenses 
with am ounts applied indicates consid­
erable variation the percentage rates 
applied should be revised, otherwise the 
costing feature o f  the system would be 
o f little value and m ight be actually 
misleading.
A  physical inventory o f  office supply 
stock and paper stock should be taken 
from  time to time, and always at the 
close o f  each year, to determine the cor­
rectness o f  the book  values thereof. If 
any discrepancy is shown the book  in­
ventories should be adjusted to their 
correct amounts, the corresponding en­
try being made to Profit & Loss as an 
inventory adjustm ent.
Unless inventories o f shop and office 
supplies vary considerably, it is not 
deemed necessary to adjust their re­
$...................... $
lative book  accounts from  month to 
month.
A fter the Synoptic Journal has been 
closed and m onthly statements pre­
pared therefrom , a revised statement o f 
assets and liabilities should be entered 
on the next page o f the Synoptic Jour­
nal and entries for  the succeeding 
month made in the same manner as 
heretofore described.
CURB FOR STOCK SWINDLERS
The Denver Post, in its Sunday m orn­
ing issue, conducts what is designated 
as the “ Open R ange,”  in which is car­
ried each week the best o f  ideas w hich 
have been subm itted, each containing 
not to exceed 250 words. F or these 
articles the Post pays $10.00 to the 
writer o f the best, $5.00 to the w riter 
of the next best and $1.00 to each o f the 
next best five. In the issue for  March 
25, last, the fo llow in g  was one o f  the 
prize w inners:
“ A  great many legitim ate business 
ventures fa il because they do not suc­
ceed in raising the required capital 
which is necessary to com pletely finance 
the enterprise. For example, $150,000 
may be needed to equip and develop a 
certain m ining property which engineers 
have proved to contain valuable minerals. 
The investing public is called upon to 
buy its stocks and as the money gradu­
ally com es in it is expended for  ma­
chinery and developm ent w ork. A fter 
a few  m onths’ time has elapsed and no 
dividends have been paid, stock  sales 
are no longer possible. Perhaps $100,­
000 has been raised and expended, but 
w ithout the necessary additional $50,­
000 to com plete the project, all so far 
expended is lost and the venture goes 
down in history as a failure.
“ If the m oney raised had been put in 
a savings account until the required 
capital needed was provided, the busi­
ness would have been a success. I f it 
failed to raise the required amount, it 
w ould have all the investors’ cash avail­
able to be returned to them.
“ The investing public (that includes 
every person who places money in sav­
ings banks, building and loan associa­
tions, or purchases stocks or bonds o f 
any k in d ), should insist upon being 
furnished with a copy o f an audit report 
which has been prepared and certified 
to by a certified public accountant. An 
acceptable report o f  this kind should 
contain a description o f all assets and 
fu lly  explain their origin and method 
o f valuation.
“ This is the procedure fo llow ed by any 
reputable financial institution before it 
w ill underwrite the issue o f  any pro­
posed stock or bond financing.
“ The legitim ate business proposition 
can and w ill be glad to furnish such 
a report. The swindle artist w on ’t and 
don ’t dare.’ ’  S. W .
Total Assets ................ $.
Liabilities.
Current— Vouchers Payable .........................  $ ......................... $ ......................... $.
Accrued T a x e s ........... ..................................................... .........................
Total Current Liabilities.
Capital—  Capital Stock 
Surplus .........
Total Capital ...................................................  .......................  ...........
Total Liabilities . . . .  $ .......................  $ ........... ............  $ ...........
Analysis of Surplus.
Month. Year.
Dr. Cr. Dr. Cr.
Balance to B eg in ...........  $ ........................ $ ........................ $ .......................  $ ...........
Credit— Net P rofit......................................  ........................ .......................  ...........
Debit— Dividends Paid . 
Balance at End ..............
Column Totals . . . .  $ ......................... $ .........................  $ ......................... $
FIGURE 3— COMPARATIVE BALANCE SHEET
End Beginning Beginning
of of of
Comparative Balance Sheet. Month. Month. Year.
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Talking Shop
W HAT do C. P. A ’s talk about when they get together in­form ally? Alm ost anything, 
w ould be this w riter’s answer. Taken 
as a class, they are able to talk more 
intelligently about m ore things o f com ­
mon interest than most professional 
men, for  the far flung diversity of their 
w ork brings them in contact with more 
lines o f business, m ore kinds o f people, 
and m ore places than most professions. 
Engineers are more w idely traveled; 
clergym en better read, and lawyers 
closer to politics, but on the whole, ac­
countants, practicing publicly, have a 
wider range o f experience, if not inter­
est, than any other profession. Or at 
least this writer thinks so.
He has spent hours with other C. P. 
A ’ s without any closer reference to ac­
countancy being made than the remark 
o f one man to the effect that he hadn’t 
been able to keep his most recent go lf 
score because h e ’d left his com ptom eter 
at the office.
But, o f course, much shop is talked, 
and it is with this phase o f accountant’s 
conversation that this article is intended 
to deal.
From  observation and som e notes, the 
w riter would estimate that shop talk is 
divided into the fo llow ing  classes:
(1 )  About two-thirds is devoted to 
m ore or less brief description o f  how 
the speaker found and solved a tough 
problem . The difficulties are usually 
stated expansively; but the solutions 
are generally along such vague lines as 
“ W ell, I dug in and checked out the 
ledger, and this is what I discovered.”  
The general idea seems to be to impress 
his hearers with his astuteness.
(2 ) About one-quarter is com prised 
o f client difficulties. Of these half 
seem to arise from  the collection  of fees 
and the rest from  the client’s m iscon­
ception o f what an auditor’s duty to his 
client is. These latter anecdotes gen­
erally conclude with “ So I told him he 
could take the statements as I had 
prepared them in accordance with the 
facts, or leave them, and so I lost an­
other client.”
(3 )  This leaves less than ten per 
cent o f shop talk to produce really con­
structive facts or ideas. But it is worth 
while sitting in on a two-hour session to 
get just one idea. Of course it w on ’t 
do a W isconsin accountant much good 
to learn some “ tricks o f  the trade”  
anent New Y ork Stock Exchange Ques­
tionnaires, nor for  the New Y orker to 
learn similar data about the audit o f a 
cream ery and cheese factory. But 
am ong men with a m oderately diversi-
By L . GLUICK, C. P . A., New Y ork  and 
F lorida.
fled practice, som e useable inform ation 
is almost bound to crop up.
The balance o f this article w ill be de­
voted to reporting a few  o f the things 
the writer learned in this manner. He 
hopes the readers w ill find one o f the 
items o f practical value.
The first came from  a Connecticut 
accountant. The chances for applying 
it are rare, but worthwhile when they 
come. Every accountant who has ever 
handled a bankruptcy case knows how 
grudgingly fees are allowed for  his 
services. If, however, he can show a 
real increase in the bankrupt’s estate as 
a result o f his efforts, his fee is easier 
to collect.
The prerequisites for  carrying out 
this idea are a corporation at least ten 
years old, with at least a quarter o f a 
m illion par value outstanding stock, 
and relatively few  stockholders. That 
means revenue stamps o f large denomi­
nation, not o f recent issue, and there­
fore o f value to philatelists. The re f­
eree w ill usually grant permission to 
sell the stamps or stubs to which they 
are affixed, and the estate is enriched 
by as much as $500.00 from  an other­
wise unsuspected asset.
The next has to do with reports. The 
w riter in his article in the April, 19 28, 
num ber m entioned the difficulty o f 
reading text referring to a schedule or 
exhibit bound in further back. A New 
Y ork C. P. A. and a Chicago Civil Engi­
neer have since told him o f a splendid 
device for  overcom ing this. Instead o f 
using 17x11 paper for  the balance 
sheet, use 25½x 11 paper, and leave the 
left hand 8½ inches blank. In this way 
when the balance sheet is extended, it 
is entirely visible, as well as the text, 
so that both may be read without any 
turning or fluttering o f pages.
The third is in the form  of a “ don ’t.’ ’ 
“ D on ’t pretend to know  it all, or hesi­
tate to call in assistance.”  A Nebraska 
accountant was called in to go over the 
books o f a restaurant. The owner was 
sure there was a leak; one auditor had 
failed to find it, and the only thing the 
owner could think o f was to call in an­
other, better known. The latter, from  
whom  this story comes, was also baffled. 
There should have been profits but 
there w eren ’t. He confessed his fa il­
ure frankly; as far as an auditor could 
go, he had gone; the books seemed O. 
K. But he suggested hiring a detective. 
W hat was more, he knew a reliable
private detective. (H ow  many o f you 
readers d o ? ) The restaurant owner ac­
quiesced. And in twenty-four hours 
the culprit was apprehended and con ­
fessed. W hich didn ’t hurt the second 
accountant’ s reputation one bit. But the 
first one could have made the same sug­
gestion and saved his prestige.
A ll o f you readers have been cau­
tioned against letting client’s em ploy­
ees help you. That’s sound advice. You 
have read o f the bank examiner who 
thought that one teller was a rem ark­
ably good fellow  to stay overtime and 
help him total up the w ork sheets, when 
the teller was really doing it to m anip­
ulate the totals in such a way as to 
cover his defalcation. It is also sound 
advice not to help a bookkeeper in do­
ing w ork w hich the bookkeeper should 
have done. But a happy medium can 
be struck, if the auditor is any judge of 
human nature, and uses any discretion. 
As witness this from  a New Y ork  C. 
P. A.
He had a client for  whom  he per­
form ed a m onthly “ general ledger 
audit.”  The subsidiary ledgers were 
to be m erely tested; if out o f control 
that fact was to be reported, and it 
w ould be up to the bookkeeper to find 
and correct the errors. For three con ­
secutive months, however, the sem i­
senior assigned to the case, checked out 
and balanced the subsidiary ledgers, 
and was properly rebuked for  wasting 
his em ployer’s time on a case that was 
none too profitable anyhow.
The boy ’s only defense was that the 
girl bookkeeper was overw orked and 
she seemed honest if not very com pe­
tent. But he had won the g irl’s good 
will, and the fourth  month she dis­
closed to him an irregularity which no 
auditor ever w ould have caught— until 
it was too late. One o f the partners 
had issued a firm note, discounted it 
and kept the proceeds. How the girl 
found it out, the auditor didn ’t inquire. 
He entered it on the books, however, 
and included it in the report, despite 
the girl’ s protests. But when the other 
partners got the report, the erring part­
ner was speedily ousted, the auditor got 
a pat on the back fo r  his astuteness, 
and the girl kept her job, with a raise.
One thing which most auditors seem 
to agree on when talking shop is that 
it is the principals m ore often  than their 
cashiers and bookkeepers who are 
crooked. A m ajority o f times the seem ­
ingly fraudulent entries are made at 
the dictation o f “ the boss” ; the book ­
keeper knows they are wrong, but the 
“ white collar”  labor market is oversup­
plied, and “ a job  is a jo b .”  If the audi­
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tor  reports to the client, the technically 
guilty  but really innocent clerk w ill at 
least lose his jo b ; and if  the auditor 
fixes the responsibility on “ the boss,”  
the auditor loses a client. And while 
such a client may not be desirable, still 
he is a client. So the auditor has a 
nice problem  o f ethics on his hands. 
“ W hat would you do in a case like 
th a t?”  W ell, one C. P. A. acted in this 
wise, though his actions may not be 
universally applicable.
He told the client point blank who 
was to blam e; insisted that the book­
keeper be retained unm olested until he 
(the bookkeeper) could get a better 
job , and demanded that the client re­
tain him as accountant and behave him ­
self. This auditor has a high concep­
tion o f the PUBLIC in his title. He 
deem ed it no breach o f confidence to 
tell his client’s bank if the client did 
not cease “ cook ing”  his books. He felt 
it his duty to the Public to do so, if 
the client continued to act dishonestly, 
and he also fe lt that he could best serve 
the Public by continuing as auditor for  
that client, for, know ing the client’s 
dishonest tendencies he would not be 
caught napping as a newly engaged 
auditor very w ell might.
W hether you agree with him or not, 
his viewpoint has merit, aside from  his 
personal profit in retaining the audit 
fee. But it recalls another anecdote. 
This New Y ork  accountant had discov­
ered positive proof that a certain hith­
erto trusted clerk had been guilty o f 
theft. To the auditor’s surprise, the 
em ployer did not even discharge the 
man. Instead he merely set up the es­
timated am ount o f  the defalcation as a 
charge against the clerk to be cleared 
by w eekly deductions from  the clerk ’ s 
salary, and explained his action this 
way:
(1 ) “ Now that I know  h e ’s a crook,
I can watch him accordingly, and now 
that he knows I know, he ’s less likely 
to repeat the offense.
(2 ) “ If I prosecute him and he goes 
to prison, his fam ily w ill suffer.
(3 ) “ If I merely fire him, he ’ll likely 
steal from  his next boss; and
(4 ) “ Until he ’s made com plete res­
titution, I ’m sure he w on ’t quit me in 
the busy season.”
The em ployer’s attitude seems to be 
m ore shrewd business than altruistic 
mercy, but according to the auditor tell­
ing the story, it was entirely success­
ful.
Some months ago the writer had an 
article in this magazine dealing with 
the preparation o f good reports out of 
scant m aterial o f  poor quality. It ’s ob ­
ject was to dem onstrate that many a 
seem ingly hopeless case can be saved, 
but it never was intended to prove that
either an orthodox balance sheet and 
P. & L. statement must result or the 
accountant show him self utterly incom ­
petent. Nothing can be further from  
the truth. Many years ago, the writer 
read a detective story, the basic prin­
ciple o f which was “ Evidence in the 
destruction o f evidence.”  He has seen 
it in other stories many times since; it 
probably w asn’t new then, except to 
him. Now if that is amended to read, 
“ Evidence in the destruction or ab­
sence o f  evidence,”  it is applicable to 
many an accounting job . As the fo l­
low ing story (from  a Canadian Chart­
ered Accountant) proves.
This C. A. had been engaged by out­
side interests to go into a large organi­
zation, make an investigation and the 
usual report. To his amazement and 
near consternation he saw at once that 
only a m inutely detailed audit would 
give him the necessary data. The exist­
ing records were too volum inous in 
some respects, and utterly lacking in 
others. Cash was scrupulously record­
ed; current assets and liabilities en­
tirely disregarded. There were only 
fragm entary memos o f receivables; lia­
bilities, other than bonded debt, were 
ignored until they came due, and were 
paid; the organization had never issued 
a balance sheet, and could not do so, 
for  there was no general ledger.
Now the accountant would have dear­
ly enjoyed putting a large staff to w ork, 
and by much painstaking detail audit­
ing and bookkeeping build up accounts 
from  which an orthodox report could 
have been prepared and certified. The
Officers, D irectors, State Representa­
tives and Members o f The Am erican 
Society o f Certified Public A ccount­
ants :
In subm itting my second report as 
Secretary I desire to preface it by ex­
pressing personal thanks to all o f you 
who have cooperated in attem pting to 
make the past year one which we be­
lieve has been successful in advancing 
the accounting profession.
Members
On September 1, 1927, we reported 
a membership o f 2466. On August 31,
1928, we report a membership o f 2502.
Finances
The financial statements for  the year 
just closing indicate that the Society 
conducted its activities for  the past year 
with practically the same net revenue 
as it had the preceding year. The fi­
nancial statements cover the affairs o f 
The Am erican Society and The Account­
ants Publishing Company, which cor­
poration publishes THE CERTIFIED
astonishing thing was that the organi­
zation had managed to keep going and 
maintain any credit. But his clients 
(outside interests) had specified a dead­
line date, he knew there were good 
reasons w hy no m ore time could be al­
lotted to the project, and that the time 
he had w ould not allow  a detailed audit, 
even if he could have used any number 
o f  assistants and disregarded the fee.
So he learned all he could about the 
organization, and produced a report. It 
wasn’ t like anything the w riter has 
ever seen elsewhere. The financial 
statements were set up in perfect form , 
with 90 per cent o f the items in the 
m oney colum ns blank. And the tre­
mendously lengthy text dealt with what 
he had found, and m ore with what 
he had not found, and very little ex­
planation was needed as to why there 
were no figures in the statements.
And his clients were satisfied. They 
had wanted to know the condition o f 
the organization, and the absence o f  
the inform ation was just as enlighten­
ing as an ordinary report, even if un­
expected. It w on ’t be easy for  this old 
organization, huge as it is, to float an­
other bond issue or even maintain its 
current credit. The accountant confi­
dently hopes to get the job  o f building 
up the accounting system; in fact by 
the time this appears in print, may be 
doing so.
A ll o f which proves that some kind 
o f intelligent report can be produced. 
And also, to the w riter at least, that it 
pays to listen to shop talk ; he usually 
learns a little som ething worthwhile.
PUBLIC ACCOUNTANT and the stock 
in which is ow ned by The Am erican 
Society.
Headquarters
The transfer o f  headquarters to the 
National Press Building has, we be­
lieve, been o f benefit to the Society in 
that it has given us a m ore central lo ­
cation and has given us points o f  con­
tact which we did not have in the old 
building. The fact that the Govern­
ment has placed three o f its Internal 
Revenue offices in the National Press 
Building has made it m ore convenient 
fo r  members to utilize the library which 
we have provided.
D irectors’ M eetings 
The Board o f Directors held two reg­
ular meetings in the offices o f the So­
ciety, the first on Decem ber 2 and the 
second on May 7. Both were well at­
tended.
E lection  o f  Repreteentatives 
The changes made in the By-Laws
REPORT OF THE SECRETARY
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with reference to the election  o f Repre­
sentatives resulted in a much larger 
num ber o f Representatives for  the en­
suing year receiving a m ajority o f the 
votes cast in their respective states than 
has been true in any other year. More 
than twice as many Representatives for 
1928-1929 received a m ajority vote than 
received a m ajority  vote in 1927-1928, 
and over three times as many as in the 
year 1926-1927.
Functions o f  State Representatives
Reference is made to the report of 
last year, to be found on page 295 o f 
the October, 1927 issue o f TH E CER­
TIFIED  PUBLIC ACCOUNTANT, in 
which this subject was discussed at 
some length. It is proposed to recom ­
mend an am endment to the By-Laws a 
year hence which shall fu lly  cover this 
subject.
The Am erican A rbitration  Association
The relations during the past year o f 
The Am erican Society with the Am erican 
Arbitration Association have been still 
further cemented by the appointment 
o f H om er A. Dunn and Durand W . 
Springer as members of its Exchange 
Committee. Mr. Dunn has been pres­
ent at each meeting o f the Committee 
since its establishm ent and the Secre­
tary was able to be present at one. 
The Am erican Society was able to con­
tribute $500.00 to the Research and 
Publications Fund o f the Am erican Ar­
bitration Association, a contribution hav­
ing been made to The Am erican Society, 
through the efforts o f its Arbitration 
Committee, o f  that am ount to be used 
by the Society in furthering the cause o f 
Arbitration.
Travel
From  September 1, 1927, to August 
31, 1928, the Secretary covered 30,9 63 
miles in his various trips, notices con­
cerning which have appeared in THE 
CERTIFIED PUBLIC ACCOUNTANT 
from  time to time. Since assuming 
office he, as Secretary, has been able 
to meet with certified men in all the 
States o f  the Union but nine. His plan 
was to get into every city where there 
were five or more certified public ac­
countants and in all the States visited 
he has been able to do this except in 
two cases where railroad connections 
did not permit those two visits within 
the time lim it which had been set for 
the trips.
He expresses the hope that in no case 
has the visit been productive o f un­
satisfactory results as far as the pro­
fession is concerned and while in ar­
ranging extensive trips it is not always 
possible to be at each place at the most 
opportune time either o f the year, month 
or week, he desires to express his ap­
preciation o f  the efforts made by the 
certified men in the several localities
to make these trips beneficial to the pro­
fession. .
Luncheons, Chapters and Societies 
The past year has witnessed a marked 
increase in the num ber o f  weekly lunch­
eon accounting groups and, as, far as 
the Secretary knows, in each case they 
have been beneficial to the certified men 
in those respective localities. W e urge 
that wherever possible a better ac­
quaintance be established between cer­
tified accountants as the result o f these 
in form al get-togethers.
It is also noticeable that the tendency 
to the establishm ent o f  chapters has re­
ceived a marked impetus during the 
year. There are local subjects which 
need a m ore form al discussion than can 
be possibly had in a luncheon group 
and the m onthly chapter meeting, con­
tinuously maintained, w ill do much to ­
wards placing the C. P. A. upon a pro­
fessional basis in every community.
W ith  the developm ent o f chapters 
the State societies w ill find their in­
fluence being, in fact as well as in theory, 
o f a State character rather than, while 
assuming to be a State society, really 
having an influence only in the largest 
city.
State Legislation 
This has been an off year as far as 
legislatures are concerned. The Sec­
retary ’s office has been o f some assist­
ance to the certified men in four States 
where legislation was considered which 
w ould affect the Certified Public A c­
countant. No legislature has enacted in­
jurious legislation and Virginia, as the 
result o f the efforts o f the V irginia So­
ciety, has placed on its statute books a 
com plete regulatory law.
Exam ination Questions 
Reference was made in our report of 
a year ago to this subject which has 
be en brought to the attention o f the 
Society every year. The Board o f D irec­
tors o f The Am erican Society approved 
a statement as to the policy o f The 
Am erican Society with regard to prepar­
ing exam ination questions for  State 
Boards, w hich statement was forwarded 
to the Council o f  the Am erican Insti­
tute.
Affiliation 
The report o f the Committee on State 
Organizations gives the result o f  a sur­
vey by the Secretary’s office with re f­
erence to State societies, as a result o f 
which it was fe lt by the Directors that 
the im mediate efforts o f The Am erican 
Society should be to assist State so­
cieties in developing a stronger w ork­
ing basis than most o f  them had, leav­
ing the question o f affiliation to a later 
date.
The Certified Public Accountant 
This official organ o f The Am erican 
Society, which is under the editorship of
the Secretary o f the Society, has been 
the subject o f careful study by the Com­
mittee on Publication and the Directors. 
The Com m ittee’s report explains in de­
tail much that has been done. It m ight 
be well to add that as a result o f the 
changes in type and make-up we are 
now m onthly presenting to our members 
and subscribers about 30 per cent m ore 
reading matter than we did last year.
Federal Legislation 
The report o f our Committee on this 
subject was prepared prior to the last 
w ork done by them which was the pre­
sentation o f a mem orandum to the 
Special Committee on Consolidated Re­
turns with reference to the new  Treas­
ury regulations which w ill be prepared 
by that Special Committee. 
International Congress on Accounting 
The report o f  this com m ittee carries 
the suggestion that the Congress may 
be held in New York. A  com m unica­
tion from  the Chairman o f the Exec­
utive Committee, R obert H. M ontgom ­
ery, under date o f September 26, 19 28, 
indicates that the change has been defi­
nitely made and that this Congress w ill 
meet in New Y ork  the week o f Septem­
ber 9, 1929.
State Society Awards 
A t the D irectors’ meeting in Decem­
ber the Secretary reported that a con­
tribution o f $300.00 had been made for  
the purpose o f  presenting awards to 
State societies under three different 
conditions. The Directors accepted the 
g ift and the prizes w ill be awarded at 
the annual banquet to be held in con­
nection with the New Orleans meeting. 
The same donor w ill furnish a sim ilar 
am ount for similar awards during the 
com ing year stipulating, however, that 
the same State society shall not be con­
sidered as a contestant in the group in 
which it received an award during this 
year but it may be considered in either 
o f  the other two groups.
D irectory
The Board o f Directors at its May 
meeting decided that, for the coming 
year at least, as an experiment, the So­
ciety should issue two Directories, one 
as of November 1st and one as of May 1, 
next.
Committees 
Each year from the beginning the So­
ciety has taken on new activities, and as 
a result the number o f committees has 
regularly increased. An enumeration of 
them gives an idea of its present oper­
ation. Standing Com m ittee: Adm is­
sions, Advisory, Budget, and Finance, 
Complaints, Constitution and By-Laws, 
Education, Federal Legislation, Publica­
tion, State Legislation, State Organiza­
tions. Special Com m ittees: Annual Con­
vention, Arbitration, Calendar Simplifica­
tion, Classification o f Accountancy Serv­
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STATE SOCIETY NEWSices, International Congress on A c­counting, Natural Business Year, Pan- 
Am erican Relations, State Society 
Awards.
Deaths
During the year several members of 
The American Society have presented 
their last balance sheet to the Court o f 
Last Resort. We record their names 
with regret at their passing from our 
midst:
Am os D. Albee, Boston, Mass.
Benhard Bernstein, Louisville, Ky.
S. A. Cameron, Memphis, Tenn.
Arthur W. Cary, Boston, Mass.
Sidney S. Chapman, Stuttgart, Ark.
Richard L. Crofton, Chicago, Ill.
David Grey Devenish, Asheville, N. C.
James A. Duvall, Raleigh, N. C.
Emil Ganz, Omaha, Nebr.
W illiam B. Hatton, Pueblo, Colo.
Ira P. Jones, Miami, Fla.
Wilbur A. Jordan, Jr., Boston, Mass.
Verne Russell McDougle, Portland, Oreg.
Lena E. Mendelsohn, Boston, Mass.
Clayton C. Pruner, Los Angeles, Calif.
George Ridout, Brooklyn, N. Y.
Edward C. Robinson, Springfield, Mass.
Walter E. Schneider, Milwaukee, Wis.
Gershom Smith, Jackson Heights, N. Y.
Norman L. Tromanhauser, Kansas 
City, Mo.
In closing, the Secretary desires to ex­
press his realization of the inadequacy 
in some instances with which several 
lines of activity which he has undertaken 
during the past year have been performed. 
Scouting as a field secretary, acting as 
an embryo editor and operating as an 
office director have sometimes resulted in 
the omission of things which should have 
been done at a definite time. The tend­
ency to attempt to cover too much ground 
is an American trait. He records his ap­
preciation o f the work of the office group, 
and trusts that the net result of what has 
been accomplished in the interest o f the 
profession may warrant the belief that 
The American Society has rendered a 





ADVICE TO YOUNG 
ACCOUNTANTS
The form ula for  success in Account­
ancy is as fo llow s:
Take the square root o f ability and 
determination, divided by laziness; add 
good luck m ultiplied by the patience of 
clients; subtract postage and typewriter 
ribbons; extend endurance to infinity; 
m ultiply the dividend by the econom y 
of one wife carried to the nth pow er; 
divide am ong x children and y credi­
tors; borrow  $5.00 and put the net bal­
ance in a bank, if  you can find one to 
open an account for 49 cents.
ILLINOIS 
A ll detailed rules o f ethical conduct 
were repealed by the Illinois Society o f 
Certified Public Accountants at its an­
nual m eeting at the Palm er House in 
Chicago on September 11. In lieu 
thereof the society adopted the fo llow ­
ing by-law:
“ Each member o f this Society shall 
observe the ethical proprieties o f the 
profession, rem em bering that the pub­
lic ’s reliance upon his reports can be 
maintained only by the utm ost diligence 
in the determination and clear presen­
tation o f essential in form ation; that the 
clients’ confidences are to be held in­
violate; that any business affiliation, 
commitment, or understanding should be 
avoided if it is inconsistent with the 
dignity o f  his profession or may im ­
pair the im partiality o f his attitude or 
the confidence which the public places 
in him ; and that unseemly solicitation 
or advertising or any lack o f considera­
tion for  the rights o f others is discredit­
ing to the accountant, to this Society, 
and to the profession .”
It was the feeling o f the society that 
the older elaborately detailed specifica­
tions, by their technicality o f  phrase­
ology, tended to perm it violations o f the 
spirit o f ethical conduct which could 
not be punished because they did not 
violate the written laws.
The rules which were repealed were 
those which the society had copied with 
very few  changes from  the code o f the 
Am erican Institute o f Accountants.
In order to give the board o f  directors 
m ore specific power to punish violations 
o f the principles o f professional conduct 
the society adopted another by-law as 
follow s:
“ Section 1. I f any member—
“ (a ) Is held by the Board o f Directors 
to have violated any o f the By-Laws o f 
the Society or to have been guilty o f any 
act or default discreditable to a public 
accountant; or
“ (b ) Is convicted o f felony or misde­
meanor, or is finally declared by any 
court of com petent jurisdiction  to have 
com m itted any fraud;
“ He shall be liable to admonishment, 
suspension from  membership for  a pe­
riod not exceeding two years, or ex­
pulsion.
“ Section 2. No penalty shall be in­
flicted upon a member unless and until 
the Board o f Directors shall have caused 
to be prepared and served upon such 
a mem ber a specification o f the charge 
or charges against him, together with a 
notice o f  the time and place when such 
Board will convene for a hearing there­
of, such m eeting to be held within 
twenty-five days, but not before ten days, 
after the service o f  such notice; and un­
less and until, at the meeting o f the 
Board o f Directors convened in accord­
ance with the above described notice, 
or at any adjournm ent thereof, at least 
fou r Directors shall have voted fo r  the 
infliction o f such penalty. Any penalty 
thus inflicted may be revoked or m odi­
fied by a subsequent similar vote.
“ Section 3. If a mem ber shall resign 
while under notice that charges are 
pending against him, his resignation 
shall only be accepted by the Board o f 
D irectors as a resignation by request o f 
the Society and shall at all times and 
places be so regarded.
“ Section 4. No resignation o f a m em­
ber shall be effective until and unless 
accepted by a m ajority  vote o f  the Board 
o f D irectors at a law fully  convened 
meeting.
“ Section 5. Notice o f any resolution 
for  expulsion, suspension, acceptance o f 
the resignation, or reinstatement o f a 
member, shall forthw ith be sent by the 
Secretary to the person affected thereby, 
and to each member o f the Society.
“ Section 6. Upon the expulsion, sus­
pension, or acceptance o f the resigna­
tion o f any member, the Secretary shall 
demand the return o f the Certificate o f 
Membership, as provided for  in Article 
VII, Section 2, o f these By-Laws.”
The com m ittee on by-laws also recom ­
mended the publication o f a pamphlet 
interpreting in some detail the new by­
law dealing with matters o f professional 
ethics.
The com m ittee on by-laws consisted 
o f H. A. Finney, Chairman; H arold Ben­
ington; George P. Ellis; George E. 
Frazer; T. B. G. H enderson; Francis R. 
R oberts; Julius V. W eiss.
The fo llow ing  officers and directors 
were elected fo r  the ensuing year:
Officers: David Him melblau, Presi­
dent; J. H. Gilby, Vice-President; H om er 
L. Miller, Secretary-Treasurer.
D irectors: J. Fred Lynn, Paul W . 
Pinkerton, Clyde H. Hunter, C. K ier 
Davis.
Eighty-six were present at the meet­
ing, including three student members 
and guests and the winners o f the two 
m edals offered by the Society to those 
who passed the last Illinois examina­
tions with the highest rank. The m edal­
ists were, E. H. Schuck (g o ld ) and Ben­
ton W irt Pow ell (s ilver).
In the absence o f  both the President 
and the Vice-President, Eric L. K ohler, 
Secretary-Treasurer, was elected Chair­
man o f the meeting. He gave his an­
nual report as follow s:
“ This year marks the twenty-fifth an­
niversary of the founding of the Illinois 
Society o f Certified Public Accountants. 
W hile the year has been a busy one pro­
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fessionally for the officers of the Society, 
its activities have been many. R ecogni­
tion and application o f the high stan­
dards o f professional conduct which the 
Society enjoins on its members have 
been frequently expressed, and the busi­
ness w orld has becom e increasingly de­
pendent on the certified public account­
ant for  helpful interpretation o f financial 
facts.
“ During the year, forty-three persons 
were elected to mem bership in the So­
ciety as against eight whose resigna­
tions were accepted and nine who were 
dropped for  non-payment o f  dues; a net 
gain o f twenty-six members.
“ On Novem ber 30, 1927, the executive 
secretary o f  the Society was replaced by 
an assistant secretary with a consider­
able financial saving. The duties o f 
the executive secretary and a stenog­
rapher have been ably carried on by 
Mrs. A. K. W allace, and your secretary 
recom m ends that her services be con­
tinued. Her knowledge o f accounting 
and the professional side o f  accountancy 
has been invaluable in the administra­
tion o f  her duties. The office o f the 
Society has been maintained throughout 
the year in the Bell Building, 307 North 
Michigan Avenue. Y our secretary be­
lieves that the office o f  the Society 
should continue to exist for  the purpose 
o f transacting the ever-increasing busi­
ness pertaining to the Society and its 
members and for  the purpose o f  pro­
viding a location for  the Society’s li­
brary.
“ Am ong the im portant activities o f 
the office has been the placing o f ap­
plicants fo r  positions with accounting 
firms and with private enterprises. R e­
quests from  some fifteen or twenty firms 
fo r  both jun ior and senior accountants 
have been received during the year, mak­
ing necessary the installation o f a file 
in which records o f  applications and 
placements are kept.
“ The present incom e is now  sufficient 
to maintain an independent office and it 
is believed that its continued existence 
w ill add m aterial prestige to the posi­
tion o f the Society in the community.
“ The Library o f the Society is in a 
sad state o f obsoletism . It is hoped that 
during the com ing year mem bers may be 
encouraged to devote volum es and funds 
for  its re-establishment as a reference 
library for  both students and practition-
NEW ORLEANS 




ers. The sum o f five hundred dollars 
w ould doubtless be sufficient for  the 
purpose.
“ Seven meetings o f  the Society were 
held during the past year at which im­
portant papers were read. On Novem ­
ber 12th, the Society was entertained at 
Urbana and the mem bers present at­
tended the Illinois-Chicago football 
game. To this meeting were invited all 
practicing accountants in Illinois. On 
April 25th occurred the jo in t meeting 
of the Chicago Chapter o f the R obert 
M orris Associates. The June meeting o f 
the Society was held in conjunction  with 
the regional m eeting o f the Am erican In­
stitute o f Accountants and was follow ed 
by the annual go lf tournament.
“ Financially the Society is on a sound 
basis, a sm all sum having been added to 
the surplus o f  a year ago. Members have 
been generous in their response to re­
quests for  subscriptions to finance 
special activities. Because o f the change 
in the office o f  the executive secretary 
the proceeds from  current dues proved 
to be ample fo r  the current year’s ex­
penses, perm itting refunds to be made to 
the donors o f  the executive secretary’s 
fund. By action o f the Board o f D irec­
tors the subscribers have been relieved 
o f further obligations to this fund. The 
thanks o f the Society are due them for 
their readiness to underwrite the So­
ciety ’s undertakings.”
Reports o f  the fo llow ing  committees 
were presented and accepted: Natural 
Business Year, Geo. W . Rossetter, Chair­
man; Education, Charles S. J. Banks, 
Acting Chairm an; Investigation and 
Complaints, T. B. G. Henderson, Chair­
man; Year Book, A lbert T. Bacon, 
Chairman; and By-Laws, Harry A. F in­
ney, Chairman.
The auditor’s report for  the fiscal 
year ended August 31, 1928, was ap­
proved.
Geo. E. Frazer, C. P. A., addressed 
the society and related many interesting 
observations during his recent trip 
abroad.
NEW  YORK
The Buffalo Chapter o f the New York 
State Society of Certified Public Ac­
countants, under the leadership o f Edw.
C. Gruen, President, Edgar G. Lucker, 
Vice-President, Edwin E. Leffler, Secre­
tary and Luther K. W atkins, Treasurer, 
sponsored a luncheon at the Buffalo 
Athletic Club to the members and Coun­
cil o f  the Am erican Institute o f  A c­
countants in connection with the annual 
meeting o f  the Institute. The luncheon 
was in the immediate charge of a com ­
mittee o f  six, three from  the Buffalo 
Chapter o f the New Y ork  State Society 
and three representative non-certified 
accountants o f  Buffalo, the President o f 
the Buffalo Chapter presiding. One
hundred and one Buffalo accountants 
were present to greet the thirty-six o f­
ficers and Council members who were 
guests.
SOUTH CAROLINA 
The annual meeting of the South Caro­
lina Association of Certified Public Ac­
countants w ill be held in Columbia, S. C. 
during the afternoon and evening o f Oc­
tober 23. An interesting program is be­
ing planned, one of the features of which 
will be an address by Mr. J. H. Shields, 
of Duke University, Durham, N. C., on 
the subject of “Recent Trends in Con­
trollerships.”  As has been the policy of 
the Association for the past several years, 
all accountants who can possibly attend, 
whether members of the Association or 
not, are cordially invited to be among 
those present at the dinner in the eve­
ning.
TEXAS
The annual meeting o f the Texas So­
ciety o f Certified Public Accountants 
w ill be held at San Antonio on Novem ­
ber 30 and Decem ber 1, 1928. A  pro­
posed com plete revision o f the Constitu­
tion and By-laws o f the Society has been 
sent out to all members and it, together 
with any suggestions hereafter made by 
individual members, w ill be considered 
by a special com m ittee o f which J. R . 
Nelson, o f  Dallas, is Chairman and its 
recom m endations made to the annual 
meeting.
IN MEMORIAM
VERNE RUSSELL McDOUGLE, C. P. 
A. (O regon No. 83, May 17, 1923, and 
W ashington, Novem ber 14, 19 24 ), died 
in June, 1927. He was a member o f  the 
firm o f M cDougle & Van Zile o f  P ort­
land, Oregon.
Mr. M cDougle was born in Charles­
ton, Illinois, on Decem ber 20, 1893. He 
attended the Charleston High School, 
University o f  Illinois, M illikin Univer­
sity, and University o f  W isconsin, re­
receiving A. B. and M. A. degrees. He 
was instructor in accounting at the 
University o f Illinois, professor o f  ac­
counting at the University of Oregon 
and was the author of “ Cost o f  By- 
Products o f  Scrap,”  “ Tests and Time 
Studies for  M echanical Accuracy in Ma­
chine Shops.’ ’ H e was a mem ber of 
Beta A lpha Psi, Sigma Alpha Epsilon, 
Phi Beta Kappa, Kappa Alpha Psi, the 
National Association o f Cost Account­
ants, the Am erican Association o f Uni­
versity Instructors in Accounting and 
The Am erican Society o f  Certified Pub­
lic  Accountants. He is survived by his 
w ife and one child.
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REPORT OF TREASURER
Gentlemen: In complying with the 
honor bestowed upon me at the last An­
nual Meeting, I have the pleasure to re­
spectfully submit a summary o f the finan­
cial transactions of your Society for the 
year September 1, 1927-August 31, 1928, 
inclusive, as follows:
Cash on hand September 1, 1927 .. $475.88 
Receipts as reported in detail . . . .  34,016.42
Available C a s h ...........................  34,492.30
Cash disbursements .........................  31,890.98
Balance on H a n d ....................... 2,601.32
Balance as reported by the deposi­
tary —  National Metropolitan
Bank .................................................... $4,851.66
Checks No. 140 to No. 152. in­
clusive, outstanding ....................  2,224.19
Balance ......................................... 2,627.47
Your attention is respectfully called to 
the difference of $26.15 between the bal­
ance shown by my records and that 
shown by the depositary. This differ­
ence exists in the dues for  the fiscal
year and, no doubt, represents a few  
sm all collections received by the secre­
tary after m aking his final report to me.
Your secretary and his associates are, 
in my opinion, to be commended upon 
the prompt and efficient manner in which 
they have conducted your affairs.
It is with deep regret that I find it im­
possible to attend the convention at New 





N ote: The difference referred to by 
the Treasurer consists o f two Hawaiian 
checks which the bank took  for  collec­
tion and reports concerning which did 
not com e to us in time to appear in the 
sheets w hich went to the Treasurer 
but credit for  which has been taken in 




E X H IB IT  A  
COMPARATIVE BALANCE SHEETS AS  
AT AUGUST 31 
THE AMERICAN SOCIETY OF CERTIFIED  
PUBLIC ACCOUNTANTS
Debit—
Reserve for depreciation 1,013.94
3.787.82
Net Worth. August 31, 




Bank ............................. $2,627.47 $475.88
Imprest ......................... 900.00 900.00
Bills receivable .............. 30.00
Accounts receivable . . . 407.78
Prepaid expense ........... 833.99
4,391.46 1,783.66
Fixed—
Furniture and fixtures. *3,041.82 3,766.76
Library ....................... 1,241.03 572.15
Capital Stock of Account­
ants—
Publishing Company . . 4,970.00 5,000.00
13,644.31 11,122.57
Liabilities and Net Worth.
Current—
Dues paid in advance.. $76.25 $243.50
Accounts p ay ab le ......... 24.72 1,123.55
100.97 1,367.05
Net Worth (Exhibit B) . . 13,543.34 9,755.52
13,644.31 11,122.57
EXH IB IT C 
REVENUES AND EXPENDITURES  
THE AMERICAN SOCIETY OF CERTIFIED  
PUBLIC ACCOUNTANTS 
Fiscal Year Ending August 31, 1928.
Revenues.
Dues—
Advance payments . .  $243.50
Collections ..................  31,215.08
------------------  $31,458.58
Fees ....................................  600.00







Telephone & telegraph. 
Miscellaneous ................
*Cost ..................  $4,055.76














E XH IB IT B 
ANALYSIS OF SURPLUS 
THE AMERICAN SOCIETY OF CERTIFIED  
PUBLIC ACCOUNTANTS 
Fiscal Year Ending August 31, 1928. 
Balance August 31, 1927. $9,755.52
Credits—
Dues receivable, 1927 .. $1,405.00 















countant (Pub. C o .). 
Officers’ and Directors’
expenses .......................
Convention expenses . .  









Committee expenses . . .  
Miscellaneous—
Dues, U. S. Chamber
of Commence.........  200.00
Moving office .............. 227.00
American Arbitration
Fund ......................... 500.00
Returned c h e c k .........  15.00







E XH IBIT D
RECEIPTS AND DISBURSEMENTS  
THE AMERICAN SOCIETY OF CERTIFIED  
PUBLIC ACCOUNTANTS
Fiscal Year Ending August 31, 1928. 
Receipts.
Cash on hand, Sept. 1 ,  1927 
Nat’l Metropolitan Bk., 
Washington, D. C. 
(Acct. with Society). 
Imprest Cash—
Nat’ l Metropolitan Bk., 
Washington, D. C. 
(Acct. with Sec.) . .
Dues and Membership 
Fees—
Dues, fiscal yr. 1S26-27. $1,405.00 
Dues, fiscal yr. 1927-28. 31,215.08 







Contributions ..................  570.00
Sale of equipment . . . .  30.00 
Repayments—








Furniture and fixtures. $319.00 
Library ...........................  61.10
Secretary’s Office—
Salary of secretary . . .  7,812.50
Clerical expense ...........  5,234.95
Office supplies ................  280.96
Rent ....................................  2,027.88
Telephone and telegraph 215.70
Miscellaneous ................  227.06
Printing—
Certificates ....................... 268.00
Directory .........................  503.00
Pamphlets ......................... 60.00
General .............................  581.57
Accountants Pub. Co. . . .
Postage—
Certificates .......................  54.10
Directory .........................  121.68
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Miscellaneous—















Nat’l Metropolitan Bk.—  
Account with Society . .  
Outstanding Checks Nos. 




Account with secretary. 
Deposited in Sept. . . . .
710.22
195.35
Outstanding Checks Nos. 








EXH IB IT E
3,527.47
COMPARATIVE BALANCE SHEETS AS 
AT AUGUST 31 





Furniture and fixtures. 










Liabilities and Net Worth. 
Current—
Accounts p a y ab le .........
Capital stock ....................... 5,000.00




E XH IBIT F
REVENUES AND EXPENDITURES  
THE ACCOUNTANTS PUBLISHING CO. 
Fiscal Year Ending August 31, 1928. 
Revenues.
Subscriptions and sales. ..$10,534.14
Advertising .........................  2,677.78
---------------$13,211.92
Expenditures.
Salary ....................................  1,500.00
Clerical expense ................  2,682.50
Printing ................................ 7,029.14
Postage .................................. 1,233.63
Rent ........................................  540.00
Miscellaneous ....................  17.85
--------------- 13,003.12
Net Revenue (Exhibit E ) 208.80
EXH IB IT G 
RECEIPTS AND DISBURSEMENTS 
THE ACCOUNTANTS PUBLISHING CO. 
Fiscal Year Ending August 31, 1928.
Receipts.
Cash on hand, Sept. 1, 1927—
Nat’l Metropolitan Bk., Washing­
ton, D. C. (Acct. with Co.) . . . .  $407.78
American Society .................................. 8,537.90
Subscriptions and sales ....................  2,196.24
Advertising .............................................  2,070.00
13,211.92
Disbursements.
Salary of e d ito r ................  $1,500.00
Clerical services ................ 2,682.50
Printing ................................ 7,029.14
Postage .................................. 1,233.63
Rent ........................................  540.00
Miscellaneous ....................  17.85
--------------- 13,003.12
Balance Sept. 1, 1928
(in bank) ..................  208.80
National Metropolitan
Bank balance.........  771.15
Outstanding checks
Nos. 41. 42. 43 & 44 562.35
208.80
PREPARATION AND ISSUANCE 
OF FINANCIAL STATEMENTS
(Continued from page 296)
ments may be utilized to advantage. 
Let us consider some of these means.
F or any detailed study o f trends and 
determ ination o f the reasons for  them 
it is necessary to have comparative fi­
nancial statements. There should be 
com parisons o f the assets and liabilities 
at the current date with those at one or 
more past dates, and com parisons o f 
the operations for  several periods. As 
to operations, the com parative state­
ment may well show not only increases 
and decreases in amounts but also per­
centages o f  increase and decrease as 
com pared with the earlier period. Thus 
it may be disclosed, for  example, that 
although there have been increases in 
both sales and profits, there was a 
larger rate o f  increase in the sales than 
in the profits.
There are a number o f relationships 
which in most cases may be deter­
mined to advantage. These are signifi­
cant, as a rule, not in the abstract, but 
by com parison with like figures for 
prior dates or periods or with those o f 
other concerns whose conditions are 
comparable.
First we have the current ratio, or 
as it is som etim es called, the w orking 
capital ratio. This expresses the re­
lationship o f the current assets to the 
current liabilities. No industrial busi­
ness is regarded as sound unless it has 
a considerable margin o f current, or 
liquid, or  quick assets over the corre­
sponding liabilities. Figures showing 
the trend o f the business in this par­
ticular are interesting.
Of no less im portance in many cases 
is the com position o f the current assets, 
as indicating their real liquidity. It is 
useful to know  the extent to which cap­
ital (ow ned and borrow ed) is allowed 
to remain invested in asets which are 
relatively slow -m oving even though 
classified as current. A test o f  the sit­
uation in this respect may be made by 
com puting the ratios o f each class o f 
current assets (such as cash, receiv­
ables, and inventories) to the total cur­
rent assets at two or more dates.
Extending this principle, it is well to 
determine the ratios o f  each class o f  as­
sets to the total assets and o f each class 
o f  liabilities to the total liabilities, in­
cluding net worth. This w ill indicate 
how the total capital (ow ned and bor­
row ed) was invested at the respective 
dates and the sources from  which it was 
derived. It may be disclosed, for  ex­
ample, that an inordinate proportion  o f 
the capital has been tied up in relative­
ly non-producing or frozen assets, or 
that too much or too little has been 
borrowed in relation to the am ount in­
vested by the stockholders.
It is desirable to know, for  a number 
o f periods, how  returns and allowances 
are running in relation to the gross 
sales. There is also great significance 
in com parative ratios to net sales of 
cost, selling and general expenses, gross 
and net profit from  operations, and net 
incom e. In many cases statistics are 
available, and should be studied, show­
ing also the num ber o f units (tons, bar­
rels, etc.) produced and sold and the 
average per unit o f sales, cost, expenses, 
and profit from  operations.
The rates o f turnover o f receivables 
and inventories are usually im portant 
as show ing the rapidity with which sales 
are realized upon and merchandise is 
sold. The turnover o f receivables (so- 
called ) represents the ratio (expressed 
in num ber o f  days’ sales or otherw ise) 
o f  receivables from  custom ers to the 
credit sales. The turnover o f  inventor­
ies is the ratio o f the cost o f goods sold 
(or  o f the sales, if the cost is not 
known) to the book value o f the goods 
on hand. Low  rates o f turnover, as evi­
denced by com parisons with prior 
periods or the standards in particular 
industry, may indicate inefficient man­
agement and possibly unrealizable as­
sets. W hen there are several depart­
ments or branches it is desirable to com ­
pute their turnover rates individually.
It is interesting to compare the ratio 
o f the surplus net profits (available for  
dividends) for  a num ber o f periods to 
the average capital stock and the aver­
age net worth during those periods; 
also the ratios o f  the net sales and the 
operating profits to the average total 
capital em ployed (ow ned and bor­
row ed ). W here a large investm ent in 
additional plant facilities has been made 
during the period covered by the sur­
vey it is desirable to ascertain the re­
sult as indicated by comparative ratios 
o f  net sales to investm ent in plant prop­
erty.
The dividend record should, o f 
course, be studied, and attention given 
to the proportions o f surplus profit paid 
out in dividends and retained in the 
business. It may be well to prepare 
from  the com parative financial state­
ments a summary showing the sources
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o f the funds obtained by the com pany—- 
that is, from  earnings, increased bor­
rowings, or investments by the stock­
holders-—and the disposition o f such 
funds.
In making a survey o f a corporation ’s 
affairs it is often  desirable to inquire 
into matters pertaining to the financial 
condition at dates during the fiscal 
year other than those at w hich balance 
sheets are available. It may be, for 
instance, that the balance sheets do not 
indicate the extent to which capital is 
borrowed throughout the year, fo r  the 
reason that the business is seasonal and 
balance sheets are prepared only when 
bank loans are at a minimum.
Prospective investors in a. business 
are prone to overlook  the im portance 
o f its accounting methods. Assurance 
should be had that the accounting sys­
tem and procedure are such as to safe­
guard the resources o f the company. 
The accounts ought to be audited 
periodically  and reports issued which 
can be relied upon.
The foregoin g  remarks have per­
tained chiefly to those aspects o f  busi­
ness affairs which are identified with fi­
nancial statements. W ithout detracting 
from  their im portance, it must be rec­
ognized that these aspects are not the 
only ones that the banker has to con­
sider. There are broad economic 
aspects, as to which the financial state­
ments can do no m ore than suggest ave­
nues o f  investigation. H ow ever sound 
a business may be at present, and how ­
ever profitable its past, we all know 
that it may be susceptible to influences 
which w ill adversely affect its future 
prosperity, such as those arising from  
the shifting o f  centers o f  population, 
from  new inventions, or from  legisla­
tion.
Statements Giving Effect to Financing
It has becom e com m on practice to is­
sue statements in which effect is given 
to changes resulting from  subsequent 
or proposed financing and other related 
adjustments. Of course balance sheets 
and incom e statements thus adjusted 
retroactively are at best hypothetical. 
Nevertheless, they are necessary, and 
the practice is not subject to valid 
criticism  if the changes to which effect 
is given are based upon accom plished 
fact or reasonable certainty o f  future 
perform ance. The aim, o f course, should 
be to present statements which may be 
relied upon as truly depicting the fi­
nancial status and the earnings which 
may be expected under the ch anged 
conditions. It is unfortunately a fact 
that som e statements have been pub­
lished in which effect has been given to 
changes which have not materialized or 
could not reasonably be expected to 
materialize.
In adjusting balance sheets to give
effect to financing, careful thought 
should be given in applying the pro­
ceeds of financing to the discharge o f 
liabilities or the acquisition o f assets. 
In som e cases effect has been given to 
the payment o f all liabilities, including 
current trade indebtedness. Manifestly, 
it is not practicable for  a concern to do 
business w ithout some liabilities. M ore­
over, there is a tendency to disregard 
the liabilities incurred on account o f 
expenses incident to the financing, such 
as the fees o f lawyers, appraisers, and 
accountants. Any considerable amount 
o f these expenses should be provided 
for.
Occasionally we fi nd that there is a 
large am ount o f  cash rem aining from  
the proceeds o f  financing w hich is to 
be expended in the acquisition o f plant 
or sim ilar assets, but that the cost o f 
such assets cannot be closely estimated 
and it is therefore im practicable to 
make an adjustm ent giving effect to the 
acquisition. In such a case it is not an 
accurate representation to show the en­
tire am ount o f cash as such, am ong the 
current assets, w ithout qualification, 
and to com pute the current ratio upon 
that basis. It should be brought out in 
the balance sheet that part o f the cash 
is to be used for  a certain stated pur­
pose.
In connection with adjustm ents o f 
physical property values to accord with 
appraisals, a w ord o f caution seems to 
be in order. Many cases could be 
pointed out where corporations have ad­
justed their property accounts and cap­
italization to give effect to appraised 
values' o f physical properties, based 
upon replacem ent costs, at a time when 
such costs were unusually high. As 
prices decline, these corporations find 
themselves saddled with the double bur­
den o f  earning a fa ir rate o f  return 
upon these inflated valuations and at 
the same time charging against their 
operations depreciation on such values. 
This is an illustration o f the disregard 
o f consequences which has been evi­
denced in some adjustm ents incident to 
reorganization and refinancing.
On the other hand, cases have come 
to my notice where assets have been un­
necessarily reduced or dropped from  
the balance sheet. Any such action 
should be well considered, lest it cause 
later embarrassment to the company. 
F or instance, if the discount on the new 
bonds is written off so that it w ill not 
appear in the balance sheet, the w rite­
off w ill result in com plications in the 
preparation o f  future incom e tax re­
turns. In m y opinion there can be no 
reasonable ob jection  to show ing de­
ferred charges am ong the assets. Of 
course there is som ething to be said in 
favor o f w riting off such assets as bond 
discount at the outset when it is done 
deliberately fo r  the purpose o f  elim inat­
ing am ortization charges against future 
operations.
Revaluation o f  property almost al­
ways results in the creation o f a so- 
called surplus. Such surplus represents 
the unearned and unrealized increment 
arising from  the advance in replace­
ment costs, and should not be regarded 
as available for  dividends. A ccount­
ants are keenly concerned with the 
proper statement o f surplus, and bank­
ers may well cooperate with them in 
their endeavors to make surplus, unless 
otherwise stated, represent earnings. 
This same principle may be involved in 
the proper statement o f  capital stock, 
especially when the com pany is incor­
porated under the laws o f  a state which 
perm its corporations to treat an excess 
o f  proceeds o f  sales o f  no-par stock over 
a stated value as surplus available for  
dividends. There is general agreement,
I believe, that the reader o f  a balance 
sheet is entitled to all material facts 
bearing upon the financial condition. 
A ccordingly, a surplus thus derived, 
which represents in  fact part o f  the cap­
ital paid in by stockholders, ought not 
to be shown in the same class as earned 
surplus.
W ith  regard to incom e statements, it 
is em inently proper to give effect to 
changed conditions with respect to cap­
italization and interest-bearing in ­
debtedness, and to taxation at current 
rates. It may also be proper to give e f­
fect to the elim ination o f non-recurring 
operating expenses provided there are 
definite and reasonable grounds for  
their exclusion. It is seldom  practic­
able to make any prognostication re­
garding additional earnings from  new 
capital to be received from  the fi­
nancing.
It is becom ing quite com m on practice, 
especially in connection with the flota­
tion o f bonds, to issue statements show­
ing incom e available fo r  interest, de­
preciation, and taxes. It cannot be de­
nied that a corporation  can pay interest 
on its bonds w ithout providing fo r  de­
preciation, depletion, and am ortization 
o f patents and the like, but as a prac­
tical matter corporations usually do— as 
they should— charge such provisions 
against their operations. The capital 
o f  a corporation  must be kept intact, 
for  the protection o f bondholders as 
well as stockholders. Hence earnings 
must be sufficient to cover all charges, 
am ong which are depreciation, de­
pletion, and am ortization. I f the busi­
ness cannot earn enough to meet such 
provisions and at the same time pay in ­
terest on its indebtedness, it is not in a 
sound condition. Accordingly, the pro­
spective investor is entitled to in form a­
tion as to the actual net incom e o f  the 
corporation  after all these provisions 
and taxes have been charged. The de­
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sired result may be accom plished, with­
out abandoning the com parison o f inter­
est on the bonds with the incom e avail­
able for  interest and these other 
charges, by deducting interest, deprecia­
tion, taxes, etc., in successive steps.
In this connection, it is frequently 
found that where property has been ap­
praised and appreciation capitalized, an 
incom e statement is issued which pur­
ports to be adjusted to reflect changed 
conditions but the depreciation shown 
is based upon the book value o f the 
property before revaluation. This 
charge is not sufficient, for  it w ill be 
necessary in the future to augment the 
provision for  depreciation by reason of 
having capitalized the appreciation of 
property values. This is also true of 
am ortization o f patents, leases, and the 
like, when such assets have been ap­
preciated. Provision for  their am orti­
zation must be increased accordingly. 
Further, it is seldom  that consideration 
is given to the charge which will have 
to be made against incom e in the future 
for  am ortization o f the discount and 
expenses on the new bonds. In making 
a representation to the public as to the 
future earnings o f a corporation all 
such factors should be recognized.
In closing, let me say a few  words as 
to the relation between the investment 
banker and the public accountant. 
W hen an accountant certifies to finan­
cial statements he assumes large re­
sponsibilities. Especially is this true as 
regards statements giving effect to fi­
nancing. Since the banker and the ac­
countant are both so vitally concerned, 
there can be no doubt that they should 
cooperate to the fullest degree. The 
banker will, I am sure, be w illing to 
furnish the accountant with all agree­
ments pertaining to the financing that 
he may have entered into with the cor­
poration, and also a certificate, executed 
by him self or by the corporation offi- 
cials, regarding the application o f the 
proceeds o f the financing. Further, it 
seems that the accountant may properly 
expect to receive advance proofs o f cir­
culars and the like which are to be 
issued and in which the name o f the 
accountant is mentioned. Unfortunate­
ly, there are still instances where a bal­
ance sheet is issued which is stated to 
be “ based upon”  one prepared by an 
accountant, or where it is mentioned 
that the books have been audited by a 
certain accountant, when in fact ma­
terial changes have been made in the 
statements contained in the account­
ant's report. It is to be regretted also, 
that bankers are not always as care­
fu l as they m ight be in referring to ac­
countants’ certificates. Many certificates 
are qualified, and when they are, it is o f 
course incorrect to state in the circular 
that the figures are “ as certified”  by the
accountant, thus disregarding the quali­
fications.
I have indicated the accountant’s at­
titude in some particulars regarding 
his relations with the banker. Perhaps 
som ething could be said on the other 
side that would be helpful to the ac­
countant. A better understanding of 
each other’s viewpoint should benefit 
both the banker and the accountant.
Classified Advertisements
Advertising copy for this page should be 
received in the office of THE CERTIFIED  
PUBLIC ACCOUNTANT not later than the 
25th day of the month preceding the month 
of publication. Rates for “Help Wanted” and 
“Situation Wanted,” $3.00 per inch or frac­
tion thereof (7 lines to an inch) for one in­
sertion. The rate for “Miscellaneous” is $5.00 
per inch for each insertion.
I H AVE AN INTEREST IN AN  ESTAB ­
lished accounting concern in Memphis, Ten­
nessee, that I will sell to some reputable 
certified public accountant, who will take 
an active part in the upbuilding of the 
business, subject to the pleasure of those 
now interested. —  Address, Treasurer, De 
Sota Station, Box 2201, Memphis, Tenn.
FIRM  OF C. P. A .’s having several branch 
offices, desires to purchase practices of 
or interests in several going concerns. 
Purpose is to strengthen organization  
by merger. W ill require that present 
principal remain as resident manager 
or partner. A ll replies confidential.—  
Address K  201, TH E  C ER TIFIED  PUB­
LIC ACCOUNTANT.
ACCOUNTANTS— Leading firm of certi­
fied public accountants desires to ob­
tain several in-charge, senior assistant, 
and junior assistant accountants. Re­
plies must be concise and state in order—  
name, address, telephone, age, religion, 
education, experience, present connec­
tion, salary expectation, and how soon 
available.— Address K  202, THE CER TI­
FIED  PUBLIC ACCOUNTANT.
POSITION W AN TED  with auditing firm as 
resident auditor, credit and office manager 
with export firm or as traveling auditor. 
Am C. P. A., experienced as auditor, of­
fice manager and organizer, also as office 
manager of civil engineering office. Eleven 
years experience abroad, seven years as 
manager foreign sales office, speak and 
write Spanish and Portuguese. Age 36. 
No objection to traveling. Further details. 
Address Box K  203, TH E C E R T IF IE D  
PUBLIC ACCOUNTANT.
CER TIFIED  PUBLIC ACCOUNTANT —  
Certified Public Accountant desires to 
purchase clientele of retiring account­
ant in Southern California. W ill also 
consider single audits. Send full par­
ticulars to K  204, TH E C E R T IF IE D  
PUBLIC ACCOUNTANT.
A  CER TIFIE D  PUBLIC ACCOUNTANT  
who contemplates giving up his prac­
tice within the next year or two be­
cause of other interests, will sell an 
interest therein to a young, capable 
Certified Public Accountant with a view  
to gradually turning over the entire 
business to him. In replying state  
reference, education, training, etc.— Ad­




BOARD OF TAX APPEALS DECISIONS
The FIRST and ONLY COMPLETE Board Service in ONE VOLUME con­
taining 3500 Board decisions, ten volumes of official reports, consolidated 
into one.
This intensive study of all o f the Board decisions since the inception o f the 
Board is the result of a year of concentrated work by Dennis Hartman, editor 
of Consolidated U. S. Income Tax Laws.
SIMPLE, CONCISE, ACCURATE, THOROUGH AND ALL
INCLUSIVE
The Board of Tax Appeals has purchased seventy-five copies. The Treas­
ury Department has purchased two hundred ten copies. The special Advisory 
Committee has thirty copies. The General Counsel’s Office has thirty. Every 
Collector in the United States and the Office of every Revenue Agent in Charge 
has been provided with a copy, bought and paid for at the regular subscription 
rate by the Treasury Department.
One Volume: 667 pages: Buckram Binding: Price $15.00 Net Delivered.
Kept up-to-date by cumulative monthly bulletins also on the Index-Digest 
plan, including in addition to Board decisions, all current rulings of the Inter­
nal Revenue Department and all Court decisions, at $20.00 a year. First Sup­
plement already brings decisions to August 25.
Send orders for Index-Digest, first volume, $15.00, and Monthly Cumulative 
Bulletins $20.00 per year to
LEGAL PUBLISHING SOCIETY,
Earle Building, Washington, D. C.
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VOLUM E V III  
N UM BER 1 1
“A  blemish may be removed from a diamond by 
a careful polishing, but evil words once spoken 
cannot be effaced.
— C o n f u c i u s .
THE PRESIDENT’S COLUMN
T HE American Society of Certified Public Ac­
countants is now entering upon the eighth year 
of its existence, and as we begin the year we find our­
selves a strong, virile and resourceful organization. 
This Society was conceived out of a necessity for a 
more sympathetic organization of accountants, and 
was nurtured and nourished by some of the ablest 
men of our profession, who have spared neither time 
nor money in order that we may develop a great pro­
fession.
Our profession is wholly contingent upon coopera­
tion, and to that end we must exert every influence for 
the closer affiliation of local chapters with the State 
Societies, and of State Societies with each other; and 
to that cooperation this Society dedicates itself and 
offers all its facilities in order that we may under­
stand each other better, and in order that we may af­
filiate in a real cooperative spirit. It is by united ef­
fort that we can hope to realize the aims of our pro­
fession.
We realize that we cannot advance as a profession 
until we have attained educational standards which 
place us on a par with other professions. Until re­
cently the demand for men to do the routine work of
2 0  CENTS TH E COPY 
$2.00 P E R  Y E A R
auditing was so great that the supply of properly 
trained men could not meet the demand. This dearth 
of man power is being supplied now, and we can well 
afford to demand higher educational qualifications 
from the future aspirants to our profession.
The successful results obtained by the accountants 
in those states in which regulatory practice has been 
made a State law clearly indicates that it should have 
the approval and the backing of Certified Public Ac­
countants throughout the United States. Unless, and 
until we have brought all public accounting work
PRESIDEN T AR TH U R  C. UPLEGER
NOVEMBER, 1928
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under some supervision, we shall not have made the 
progress that we hope for. If an ordinary bookkeeper 
is permitted to go into public practice whenever he 
thinks he has learned the art of bookkeeping, then we 
cannot enjoy the respect of the business public; and 
therefore our aim should be to see that none but quali­
fied men are permitted to practice in the field of Pub­
lic Accountancy.
The history of our profession shows our employ­
ment first to have been the checking for defalcation. 
From this we advanced to auditing of financial state­
ments; then we took over the Income Tax field. We 
have broadened each of these fields; we have submit­
ted our reports showing detailed analyses; we have 
developed trends; we have injected graphs, but have 
we reached the limit of our abilities? or is there 
another field beyond for which our experience and 
training has qualified us, a field which will bring out 
our very best, a field in which we can make ourselves 
a real factor in the development of industrial America.
To these cardinal points I dedicate my administra­
tion, and earnestly solicit the cooperation and assist­
ance of every Certified Public Accountant in America. 
There is plenty of work ahead, and if we are in ear­
nest, if we mean to succeed, then must each one in a 
spirit of fraternity and helpfulness do his share for 
its accomplishment.
ARTHUR C. UPLEGER.
TRADE UNIONISM AND PRO­
FESSIONALISM
A YOUNG man in his college days realizes that if 
  he is to be on the Honor Roll, he cannot rest on 
past achievements but must constantly be up and at 
his studies. If he is to excel in athletics he must con­
stantly and continuously put forth every effort to in 
the first instance get in shape, and in the second in­
stance, to do his best in every contest.
When he graduates from college, somehow or other 
he has a feeling that he has arrived, that it is no 
longer necessary to go through the grilling experi­
ences that he did while, say on the football team. If
he enters a profession he soon realizes, however, that 
if he is going to obtain the degree or certificate that 
he must again study, work and think. When this goal 
is reached, there is again a tendency to let down and 
to assume that continued efforts are no longer neces­
sary. In any event, his spare time can be devoted to 
golf and bridge.
Unfortunately or fortunately, as the case may be, 
all life is a school, and school-life means not only com­
petition, but constant and continuous effort and for­
ward stru ggle.
Men in trades have for years endeavored to over­
come this eternal law through the establishment of 
trade unions, one of the underlying principles of the 
trade union being to make unnecessary constant and 
continuous forward effort. The purpose of this edi­
torial is not to decry trade unionism. Trade unionism 
has played a very important factor in our business 
life, and trade unions have been and still are quite 
necessary in many industries. Trade unions, how­
ever, if they are to survive, must cease to unduly 
limit the output per man. The trade unions must pro­
vide for constantly expending production.
In the professions we do not have the trade unions 
but we see a tendency of exactly the same nature in 
the adoption of codes which attempt to eliminate com­
petition and limit clients to the particular accountants 
who may be serving them.
Whether we like it or not, we must recognize the 
fact that all advances of civilization have come 
through a struggle for freedom, the freedom to choose 
one’s own religion, the freedom to choose one’s own 
rulers, and the freedom to develop one’s own economic 
and professional status, irrespective of artificial bar­
riers. There must of course be rules of the game. 
These rules should, however, be more in the nature 
of the rules governing the sports of college life rather 
than the stifling rules of unionism and professional­
ism.
FRANK WILBUR MAIN.
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The Trend of Public Accounting Legislation
By PAUL W. PINKERTON, C. P. A.
President’s Address at the Seventh Annual Convention The Am erican Society o f 
Certified Public Accountants.
SEVEN years ago some forty certified public ac­countants met in Chicago to discuss the problem 
presented by the fact that a private corporation was 
selling in wholesale quantities the right to use the title 
“Certified Public Accountant.” It is perhaps worth 
our while to take a few minutes to draw for ourselves 
a picture of the situation in the profession at that 
time.
Prior to the Great War the work of the public ac­
countant was very largely concentrated on what is 
now considered to be only one phase of his activities, 
namely, the verification of bookkeeping entries. There 
was being developed a need for well devised systems 
which would clearly reflect the rapidly changing busi­
ness conditions due to the introduction of the cor­
porate form of ownership and to increased compe­
tition, but it naturally followed the work of verifica­
tion already mentioned.
The Great War brought about an enormous increase 
in the number of calls for services of public account­
ants. A high rate of tax on profits made apparent 
the value of an exact determination of periodical gain. 
The rapid fluctuation in costs and selling prices, both 
upward during the war and downward shortly there­
after, emphasized the value of an exact determination 
of costs and their fine allocation among various 
products.
Under the impetus given to business by war condi­
tions, and as a result of the enormous flow of wealth 
into this country (together, of course, with many 
other economic causes), consolidations and mergers 
were the order of the day. The demand in every busi­
ness was for expansion.
During the war there was a shortage of human 
effort in every line of activity because of the enor­
mous man power devoted exclusively to the endeavor 
for success at arms and because of the great general 
business expansion. In public accounting this short­
age of man power was fully as pronounced as in any 
other line of human endeavor, because in addition to 
the shortage which other industries felt, public ac­
counting recognized a further shortage, due to the ex­
ceptional increase in the number of calls for the serv­
ices of public accountants.
The result of this shortage of man power in public 
accounting was naturally that there came into the 
profession great numbers of persons whose training 
did not entitle them to a permanent place in the ranks 
of the profession.
Especially was this true when there is considered 
the great increase in the scope of the work of the 
public accountant resulting from the development of
a more definite science of business, from the adoption 
of complicated income tax laws, and from the fact 
that business men whose experience had been limited 
to relatively small organizations were becoming 
factors in large consolidations. The accountant was 
taking his place as a counselor for business.
The examinations were not easy for many who at­
tempted them. Among those who failed or feared to 
sit were numbers who had been practicing as public 
accountants, but whose education and experience had 
not been such as to enable them to keep pace with the 
widening of the scope of public accountants’ activities.
Then there was organized in the District of Co­
lumbia a private corporation which assumed unto 
itself the power to issue the title “Certified Public 
Accountant,” and which for payments of various sums 
did issue such titles, promiscuously and without ex­
amination, apparently to any purchasers who might 
apply.
The certified public accountants of the country 
arose in an effort to protect the badge of merit in their 
profession from this cheapening. There was at that 
time no national organization of the holders of state- 
granted certificates as certified public accountants. 
In fact there was no national organization of account­
ants to which we could turn, because the Coun­
cil of the American Institute of Accountants, on which 
we might have expected to lean, had unfortunately 
voted to apply for a national charter from Congress 
for the Institute of American Chartered Accountants, 
one of the objects of which was shown in the act of 
incorporation as “to establish and maintain standards 
of qualifications of persons who desire to enter into 
practice as professional public accountants and who 
desire to be known and designated as American 
Chartered Accountants.” The record is on pages 81 
and 82 of the 1921 Year Book of the American Insti­
tute of Accountants.
Such an organization would have furnished com­
petition for the corporation already formed and there 
is no reason to doubt that the standards which the 
proposed Institute of American Chartered Account­
ants would have maintained would have been high, 
but the concept of permitting any private organization 
to set standards in a profession in America was thor­
oughly revolting to the American mind. I am happy 
to believe that such a proposal could not now receive 
serious consideration by the American Institute of 
Accountants, of which I am proud to be a member 
in spite of any mistakes which that organization may 
have made in past years.
The situation in 1921, however, was that there was
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no national organization of holders of state-granted 
certificates to public accountants and there was no 
organization to which the certified public accountants 
of the country could confidently turn for assistance in 
maintaining the value which the title had acquired 
through years of legislative campaigning and of pub­
lic education. Recognizing this fact, and recognizing 
also that the protection of the title needed drastic 
action immediately, a call was sent out over the coun­
try asking that certified public accountants convene in 
Chicago in December of 1921 to plan ways and means 
to prevent the further promiscuous peddling of their 
professional title.
The first national gathering of certified public ac­
countants on December 12, 1921, was a memorable 
gathering. There were present those who felt, be­
cause of the laxity with which the title was granted 
by some states and for other reasons, that the title 
of “Certified Public Accountant” was not worth try­
ing to save, and there were present those whose un­
derstanding of human nature and whose vision for the 
future were so broad that they saw then, as clearly 
as today, that to let go unchallenged this attack on a 
title which had already won a certain measure of 
value and to adopt another title would simply cause 
confusion to be increasingly confounded and, by en­
couraging further depredations, would indefinitely 
postpone the day when there might be any definitely 
recognized standard of proficiency in the accounting 
profession.
Nor was this cause to fail for lack of a leader. I 
hold with those who insist that great causes will pro­
duce great leaders. Out of the turmoil of that meet­
ing there stand forth a few names of those to whom 
the certified public accountants of this country will 
ever be indebted, the founders of The American So­
ciety of Certified Public Accountants, which was born 
out of the turmoil of that meeting “to protect and 
foster the certificates of Certified Public Accountants 
as granted by the States, other political subdivisions, 
and the possessions of the United States of America 
. . .  to assist Government authorities in regulating the 
public practice of accounting to the end that it may 
become a legalized profession” ; and “to improve the 
standards of the accounting profession.”
These, my fellow members, are the primary objects 
of The American Society of Certified Public Account­
ants as set forth in its Constitution. I urge them 
upon your specific attention at the beginning of this 
annual convention and hope that they will remain the 
fore-front of your minds throughout the days of our 
meeting in order that you may consider every motion 
which is made in the light of its relationship to these 
objects. I believe that they should be read at the be­
ginning of each of our conventions.
This organization was conceived in the idea that the 
proper determination of qualifications of a member 
of any profession in the United States is and must
ever remain in the hands of various state govern­
ments. The title of “Certified Public Accountant” is 
the style now used by every one of the states, terri­
tories and possessions and the District of Columbia. 
Attempts are still being made to cheapen that title. 
While the first battle which The American Society of 
Certified Public Accountants so successfully waged 
against this degree-granting corporation may have to 
be fought again on different premises, this is not the 
worst danger that confronts the title at this time.
In my opinion the greatest danger is from lax ad­
ministration of the laws so that unqualified persons 
are accorded the title and from constant attempts to 
reopen the waiver to admit hundreds and in some 
cases even thousands who have not proved their right 
to the title by submitting themselves to examination.
It is the tendency today to endeavor to have one's 
trade, profession or occupation legally recognized and 
to have its practitioners licensed by governmental 
authority. In Illinois, for example, there are many 
such licensed occupations including physicians and 
surgeons, midwives and nurses, other medical prac­
titioners, dentists, beauty culturists, barbers, horse- 
shoers, embalmers, architects, realtors, veterinarians, 
chiropodists, optometricians, pharmacists, structural 
engineers, and accountants. Licenses are issued to 
individuals in all of these groups by the Department 
of Registration and Education.
We as a profession can not sit placidly by and ig­
nore the general tendency to demand legal recognition 
for occupations. This tendency affects us because 
public accountants are feeling the same urge for reg­
ulatory legislation. Such laws have already been 
adopted in eight states, and the general history of 
state legislation shows that any public welfare meas­
ure which has been adopted in that many states is 
likely to sweep the entire nation.
It is incumbent upon us, therefore, to give thought 
to our attitude in the matter. It affects us vitally, be­
cause we are in a peculiar situation as compared with 
most occupations which demand legal recognition, in 
that some of us who are practitioners of public ac­
counting already possess a valuable state-granted title 
which other practitioners of the same occupation do 
not possess. As this title is coveted by most of those 
others, it is only natural that to them the form of 
regulatory legislation which is most desirable should 
seem to be one which limits practice to certified pub­
lic accountants, and then reopens the waiver to admit 
to that title all who are now practicing public ac­
counting. It must be admitted that such a law is the 
simplest form in which one can draft legislation for 
licensing all practitioners of public accounting. It is 
considerably simpler than the two-class legislation 
of Michigan; it is immeasurably less complicated than 
the double examination of Illinois.
The demand, then, will be for regulatory legisla­
tion accompanied by a reopening of the waiver to all
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present practitioners of public accounting. New York 
is seeing it; Louisiana has faced it; other states are 
feeling it. We can not rise up in our wrath and say 
that we will defeat any such legislation, because regu­
lation is the order of the times, and can no more be 
stopped as applied to public accounting than was the 
old British king able to stop the tide.
We can, however, forestall the extreme of a wide 
reopening of the waiver by lending our intelligent and 
prompt support to measures which provide for regu­
lation through other devices. The more I see of the 
growth of this demand for regulatory legislation, the 
more I appreciate the farsightedness of the framers 
of the Michigan law, which seems to me to be almost 
the only solution. Notice what this law provides. 
Under it only registered persons can practice public 
accounting. All certified men and all true practition­
ers at the time of the passage of the act were admitted 
to registration by waiver. All persons thereafter 
passing the C. P. A. examination are automatically 
registered, and no new persons can be registered in 
any other way than by passing the C. P. A. exami­
nation.
And now see what it accomplishes. The demand 
for legal recognition on the part of the uncertified 
men is satisfied. The value of the C. P. A. title is not 
lowered. The practice of public accounting is regu­
lated. As the registered but uncertified men leave 
the field or become certified as the result of examina­
tion, practice will become limited to certified men, 
because no new permits to practice are issued except 
to certified men. And finally, the demand for a re­
opening of the waiver is forever stilled, because there 
can never again be developed a group of unrecognized 
practitioners, and the group of recognized but un­
certified practitioners becomes smaller each year.
I commend to your consideration the question as to 
whether or not in your various states it might not be 
advantageous now to advocate such legislation as this, 
which is working out well and harmoniously where 
it has been adopted, rather than to be obstinate and 
eventually be forced to do far worse.
You may ask what action I feel that we as a con­
vention should take. The answer is, “None.” This 
organization has long ago gone on record as favoring 
regulatory legislation. Conditions vary so in the dif­
ferent states that a separate program must be de­
veloped for each of the fortyeight. That is the task 
of intelligent men within the states. The time is far 
from ripe for a national organization to attempt to 
treat all states at once as if they had attained the 
same degree of development. It must be our func­
tion to assist— no more.
Nor is it ever too early for us to look ahead to see 
what the future will bring forth. Consider from an­
other angle the situation which arises when any state 
has adopted such legislation as that of which I have 
spoken. No new persons can be admitted to practice
except those who have attained the title of certified 
public accountant. If too few persons pass the ex­
amination the practice of public accounting will be­
come a monopoly. Such a condition will not long be 
tolerated by society, and a reaction will set in which 
will undo all that has been done.
Ladies and gentlemen, it is time now for us to be­
gin to face the fact that the granting of C. P. A. titles 
must, under such a law, keep pace with the need for 
practitioners of public accounting. Do you want a 
sufficiency of new C. P. A ’s created by lowering the 
standards of the examination, or do you wish the 
present standards maintained and perhaps raised ? 
The answer is obvious. The solution, after a mo­
ment’s thought, is equally obvious. It is time for the 
practitioners of public accounting to interest them­
selves actively in the matter of the education of young 
persons for public accounting. We have been alto­
gether too passive, leaving this subject to the schools 
and the schoolmen. It is our problem, more, far 
more, than it is theirs, for in the way that I have 
mentioned our professional future depends on it. The 
schoolmen have recognized this fact for years, and 
have urged our greater interest— not necessarily by 
teaching, not necessarily by random encouragement, 
but by studying with them their problems in order 
that there may no longer exist a situation in which 
many an institutoin considers advanced bookkeeping 
as the final step in a curriculum of so-called ac­
countancy.
For years The American Society has had a Com­
mittee on Education, but when this organization was 
founded it was established on the principle of no inter­
ference with the work of the state societies, and the 
functions of the Committee on Education were limited 
to reporting as to what the states were doing. In my 
opinion that limitation should be removed, so that our 
Committee on Education may be encouraged rather 
than hampered in performing a constructive service 
which it would like to undertake. I recommend to 
the new Board of Directors that it grant the request of 
the Committee on Education for the past year that 
the Chairman of that Committee be allowed to make 
a lengthy presentation before the Directors at an early 
date, and that they enter with open minds into a study 
of what I feel to be one of the most important prob­
lems we must face if we are to be classed as members 
of a learned profession.
It is not my intention to burden you at this time 
with any review of the work of the past year. The 
matters which have interested us will be developed 
through the reports of the other officers and of the 
chairmen of committees. The year will perhaps best 
be characterized in two ways. First, it marks the 
initiation of a number of plans of constructive activity 
which will require a number of years for their final 
consummation. Second, it has engaged the time and 
the interest, through real work on committees, of a
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larger part of the Society’s membership than has ever 
before been actively laboring in the interest of the 
organization. The measure of the Society’s service is 
the measure of its success and of its ability to win 
and hold members and remain, as it now is, the one 
national organization of certified public accountants. 
The formative period is past, and we have entered 
upon our days of constructive professional helpful­
ness. Let us bear in mind that to retain our place 
we must serve.
It is so common for the retiring president to thank 
his associates for their assistance that I hesitate to 
make any such expression for fear it will be taken
as merely following a custom. I have been given by 
all of you the fullest cooperation for which any man 
could ask. I feel that it is only proper that you should 
know that when you elevate a member of this organi­
zation to the presidency you are asking, based on my 
own experience, over fifty per cent of his time for a 
year, plus almost the entire time of one stenographer. 
But it is only right that he should work to repay the 
honor which you bestow upon him. If the work of this 
year has brought a measure of success, that success 
is due to the full cooperation which I have received 
from all of you, and for this constant cooperation and 
your cordial friendliness I thank you from the bottom 
of my heart.
Paul W. Pinkerton, retiring President; Archie M. Smith, Chairman, General Executive Con­
vention Committee; Arthur C. Upleger, newely elected President of The American Society.
The New Orleans Meeting
ON October 8, 9, 10, 11 and 12, 1928, the certified public accountants gathered at New Orleans, Louisi­
ana, for the Seventh Annual Convention 
o f The Am erican Society of Certified 
Public Accountants. Twenty-eight states, 
ranging from  Rhode Island on the east, 
California on the west, M innesota on the 
north and Louisiana on the south, were 
represented in the 176 registrations at 
the meeting.
Purposely the meeting had been defer­
red from September to October in order 
to secure more favorable weather. As a 
matter of record, the week when we would 
have ordinarily met was the coolest Sep­
tember week which New Orleans has had 
for years and while the weather man ex­
tended a warm welcome to the hosts that 
gathered, the thermometer did not regis­
ter as high as it has in some of the more 
northernly cities where we have met.
Local arrangements had been carefully 
made. To unduly stress the work done 
by any individual would not be fair to 
the other. The Society o f  Louisiana Cer­
tified Public Accountants, individually 
and collectively, deserved the many com­
plimentary things which were unofficially 
said by the visitors as well as the gen­
eral resolution o f thanks presented at 
the banquet by the Committee on Resolu­
tions and reading as follows: 
“ W HEREAS, no ‘whereases’ are needed 
to record the efficient and excellent en­
tertainment provided by the local com­
mittees of the Society of Louisiana Cer­
tified Public Accountants in connection 
with the Seventh Annual Convention of 
The American Society of Certified Public 
Accountants, now 
“ Therefore, Be it Resolved, that we, the 
visiting delegates of The American So­
ciety of Certified Public Accountants, 
hereby express our sincere appreciation 
o f the fine manner in which we have been 
received, cared for, amused and stimu­
lated during our most pleasant sojourn in 
New Orleans.
“ As an evidence of our appreciation let 
us all arise and acclaim our gracious 
hosts.”
The badges for the meeting contained 
four historical representations, the old 
Absinthe House, Chalmette Monument, 
Jackson Statue and the Cabildo.
1. Old Absinthe House. Corner Bour­
bon and Iberville, built in 1798, was, 
for  a time, headquarters o f Jean Lafitte, 
the fam ous Baratarian pirate. Fam ous 
rendevous o f Creole gentlemen. Notice 
markings on the marble counter from  
“ dripping”  absinthe.
2. Chalmette Monument. Marks the 
sight o f General Andrew Jackson ’s v ic­
tory over the British a few  miles from  
the city on January 8, 1815. The m onu­
ment, in the style o f the W ashington 
shaft, is said to be where the Am erican 
standard was planted during the battle. 
It is now  under the care o f  the Daugh­
ters o f  the Am erican Revolution  and 
the Daughters o f 1812.
3. Jackson Statue, in Jackson Square. 
The statute was erected by Clark Mills, 
and was placed in  the square by a so­
ciety which the Baroness Pontalba 
founded. Jackson Square, originally
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the Place d ’Armes, received its new 
name in 1846. It was laid out in 1720, 
by Bienville, only an open space sur­
rounded by cypress pilings. It is the 
h istorical center o f  New Orleans and 
has been the scene o f  many and im port­
ant events for  over two centuries. The 
landing o f the Casette girl s in 1727, 
gatherings o f  the troops to repel an 
expected attack o f the Natchez Indians 
in 1728, reception o f the Arcadians 
from  Nova Scotia in 1755, transfer o f 
the colony from  France to Spain in 
1769, the w elcom e o f Jackson after his 
victory  at Chalmette, the transfer o f  the 
Louisiana territory to the United States 
in 1803— these are but a few  o f the 
cerem onies that have transpired in the 
Square.
4. The Cabildo, erected in 179 5, 
and now one o f  the finest and most in­
teresting museums in America. It is 
open to the public; no admission 
charge. The building was the scene o f 
the transfer o f  the Louisiana Purchase 
from  France in 1803; it housed La­
fayette when he visited New Orleans in 
1826. Aaron Burr, Audubon, Zachary 
Taylor, Henry Clay, Grand Duke Alexis, 
W illiam  M cKinley, Theodore Roosevelt, 
W m . H. Taft, “ Mark Tw ain,”  Sarah 
Bernhardt, Booth, Mansfield; these are 
but a few  o f the fam ous men and w o­
men who have helped wear away the 
steps you tread in the Cabildo. The 
first Protestant church services ever 
held in Louisiana were held in the large 
room  on the second floor. It has served 
as colonial headquarters, city hall and 
supreme court building; in 1910, being 
form ally turned over as a State 
museum.
Morse, Goodloe and Conant were the 
first invading group. Having gone from 
New York by boat they reached New Or­
leans on Friday, October 5, and from  that 
time on stragglers arrived, but Monday 
morning, October 8, the Southern Rail­
road deposited the largest single group 
when the District of Columbia contingent 
arrived.
Monday afternoon informal meetings of 
the members o f  the retiring Board of Di­
rectors as well as the incoming Board 
were held. Candidates for the golf tour­
nament were hunting for the best way of 
conquering the golf course and those who 
did not classify under either of these 
two groups were enjoying themselves.
Tuesday morning the retiring Board of 
Directors held its official meeting. It 
ratified the appointment of Frank S. 
Chappell as Auditor and the appointment 
of Messrs. Taylor, Van Tifflin and Acker­
son as Tellers and adopted the reports of 
the various officers and committees, most 
of which had been printed in the October 
issue o f THE CERTIFIED PUBLIC AC­
COUNTANT. The Auditor’s reports were 
received and all matters that could not 
be closed with the present administration
were referred to the incoming Board of 
Directors for their consideration.
At ten o ’clock the meeting of the retir­
ing and incom ing State Representatives 
was held at which reports were presented 
either in person or in writing from the 
majority of states.
A  luncheon meeting of the n e w l y  
elected Board of Directors was held at 
half past twelve. As indicated in the 
report of the banquet, Homer A. Dunn 
was elected President of The American 
Society and assumed the chair. Sug­
gested amendments to the Constitution 
and By-Laws were presented by the Com­
mittee on Constitution and By-Laws and 
approved by the Board. They will ap­
pear in the official notices to members.
Invitations for the 1928 meeting were 
received from New York City, Denver, 
Colorado, Chicago, Illinois and Seattle, 
Washington. In view of the fact that the 
International Congress on Accounting 
will be held in New York City the week 
beginning September 9, 1929 it was de­
cided to hold the next meeting of The 
American Society in New York City on 
September 5, 6 and 7, 1929. When com­
pleted details with regard to  the Inter­
national Congress have been perfected the 
Board will at its December meeting de­
termine upon the details with regard to 
our next Convention.
At the close o f  the meeting Mr. Dunn 
expressed his appreciation of the courtesy 
which had been shown him and tendered 
his resignation after which John B. Tan­
ner was elected as President.
The afternoon was given over to an in­
teresting boat ride on the Mississippi 
River. The various committees occupied 
the time in holding committee meetings, 
dancing was indulged in by many, bridge 
found a place in the program o f others 
while a goodly number listened to an in­
teresting description of the harbor by 
one who appeared to be fam iliar with the 
facts and nobody seemed to be present 
who could dispute his statements.
At nine o ’clock the Tip Top Inn, on the 
twelfth floor of the Roosevelt, was the 
scene of a Fancy Dress Masked Ball 
which had been staged under the direc­
tion of Mr. and Mrs. C. L. Seemann. 
Paul Pinkerton was disguised as a King 
but Mrs. Arthur Upleger played the part 
of the Queen to perfection. To enu­
merate the various costumes would be 
too lengthy an undertaking and in most 
cases they beggared description.
Wednesday morning at ten o’clock the 
Convention was formally called to order. 
Rev. Wm. J. F. Ruggeri, S. J., Regent of 
the College of Arts and Sciences, and the 
College of Commerce and F i n a n c e ,  
Loyola University, pronounced the invo­
cation. Honorable J. Y. Sanders, Gov­
ernor of Louisiana in 1908 when the C. 
P. A. law was passed, formally welcomed 
the Society. Paul W. Pinkerton de­
livered the annual address taking as his
subject “ The Trend of Accounting Legis­
lation.”  The reports of the Secretary, 
Treasurer and Auditor were formally pre­
sented after which Perley Morse gave a 
paper on “ The Modern Doctor Prescribes 
Modern Remedies.” Charles Hecht, of 
New York, had prepared a discussion 
of this paper which was read by W. W. 
Colledge.
At noon the Board o f  D irectors fo r  
the year 1928-29 m et with John B. 
Tanner in the chair. The session was 
devoted to an inform al discussion o f  
several matters presented by the Sec­
retary. Just prior to adjournm ent, 
President Tanner presented his resigna­
tion and A. C. Upleger, o f W aco, Texas, 
was elected President; James F. 
Hughes, o f Jersey City, New Jersey, was 
elected F irst V ice-President; T. J. W it­
ting, o f Denver, Colorado, Second V ice - 
President; D. W . Springer, o f  W ashing­
ton, D. C., Secretary; Thomas H. Evans, 
o f Detroit, Michigan, Treasurer.
W ednesday afternoon the group di­
vided into fou r sections. The M etairie 
Country Club was the center o f attrac­
tion for  the men who were interested in 
g o lf and bridge. The Colonial Gun Club  
drew the trapshooters. The Colonial 
Country Club was the Mecca fo r  the 
wom en interested in bridge or g o lf  
while the others were cared for  on a 
sightseeing trip.
Carl E. Dietze, o f  Milwaukee, W is­
consin, fo r  the first time succeeded in  
having the low  gross score as w ell as 
the low  net score and in addition to the 
Springer and District o f Columbia cups 
on  which he secured the right to have 
his name engraved, he is the perm a­
nent possessor o f a cup given by the 
Louisiana Society as a reward for  this 
accom plishm ent. E. A. Ford Barnes, o f 
P ittsburgh, w on the prize fo r  securing 
the greatest num ber of pars. G eorge 
W . Davila, o f  New Orleans, won the 
K ickers Handicap prize. W . B. Jones, 
o f New Orleans, was the winner o f  the 
prize given to the individual having the 
low est aggregate score, four, three h oles 
in each nine, the numbers of which had 
not been announced in advance. W . H. 
Van Tifflin, o f  Detroit, secured the prize 
fo r  having shot the tw elve w orst holes 
and H. C. J. Peisch, o f Minneapolis, was 
given the booby prize fo r  having the 
highest score o f the day. In the Trap 
Shooting contest for  the second time T. 
Coleman Andrews, o f R ichm ond, was 
the winner. In the Ladies G olf T our­
nament the first prize went to Mrs. 
Leona W. Upleger of Waco, Texas, and 
the second to Mrs. Mae Colledge, o f  
Pittsburgh.
W ednesday evening the Newcom b 
M andolin and Guitar Club gave a very 
interesting musical entertainment.
Thursday m orning the various com ­
mittee reports were received as printed 
and a few  supplementary statem ents
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TWO VIEW POINTSgiven with regard to some o f them. Herman C. J. Peisch, o f M inneapolis, 
presented a paper on “ Ethical Problem s 
in Methods o f Building Practices by 
Y oung Public Accountants,”  a discus­
sion o f which was led by H om er E. 
Lewis, o f Cincinnati, fo llow ing  which 
a round-table discussion o f Business 
Problem s in Public A ccounting Prac­
tice was led by Parry Barnes o f Kansas 
City. Just before the close o f  the m orn ­
ing session fou r representatives o f the 
accounting profession  from  Honduras 
were introduced: Benjam in V. Mejia, 
Benjam in Lopez M ejia, Frederico T or­
res and R om iro L. Rodrigues. B en ja­
min V. M ejia gave a few  w ords o f 
greeting.
At noon the Board o f  Directors 
lunched together during which time 
various matters were discussed and the 
budget, as recom m ended by the Com­
mittee on Budget and Finance, was 
adopted.
The afternoon m eeting was, in the 
minds o f those who attended, the high 
spot o f  the Convention. Monte M. 
Lemann, President o f the New Orleans 
Bar Association and Vice-President of 
the American Arbitration Association, 
gave an in form al address on “ A rbitra­
tion as Applied to Business D isputes.”  
Earle W. H odges, o f  H enry L. Doherty
& Company o f New Y ork, gave an ad­
dress on “ The Im portance o f Correct­
ness.”  Stephen W . Gilman, who has 
ju st com pleted twenty-five years o f a 
professorial experience with the Uni­
versity o f W isconsin  where he has been 
P rofessor o f  Business Adm inistration, 
Com m ercial Law, Corporate Finance 
and Investments, delivered an address 
on “ The Executive Brain is an Inter­
esting Target.”
Thursday evening was given over to 
the annual meeting o f The Order Of 
Tw elve, w hich was held at the Arena, 
and to the annual meeting o f  the Se­
cret Order o f Thirteen, w hich was held 
in the Gold Room o f the Hotel Roose­
velt.
Friday m orning W m . T. Sunley, o f 
Chicago, presented a paper on “ Inter­
esting Aspects o f  Accounting for  No- 
P ar Stock ,”  which was follow ed by a 
paper on “ Educational Advantages in 
P ublic P ractice,”  by S. S. Bourgeois, 
Jr., o f  New Orleans. C. Vaughan Darby, 
o f  W ashington, D. C., conducted a 
Question Box on A ccounting Theory 
and Practice. This feature was so in­
teresting that only a part o f the ques­
tions which had been presented were 
touched upon and, on m otion, the 
Chairman was requested to see that the 
rem aining questions were discussed in 
TH E CERTIFIED  PUBLIC ACCOUNT­
AN T. The m eeting requested the 
Board o f  D irectors to organize a Com­
m ittee on Technical Affairs.
(Continued on page 348)
BUSINESS PHILOSOPHY
By William Feather 
Public Ledger, August 18, 1928
W hen I started in business fo r  my­
self I knew nothing about bookkeeping, 
and this ignorance w orried me m ore 
than anything else.
I  expressed my fear to an old man 
who had been successful in business, 
and he told me to bother my head 
about nothing except the bank bal­
ance.
“ Spend less than you take in ,”  he 
advised. “ Then you can ’t go w rong.”
I am rem inded o f this by the read­
ing o f a chapter in “ Assuring Busi­
ness Profits,”  by James H. Rand, Jr.
“ Accountants and financial experts,”  
writes Mr. Rand, “ can introduce all 
their technicalities and can make an 
elaborate survey o f  the financial struc­
ture o f any business. They can discuss 
seasonal variations, depreciation, sink­
ing fund and taxes. They may prepare 
a 500-word report with graphic charts 
showing secular trends if  they care to, 
but when they have finished they have 
arrived at this result: I f  total expendi­
tures have been less than cash incom e 
from  operations, month by month, the 
business has made a profit. Try to 
operate on any other basis and you run 
the risk o f financial embarrassment, 
loss and failure. Nor is this method 
o f insuring business profits a theory; 
it can be applied directly to the fi­
nancial control o f  any enterprise from  
a shoe-shining stand to a transcon­
tinental railroad with equal gratifying 
results.”
Copyright by Public Ledger.
Reprinted by Perm ission.
REVIEW AND OUTLOOK
Inexpert Opinion
Wall Street Journal, September 7
A writer on the financial page o f the 
Philadelphia Public Ledger takes upon 
him self to belittle the value o f account­
ing. He quotes another authority, ap­
parently equally unfam iliar with busi­
ness affairs, to the effect that what­
ever accountants may do in the way o f 
balance sheets, the concern which does 
not show a bigger incom e than outgo 
is in difficulties and m ight know as 
much, w ithout bookkeeping, from  its 
bank balance alone.
Even in the simple trading days o f 
the Middle Ages, when a m erchant’s 
strong box was his bank, people did
not talk nonsense like that. H ow is 
a rule o f  thumb concern which, how ­
ever, borrow s money, to tell, from  the 
deposit at the bank where the money 
was borrow ed, how it stands? That 
was the kind o f  deposit w hich Bryan 
wanted to “ guarantee”  but then he did 
not know  the difference between a com ­
m ercial bank and a savings bank. It is 
difficult to im agine the Philadelphia 
Public Ledger conducting its business 
w ithout a m ost elaborate system o f  
books and a searching audit.
Foreseeing larger profits at a more 
distant date a business concern may 
regard a balance against it on the 
year’s w ork with com plete indifference 
or, indeed, with satisfaction if the deficit 
was relatively small com pared to the 
profits in sight. It is all very well to 
say that people should keep within their 
incom e and judge their position by the 
am ount saved. That is look ing at the 
matter from  the point o f  view  o f a small 
salary. It has absolutely no reference 
whatever to bookkeepers and account­
ants.
It is obvious that the author o f such 
shallow  stuff despises bookkeeping and 
accountancy because he knows nothing 
about either. In that case a responsible 
newspaper should em ploy him  else­
where than on its financial page. It is 
entirely probable that some o f the tabu­
lations and analyses made by account­
ants are m ore useful than others and 
som e o f  them not indispensable or even 
o f sm all value. There is no need to 
lay down here the principles w hich 
should govern the accounting o f a busi­
ness concern, large or small. If it is 
indifferent in the keeping o f accounts 
it is em phatically not a “ business”  con­
cern.
Even a sm all specialty storekeeper 
who counts the money in his, or her, till 
at night and makes no other accounting 
than the stub o f a check would be aston­
ished to find what a fo o l ’s paradise that 
business was and how  little the ow ner 
o f it really knew about the profits or 
losses he was making. Bookkeeping 
could show him where he was selling 
at an uneconom ic profit or an actual 
loss and where he was buying fo r  re­
tail in a wasteful way. His rule o f 
thumb m ethod would keep him entirely 
in the dark. He m ight carry on and 
owe no man anything but he would be 
robbing him self o f  a greater and more 
certain profit w hich he had really 
earned without know ing it.
There are old fashioned people who 
believe in “ hom e rem edies”  and have 
no use fo r  new fangled stuff like blood 
pressure and x-rays. It need hardly be 
said that they do not en joy  the best o f  
health.
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New Calendars For Old
T HOSE o f  us who are engaged in the w ork o f preparing m onthly reports or statistical matter 
w ill appreciate the announcem ent re­
cently made by the National Academ y 
o f Science in W ashington that it en­
dorses a calendar  o f thirteen months. 
Twenty-eight days are to make up our 
twelve months and the thirteenth month 
is to have twenty-nine.
H ow  came we by our present obsolete 
calendar?
Neolithic man, H. G. W ells tells us, 
in his “ Outline o f H istory”  began reck­
oning time by the clock  o f  the fu ll and 
new moons. He knew that winter was 
certain to com e and so he stored his 
grain. He fixed a propitious seed time 
so that his sowing m ight be a success. 
A ll this by the moon.
“ W ith agriculture began the difficult 
task o f  squaring the lunar month with 
the solar y ear ; a task which has left 
its scars on our calendar today. Easter 
shifts uneasily from  year to year to the 
great discom fort o f holiday makers. It 
is now inconveniently early and now 
late in the season because o f this an­
cient reference o f  time to the m oon .”
The Rom ans divided the year into 
periods o f twelve months o f twenty-nine 
and thirty days alternately to corre­
spond to the revolutions o f the moon. 
Every two years a month o f  twenty-two 
or twenty-three days was inserted to 
bring the num ber o f days in the year 
to the num ber o f three hundred and 
sixty-five for  each year. But Julius 
Caesar found time between the winning 
o f battles and the celebration o f a v ic­
tory to correct this chaotic condition. 
He established the calendar substan­
tially as it is today by abolishing the 
lunar month and creating an arbitrary 
one so that the total o f twelve months 
should equal three hundred and sixty- 
five days.
The com m on practice o f  using the 
calendar month as the length o f the 
accounting period has, for  the sake o f 
convenience and to obviate the neces­
sity for  payroll accruals, been giving 
way to the practice o f m aking the 
month coincide with the period in the 
fo llow in g  manner:
January .......... .. 4 weeks
February .................  4 weeks
March .........................  5 weeks
Total F irst Q uarter. . 13 weeks
April .........................  4 weeks
May ...........................  4 weeks
June ...........................  5 weeks
Total Second Quarter. 13 weeks
B y L eopold  Frankel, C. P . A .
Paterson, New Jersey
July ...........................  4 weeks
August ......................  4 weeks
September ...............  5 weeks
Total Third Quarter. 13 weeks
October .....................  4 weeks
Novem ber ....................4 weeks
Decem ber .................. 5 weeks
Total Fourth Q uarter. 13 weeks
Total fo r  Y e a r ............. 52 weeks
The foregoing  division does away with 
payroll accrual, makes possible quart­
erly com parisons and facilitates the 
preparation o f financial statements for 
dividend purposes.
W hat w ill the new calendar o f th ir­
teen months do? W ill it disarrange the 
accounting periods for business men 
who have been courageous enough to 
depart from  the conventional? A  care­
fu l examination o f what follow s, indi­
cates that it does not.
End o f
































































Under the new calendar the business 
man w ill have his choice (as he has had 
h eretofore) o f  either using the new 
calendar month or, if  quarterly com ­
parisons are necessary or expedient, 
balancing his books at the end o f the 
13th, 26th, 39th or 52nd week, respec­
tively, as shown above.
The very careful man o f  affairs w ill 
upon reflection rem ark upon the fact 
that fifty-two weeks o f seven days each 
com e to but three hundred and sixty- 
four. W hat shall be done with the 
other day so as not to disturb com pari­
sons with previous m onths and yet co ­
incide with the financial year? Add it 
to the thirteenth month w hich will 
then have twenty-nine days. Then de­
duct 1/ 29th from  each o f  the figures 
for  that month, thus bringing that 
m onth down to a com parative basis.
There certainly appears to be no lack 
o f h istorical precedent nor practical d if­
ficulties for  a change of calendar. But 
we have no doubt that it w ill be argued 
with great vehem ence, if  not with fa ­
naticism, that it is easier to continue 
than to change. But this is not so, be­
cause the same argument was heard 
when the question o f  daylight saving 
arose. Many went so far as to call it  
heresy to change G od’ s time. The bene­
fits o f  daylight saving, however, w ere 
too great. And so daylight saving won 
in the great m ajority  o f the com m uni­
ties, though that entailed a period o f  
adjustm ent for  many.
It w ill be further argued that holi­
days w ill fa ll on different days than the 
custom ary ones and so the old associa­
tion w ill be lost. But this, is not en­
tirely so because the publication o f the 
holidays by newspapers and their em ­
phasis on the new calendar w ould  clear­
ly fix these days in the minds o f the 
populace. W e are all m ore or less 
(Continued on page 335)
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High Pressure Gas Line Construction
T H ERE are many problem s in con­nection with the construction o f a high pressure gas line which 
are o f interest but which are usually not 
fam iliar to any except those who have 
had actual field experience. It has been 
the w riter’s privilege to have had con­
siderable field experience during th e 
construction  o f several large pipe lines 
by one o f  the largest construction com ­
panies in the world.
The construction of a line w ill usually 
be the result o f a carefully  prepared 
project which w ill include the organiza­
tion of necessary com panies to locate 
and develop gas fields, to obtain con­
tracts for  sale o f gas, and develop the 
necessary personnel to operate the vari­
ous properties which w ill include com ­
pressor stations, absorption plants, etc.
After) the gas supply is located and 
the m arket is definitely ascertained, it is 
necessary that the p roject show suffi­
cient earning power before it can be fi­
nanced. A  popular form  o f  financing 
is the issuance o f bonds which must 
com ply with the requirem ents o f the 
state laws in w hich they are sold. It 
is custom ary before these bonds are 
floated that the investm ent houses have 
scientific studies made o f the p roject by 
geologists, engineers, attorneys and ac­
countants. The financing w ill usually 
include issues of Preferred and Com­
mon Stock.
If the project has survived the ex­
am ination o f the various experts and 
shows sufficient earning power, bids w ill 
be obtained from  the various com peting 
construction companies and a contract 
w ill be made between the successful 
bidder, the gas com pany and the bank­
ers. The contract w ill contain com plete 
specifications o f the pipe line and is 
usually made a part o f  the m ortgage 
supporting the bond issue. The pro­
ceeds o f the bond issue w ill be placed 
in escrow  and will be paid out on the 
basis o f sem i-m onthly construction esti­
mates which will be subject to various 
appraisals.
As soon as it is definitely determined 
that the line is to be built, the con­
struction com pany w ill place orders for  
the pipe, couplers, valves and other 
materials, shipping same to the various 
predeterm ined points along the line 
w hich are most accessible.
The location  o f the line to be con­
structed is usually a considerable dis­
tance from  the base o f  the construction 
com pany, so that it is necessary to set 
up a tem porary organization near the 
field o f  operations and to have offices at 
various points near the line in order to 
maintain proper contact at all times.
By C. A . REYNOLDS, C. P . A., Tulsa, 
Okla.
A fter the offices are established, crews 
will be sent to various points to take 
care o f equipm ent and material, to ar­
range for  unloading, hauling, etc., and 
storing in warehouses, which w ill be 
established at different locations.
As soon as practical a survey w ill be 
made, preferably by the construction 
com pany’s own engineers, who w ill see 
that the line o f survey w ill avoid when 
possible, marshes, swamps, hills, etc., 
which im pede the construction o f the 
line and very often  seriously affect its 
operation. This is a very im portant 
point as a surveyor who is not fam iliar 
with the actual pipe line construction 
work may cost the construction com ­
pany thousands o f dollars and decrease 
the operating efficiency o f the line by 
running a survey which is not practical.
A fter the survey is com pleted a crew 
o f trained men w ill start in purchas­
ing right o f  way, using fo r  this purpose 
a standard form  which gives the com ­
pany permission to use the necessary 
am ount o f land fo r  the construction and 
operation o f the line. Care must be 
used in purchasing right o f way to see 
that it fo llow s the line o f survey and 
that the easement is obtained from  the 
true owners and is o f proper record.
A fter right o f way is obtained, it w ill 
be cleared to perm it construction equip­
ment to operate, which may mean that 
trees must be cut, stumps and rocks 
blasted out, hills levelled, etc. This 
operation may be very expensive in 
parts o f  the country where the line is 
laid through forests on large hills, so 
that the country through which the line 
is to pass must be w ell known to the 
construction com pany in order that 
proper provision may be made for  this 
operation in the estim ate.
As a rule, construction w ill be started 
at five or six different points, especially 
i f  the contract has a penalty clause, 
which is quite com m on where the fi­
nancing is arranged through sale of 
bonds. The line w ill usually be out in 
the country f a r  from  towns, which 
means that com plete camps must be set 
up to house the em ployes o f  the com ­
pany. Am ong the better class construc­
tion companies, these camps are very 
orderly and clean, which is remarkable, 
when it is considered that the men who 
labor on the lines are drawn from  all 
classes and that each camp w ill contain 
two or three hundred men.
Each camp is in charge o f  a section 
superintendent, who is responsible for
the orderly operation o f the camp and 
is also responsible for  the particular 
section o f the line which is to be con ­
structed by that crew. As the section, 
which is usually about 15 miles, is fin­
ished, the camp is moved to a new loca­
tion.
The construction crews w ill be or­
ganized according to the various opera­
tions, such as ditching, laying, paint­
ing, etc., and each crew w ill be in 
charge o f  a com petent and experienced 
man who is responsible for the efficient 
operation o f  his crew. If the country 
permits, the ditch w ill be opened by 
ditching machines, which, under ordi­
nary conditions, w ill operate day and 
night shifts in order to keep enough 
ditch open for  the pipe-laying gang. 
Care must be taken that too much ditch 
is not opened, especially i f  there is a 
possibility o f rain, as the ditch becom es 
flooded and delays construction. The 
ditching machines are usually in charge 
o f a superintendent who is responsible 
fo r  the operation o f all machines which 
on a large line may total ten or fifteen. 
Each machine is in charge o f a com pet­
ent mechanic who w ill be assisted by as 
many men as are necessary to keep the 
machine operating, which in some 
localities is quite a problem  due to mud 
or swamp or hills.
The opening o f the ditch is a very im ­
portant phase o f  construction w ork as 
the construction gangs cannot make 
speed unless they can get ditch and any 
delay results in increased costs as the 
gangs must be maintained.
A  pipe-laying machine will fo llow  the 
ditching m achine and lift the pipe from  
the ground, holding it in position until 
fitted and coupled and bolted together. 
The fitting is done by a stabber who is 
especially trained for  this operation and 
he must be very careful that the pipes 
are put together w ithout nicking the 
ends as leaks w ill result unless this 
operation is done properly. The pipes 
are coupled together with the aid of 
rubbers and bolts which are designed to 
make the connection air tight.
A fter the pipes are coupled together 
they are held at the top o f the ditch by 
means o f skids and tractors fitted with 
pipe boom s and winches until the pipes 
can be low ered in the ditch without d is­
turbing the laying gang which w ill be 
w orking about six joints ahead.
F ollow ing this operation the ditch 
w ill be refilled by tractors equipped 
with refill slips or  special refill machines 
w hich save considerable time. The re­
fill w ork must be kept up with the pipe 
laying as a rain m ight float the pipe 
and cause considerable damage and ex­
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pense. The refill w ill usually sit about 
a foot or two above the ground level, 
but in time it w ill settle until it can be 
scarcely noticed.
W hen the line is com pleted, it w ill be 
tested by sections, w hich are usually 
about ten miles in length, each section 
having gate valves, blow -off valves, 
drips, etc., so that they may be con­
trolled or drained independently.
R iver crossings require special care 
and w ill be in charge o f an experienced 
river man as a weak river line usually 
means that it must be abandoned at a 
total loss. R iver lines are usually mani­
fo ld  lines o f  sm aller size than the main 
line. The pipes are w elded together 
and weighted by huge river clamps 
while on shore and are then pulled 
across the river by means o f  a drag 
line and fastened into main line.
In addition to the construction o f 
the main transm ission line there w ill 
usually be a telephone system which 
w ill parallel the line, also com pressor 
stations and field gathering lines, all o f 
which are part o f the contract.
It is very essential that the construc­
tion gangs keep in contact at all times 
with the field offices. Reports are usu­
ally made to these offices each night by 
phone o f progress, materials needed and 
troubles which are being encountered. 
It is often  difficult to maintain this 
contact as the w ork is in an out-of-the- 
way place which may not have phone 
service.
The field offices w ill usually be lo ­
cated in good sized towns about 100 
miles apart, each office to maintain 
contact with pre-determined sections o f 
the line. These offices are equipped 
to purchase additional materials needed, 
also supplies for  camps, handle pay­
rolls, keep field costs, and in brief main­
tain a com plete field organization to 
transact any business which may be 
necessary.
Each field office w ill maintain the 
fo llow in g  accounting records:




Payroll record and labor distribution.
General ledger.
A ll records, except the general ledger, 
are prepared in duplicate, and the 
original records together with cancelled 
checks, vouchers, and other supporting 
data are sent to the hom e office tw ice 
a month. A ll accounts are closed into 
the main office except cash account, ac­
counts payable and the hom e office ac­
count.
As the m ajority  o f  the material re­
quired to construct the line is purchased 
by the main office, the only costs which 
appear on the field office books w ill be 
freight, labor and m iscellaneous sup­
plies which are purchased by the field 
offices. On a large size line, the field 
offices w ill be responsible for  the ex­
penditure o f  approxim ately two m il­
lions o f  dollars w ithin a period o f two 
or three months. The larger part of 
this money w ill be spent for  labor and 
this expenditure together with the neces­
sity o f  obtaining accruate labor costs 
requires a very efficient time-keeping 
department and very careful supervision. 
A  tim ekeeper is placed in each camp 
with sufficient assistants to enable him 
to properly check the time o f the men 
which must be done while they are out 
on the line; also see that proper de­
ductions are made for  men who are eat­
ing meals in cam p; and constantly be 
on the alert to help account for  the ma­
terial or equipm ent o f  the company 
which may be in camp or scattered along 
the line.
The men w orking on the line are 
scattered over such a wide area that 
the tim ekeeper and his checkers must 
be careful to see that the men are 
actually w orking each day and each 
hour and also as to what they are doing. 
The labor turnover is very large and the 
tim ekeeper does not get acquainted with 
all the men and various subterfuges are 
used to get m ore money than is actually 
earned. The time for  each man w ill be 
recorded in a daily time book  and each 
day a cost sheet is made up which shows 
the cost each day per foot for  various 
operations w hich is accum ulated until 
the section is finished.
A t the end o f  a tw o-w eeks period, the 
tim ekeeper makes his payroll which he 
sends to the branch office together with 
labor distribution fo r  the period. The 
payroll is carefuly checked in the field 
office and men are paid at the camp by 
representatives from  the field offices as­
sisted by the timekeepers. Any discrep­
ancies between the am ounts due the 
men per payroll and the am ount claim ed 
by the men must be thoroughly investi­
gated as well as payroll checks which 
are unclaimed.
Men who are discharged or who quit 
between pay periods are given payoff 
slips with a record o f their time which 
are to be presented to the field office, but 
in some cases arrangem ents are made 
with banks to cash these payoff slips, 
especially when the field offices are a 
considerable distance from  camp.
The principal classifications required 
to properly record labor costs are as 
fo llow s:
H auling and string pipe, couplers and 
paint.









The field offices w ill be m aintained 
until the line has been com pleted and 
tested, the m ajority  o f  the dam age 
claims settled, and the line accepted by 
the operating company.
The home office w ill keep the usual 
accounts which are found in a construc­
tion company. Each job  w ill be carried 
under a separate contract num ber and 
com plete detail o f  cost maintained in 
a contract ledger. The hom e office w ill 
usually be asked to subm it to the operat­
ing gas com panies a breakdow n o f the 
contract price w hich should be classified 
in accordance with the requirem ents o f 
the operating com pany or in accordance 
with the state requirem ents if a public 
utility. One o f the most com m only 
used classifications is as fo llow s: 
Gathering Lines— (Designated by L oca­
tions)
Land in fee.
R ights o f  W ay.
R ight o f W ay Expense.
Line Pipe (Classified by sizes).
Line P ipe Fittings (Classified— pipe, 
gate valves, e t c .) .
Line Pipe Construction (Including 
covering and painting).
M aterial and Supplies.
Labor.
Injuries and Damages.
Tools (Used in construction on ly ).
Buildings and Structures.
Office Furniture and Equipment.
Gas M easuring Equipment.
Meters.
Regulators.
Installation o f Meters and R egula­
tors (D uring construction on ly ). 
Transm ission M ain P ipe L ines (D esig­
nated by Sections)
Land in Fee.
R ights o f W ay.
R ight o f  W ay Expense.
Line Pipe (Classified by sizes).
Line Pipe Fittings (Classified— pipe, 
gate valves, e tc .) .
Line Pipe Construction (Including 




T ools (Used in Construction o n ly ).
Regulators and Measuring Stations.
Meters.
R egulators.
Installation o f Meters and R egula­
tors (D uring construction o n ly ).
Pipe Line Structures— Other than 
D wellings and W arehouses.
Other Transmission Facilities. 
D istribution Mains— Tap Lines (D esig­
nated by L ocations.)
Land In Fee.
R ights o f  W ay.
Right o f  W ay Expense.
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Line Pipe (Classified by sizes.)
Line Pipe Fittings (Classified— pipe, 
gate valves, etc.)





Tools (Used in construction only.) 
Regulators and Measuring Stations. 
Meters.
Regulators.
Installation of Meters and Regula­
tors. (During construction only.) 
Pipe Line Structures— Other than 
Dwellings and Warehouses. 
Other Distributing Facilities. 
Compressor Stations —  Sub - Accounts 
(Designated by Name of Sta­
tion. )
Land in Fee.
Buildings (Classified by kind of build­
ing, main, auxiliary, etc.) 
Engines— pumps and compressors. 
Auxiliary Equipment.
Electrical Equipment.
Machine Tools and Machinery. 
Cooling System and Tower.
Water Wells, Lines and Tanks.
Tools, and Supplies (Used in con­
struction only.)
Roads, Walks and Sewers.
Oil Tanks.
Office Furniture and Equipment. 
Regualtors and Measuring Stations. 
Meters.
Regulators.
Installation of meters and regula­
tors (During construction.) 
Suction and Discharge Lines.
Railroad Spur.
Miscellaneous Equipment.














Water Wells, Lines and Tanks. 
Shipping Facilities (Railroad Spur—  
Loading Racks, etc.)




Miscellaneous Material and Equip­
ment.
Labor.
Tools (Used in construction only.)
It is very essential that the contract 
costs are accurately recorded, especially 
the labor costs as these furnish valuable
information and will be used as a basis 
of estimating on future contracts. Com­
plete records must also be kept show­
ing the kind of weather experienced 
while constructing the line as weather 
conditions may increase or decrease the 
cost to such an extent that a future esti­
mate based on such costs would be too 
high or too low.
Another factor which will affect the 
cost and which must be considered 
when used as a basis for estimating, is 
the section of the country in which the
Your Committee on Pan-American 
Relations was one of the first commit­
tees to be appointed by President Pink­
erton, and lost no time in proceeding 
with the work. Conferences were held 
with a representative of Dr. Rowe, of 
the Pan-American Union, and a repre­
sentative of Hon. Herbert Hoover, Sec­
retary of Commerce of the United 
States.  While no direct help was re­
ceived from the Pan-American Union, 
excellent cooperation was given by the 
Department of Commerce, which de­
partment through C. J. Junken, Chief 
of the Division of Commercial Laws, 
sent a questionnaire and a copy of the 
resolution, passed by the Pittsburgh 
meeting of The American Society of 
Certified Public Accountants, to the 
U. S. Commercial Attaches at all Latin- 
American capitals. This questionnaire 
consisted of four questions, as follows:
1. Is there any organization of ac­
countants in the country to which you 
are assigned; if so, give its name and 
also the name of its officers?
2. If no organization exists, give the 
names of the leading accountants with 
whom the association may correspond 
in regard to the meeting outlined in the 
attached resolution.
3. To what extent is public account­
ancy linked up with government activi­
ties in the country to which you are 
assigned?
4. Kindly supply any suggestions or 
information which might be useful in 
relation to the attached resolution.








Panama City, Canal Zone.
Rio de Janeiro, Brazil.
San Juan, Porto Rico.
Santiago, Chile.
Replies were received from the fol­
lowing Consulates: Bolivia, British
line is to be constructed. The cost of 
constructing a pipe line in mountain­
ous country such as Kentucky or West 
Virginia will be much higher than the 
cost of a similiar line constructed in 
level country such as Texas.
The procedure and records as out­
lined are quite common to most large 
pipe line construction companies. When 
it is considered that most companies 
wiil have five or six large lines under 
construction at the same time, we can 
more readily appreciate their position.
Honduras, Costa Rica, Dominican Re­
public, Ecuador, Guatemala, Guiana, 
Haiti, Honduras, Nicaragua, Paraguay, 
and Salvador.
Thus it will be noted that a report 
is received from every country except 
Peru, and efforts are still being con­
tinued to secure information from 
Lima.
We found conditions in South Amer­
ica better than we at first anticipated, 
but conditions in Central America were 
not as good as we had hoped, to find 
them. Very few countries have laws 
regulating certified public accountants, 
but in many of the countries laws are 
now being contemplated, and organiza­
tion work is going on which will within 
a short time result in a development of 
public accounting throughout all Latin 
America.
In some countries laws are more rigid 
than in our own country, and somewhat 
broader in scope. For example, in Ar­
gentina, in order to have the title of 
Public Accountant it is necessary that 
a man graduate from the three-year 
course in the Facultad of Ciencias Eco­
nomicas of the University of Buenos 
Aires, and that he then pass an exami­
nation given by the Board of that uni­
versity, and in order to be a sindicado 
of a corporation, or liquidator in bank­
ruptcy cases, the title of Public Ac­
countant must be held. All balance 
sheets must be signed by a Public Ac­
countant, and for that reason English 
firms take into their organization a 
Public Accountant, who signs balance 
sheets.
In Cuba we find that Public Account­
ants receive a degree which authorizes 
them to testify in court in regard to 
accounts and inventories, and to 
verify appraisals, but in no case do we 
find that the universities have as com­
prehensive a curriculum in accounting 
subjects as we find in our country. This 
is perhaps due to the fact that the bibli­
ography of accounting literature in 
Spanish is very limited.
In Central America affairs are gen­
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erally poor. One difficulty in connec­
tion with the establishment of sound 
organization of accountants is that rel­
ative to the laxity with which laws or 
regulations governing the certification 
of public accountants are enforced; the 
examination standards, etc., might be 
administered, and the effect might be 
the acceptance as duly qualified Certi­
fied Public Accountants of men entering 
accounting by standards which as 
granted would be satisfactory, but as 
actually enforced would be absolutely 
repugnant to the ideals of The Ameri­
can Society of Certified Public Account­
ants. A poorly trained, or venal Certi­
fied Public Accountant could turn out 
a balance sheet quite apt to influence 
the unsuspecting investor seeking to 
place his savings in Central American 
projects. If detected in such an act in 
the United States he would be promptly 
and permanently discredited, while in 
Central America nepotic or political in­
fluences might save him from punish­
ment and continue him in his vocation.
It is the belief of your Committee 
that a great deal of good work can be 
done by sending a man around South 
America, as outlined in the resolution 
passed at the Pittsburgh convention.
We have circularized all organiza­
tions and individual accountants of 
whom we could secure a record, and 
have invited them to the New Orleans 
convention. W e have also stressed the 
importance of attending the Interna­
tional Congress on Accounting to be 
held in New York in 1929, and it is 
probable that we will secure many con­
tacts with these organizations and with 
the accountants in Latin America.
In order that there may be found in 
the files of The American Society of 
Certified Public Accountants a synopsis 
of Public Accounting activities in each 
of these countries, we submit below a 
brief sketch or outline, of the de­
velopment in each country except Peru.
Argentine: In Argentine we find Pub­
lic Accountants well organized, operat­
ing under effective laws, and the pro­
fession rapidly developing. The or­
ganization of accountants in this coun­
try is known as the “ Colegio de Doc­
tores en Ciencias Economical y Conta­
dores Publicos.”
For an Argentinian to secure the title 
of “ Contador Publico” it is necessary 
that he graduate from the three years 
course in the Facultad of Ciencias Eco­
nomicas of the University of Buenos 
Aires, and that he then pass an exami­
nation given by the Board of that uni­
versity. An accounting course is also 
included in the course leading to the 
degree of Bachelor of Economic Sci­
ence, which requires nine years. The 
holder of this degree is entitled to a 
Doctor’s title.
The profession of “ Contador Publico”
is a popular one, one reason being that, 
in order to be a “ Sindicado” of a cor­
poration, or liquidator in bankruptcy 
cases, this title must be held. In gen­
eral commercial practice the “ Conta- 
dores Publicos” are not given the same 
recognition as that accorded to the 
firms of chartered accountants which 
draw up the balances of most of the 
large business firms in this country. 
At the same time all balance sheets 
must be signed by a “ Contador Publico,” 
and for this reason the English firms 
of chartered accountants take into the 
firm or employ a “Contador Publico,” who 
signs all the balance sheets produced by 
the firms, although the actual work may 
have been done by English employees 
who have not taken the local examina­
tion of “Contador Publico.” It is our 
understanding that the English firms 
which are chartered accountants in Eng­
land are permitted to practice in this 
country with no formality other than the 
registration of their chartered account­
ant certificates in England, and that a 
similar privilege would be accorded to 
American Certified Public Accountants.
As pointed out, however, they cannot 
issue balance sheets unless these be 
signed by a local “Contador Publico.” We 
also are informed that foreigners desir­
ing to secure the “Contador Publico” cer­
tificate may do so by presenting their 
educational credentials, and by passing 
an examination in Spanish before the 
Board of the University of Buenos Aires. 
It would therefore seem that American 
firms desiring to enter this field might 
do so on the same basis as the British 
firms now practicing here. The large 
foreign operators are all English Com­
panies.
Bolivia: In Bolivia we were unable to 
find an organization, a law or a native 
development of the profession. No native 
accountants are qualified according to 
our standards. The operating companies 
are all English accountants. The perma­
nent Fiscal Commission inspects the books 
of corporations in connection with the 
collection of taxes in some instances. The 
American member of that Commission is 
Mr. William Magowan.
Brazil: In Brazil there is no law, nor 
is there an organization of Public Ac­
countants as such. There is, however, a 
definite movement on foot to establish 
both. Some months ago a bill was intro­
duced into Congress to require a national 
registration of accountants. Such regis­
tration would have been kept in the na­
tional archives. This project of law did 
not have any bearing on any voluntary 
organization of accountants, but was 
meant to identify and establish the re­
sponsibility and competence of account­
ants. The bill was considered as being 
too broad, and failed of enactment. The 
terms of it included every bookkeeper, 
whether he be a public accountant or not.
Thus, it was objected that the list would 
not mean much, for it could not establish 
a standard of competence. The Asso­
ciacao dos Empregnados de Commercio of 
 Rio de Janeiro, which is a strong and 
energetic organization, is now undertak­
ing to promote a local registration of ac­
countants whose competence shall be 
tested by examination. It is probable 
that this project will be finally accom­
plished. There are four Brazilian com­
panies, ten British, and one German firm 
of Public Accountants operating in 
Brazil, but no Americans.
British. Honduras: Here we find no 
organization of accountants, no Public 
Accountants, and no activities of the pro­
fession whatsoever.
Canal Zone: In Panama there is no 
organization of accountants, nor is there 
a law. There are, however, a number 
of accountants working in the profession. 
These are, for the most part, Americans. 
These accountants have signified a will­
ingness to cooperate with us.
Chile: There are in Chile three or­
ganizations of accountants. Two of these 
are located in Santiago and one in Talca. 
There is, however, no law. In previous 
years the Government accepted as Cer­
tified Public. Accountants individuals or 
concerns which had complied with the 
laws on this subject in other countries, 
especially in Great Britain and in the 
United States. No accountancy law has 
been enacted because almost all of the 
Government departments and the large 
institutions have had recourse to foreign 
concerns for their auditing. The Govern­
ment now recognizes the need for legis­
lation which will give graduates of local 
accounting schools, or individuals who 
have served a proper apprenticeship with 
accounting concerns, a legal status, and 
is now giving consideration to a project 
of law by which the title of Accountant 
would be legally recognized, and is bas­
ing its studies on material submitted by 
an organization known as “Sociedad de 
Contadores Titulados por el Estado.” The 
foreign concerns operating here are for 
the most part British.
Colombia: In Colombia there is no 
law and no development of the profession. 
There is, however, an organization of ac­
countants which admits only accountants 
now employed by the Government, but it 
is expected that later it will take in all 
accountants. The only Public Acount­
ant we were able to locate is a Swiss ac­
countant.
Costa Rica: Here we find no law, no 
organization, and no development of the 
profession. There are no Public Account­
ants as such, but several who have a good 
knowledge of accounts, and who appear 
to be interested in establishing them­
selves.
Cuba: There is in Cuba no law, nor 
is there an organization of accountants. 
The profession, however, is recognized,
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and the firms are for the most part Amer­
ican. The C. P. A. is recognized only as 
an American title.
Just during this last year the Cuban 
Government has taken up the question of 
establishing courses in Public Accounting 
with the purpose of giving official degrees 
of Certified Public Accountant (Contador 
Publico Autorizado), which will corre­
spond to our title of Certified Public Ac­
countant. In the primary schools, or 
what would correspond to our high 
schools, courses in accounting were 
started this year and graduates from 
these schools will be given the title of 
“Contador” or accountant. Also this year 
the University of Havana established a 
course in higher accounting, and the first 
year of schooling in this line ended this 
summer. It is quite likely that after 
there have been a number of certified 
public accountant titles granted to grad­
uates of the course in the University, 
those holding the Cuban title of Certified 
Public Accountant will get together and 
form a Cuban society.
Dominican Republic: In the Domini­
can Republic there is no law and no or­
ganization. In fact, there is no one in 
the Republic that might be even con­
sidered a Public Accountant.
Ecuador: During the past year an or­
ganization of accountants was founded 
in Guayaquil, the charter of which has 
not yet been approved. The object of the 
Society is to raise the standard of ac­
countancy and to bring about official 
recognition and regulation of the profes­
sion. This Society has expressed itself 
as desiring to enter into correspondence 
with us.
Guatemala: There is no organization 
of Public Accountants in Guatemala, nor 
is there a law. In fact, there is only one 
firm that does public work, and that is a 
British firm.
Guiana: There is no law, no society, 
and no development of the profession in 
Guiana. In British and in Dutch Guiana 
we were able to find but one firm in pub­
lic work.
Haiti: There is no organization of 
accountants in Haiti. Accounting prac­
tices are by no means rigid, and are 
modeled upon the old French system. 
They have not developed one modern re­
quirement. We find one British concern 
and three Haitian concerns on the Island.
Honduras: There are no Public Ac­
countants, and there is no Public Ac­
countant Society in the Republic of 
Honduras, strictly speaking. The nearest 
approach to this is in an Association in 
Tegucigalpa, known as La Sociedad de 
Tenedores de Libros, or the Society of 
Bookkeepers, members of which, and 
others with similar training, do the ac­
countancy work of both public and pri­
vate organizations. Strictly speaking, 
the Public Accountant does not exist in 
Honduras.
Mexico: The Mexican organization of 
Public Accountants is known as Instituto 
de Contadores Publicos Titulados de 
Mexico. The aims of the Mexican In­
stitute of Public Accountants are out­
lined in a letter of President Luis 
Montes de Oca, written March 20, 1925:
“For some time the need of organizing 
to coordinate our efforts has been felt by 
the Public Accountants of this country. 
In order to fulfill this need we have as­
sociated in a civil joint stock society, to 
be known as “Institute of Certified Public 
Accountants of Mexico.” This society is 
chartered under the laws of Mexico. Mem­
bers have been divided into three classes: 
original, incorporated and correspondent, 
this last class to comprise those belong­
ing to similar foreign or national asso­
ciations who may ask to be admitted to 
our institute.
“Our purposes are to bring about a 
closer union among the Public Account­
ants of Mexico, to raise the standing of 
our profession, to have it officially rec­
ognized as such and legally regulated, to 
promote the interests of our members, 
and to be both a moral and material help 
to them. We also intend to insure to the 
public a more efficient and reliable serv­
ice by exercising a certain amount of 
vigilance over the morality of our mem­
bers.
“Lastly, we hope to maintain profes­
sional relations with other societies, so 
as to secure information, establish an ex­
change of publications and papers and 
be enabled to avail ourselves of the richer 
experience of older organizations.”
The Institute has an office and a small 
library, and there are no textbooks writ­
ten in the language of Mexico which 
would be regarded as even of moderate 
standard. The profession has never been 
accorded a very high standing among the 
Mexican people, and as a consequence 
very little growth in the profession has 
resulted among them over a period of 
many years. We understand that the 
membership of the Mexican Institute 
does not exceed one hundred, with a 
very small percentage of this number 
engaged in actual practice. Perhaps one 
of the reasons that it is small is that a 
member of a foreign accountancy firm 
must pay 200 pesos entrance fee, with
10 pesos as monthly dues. In other 
words, $100.00 entrance fee and $5.00 
a month for dues. No adequate law 
has as yet been passed.
Nicaragua: There is no organization 
of accountants in Nicaragua. There is, 
however, as in the case of Honduras, an 
association of Bookkeepers. There is no 
governmental supervision of the licensing 
of accountants, or any other regulation 
governing the profession in Nicaragua.
Paraguay: There are no organiza­
tions of accountants in Paraguay, nor 
any firms engaged in accountancy. The 
books of the important companies are
audited by foreign firms, one an Ameri­
can and the other a British Company. 
In the City of Asuncion there are at the 
present time sixty Public Accountants. 
These persons are eligible to hold them­
selves out as Public Accountants by vir­
tue of degrees in Accountancy obtained 
from the National College, which insti­
tution grants degrees, but is not directly 
governmentally controlled, although it is 
a Government institution. The course in 
Accountancy requires six years.
Peru: No report has as yet been re­
ceived from Peru.
Porto Rica: In Porto Rica we find a 
law and an organization, and things 
very satisfactorily developing. The Porto 
Rican Institute of Accountants was or­
ganized in 1922, there being at that time 
no law in the Island. The Institute fixed 
its own requirements for membership, 
which has grown to some seventy at the 
present time. As a result of the efforts 
of the Institute a Public Accounting law 
was finally enacted, and the Board is now 
functioning, and has issued certificates to 
about thirty-eight individuals within the 
past few months. It is probable that the 
number has been increased to about fifty 
as a result of recent examinations. Amer­
ican Institute questions are being used 
by the Board. We find conditions in Porto 
Rica substantially better than in any 
other country that we investigated, so far 
as our investigation has proceeded.
San Salvador: There is no law, nor is 
there a Society of Public Accountants in 
San Salvador. There is one firm of ac­
countants operating there, this firm be­
ing an English firm.
Uruguay: In Uruguay there is an or­
ganization known as the Associacion 
Nacional de Contadores y Peritos Mer­
cantiles. This was organized in 1919, 
and has the following objects:
1. "Obtaining for the profession those 
rights and privileges to which it is en­
titled and to this end procure from the 
public authorities the sanction of such 
laws and dispositions as will assure 
those rights and privileges;
2. “ Fostering the development of the 
Association through cooperative action 
and the spirit of fellowship;
3. “Promoting the development of the 
practice of accountancy.
4. “ Establishing and maintaining con­
tact with similar associations located in 
other countries.
5. “ Compiling and maintaining a per­
manent census of all professional ac­
countants and mercantile experts resi­
dent in the Republic.”
The organization operates under a 
charter granted by the National Govern­
ment. Qualified accountants domiciled 
in the Republic, and who subject them­
selves to the statutes, may become active 
members. Correspondent members are- 
defined as those accountants living out­
side the Republic who desire to affiliate
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themselves under this classification. 
The statutes further define active and 
correspondent members as those who are 
legally authorized to practice Account­
ancy. Under the provision of Uruguayan 
law covering the subject of educa­
tion only graduate students of the 
Escuela Superior de Comercio de Monte­
video and accountants possessing diplo­
mas granted by foreign schools, but 
validated by competent Uruguayan 
authority can publicly practice the pro­
fession. The validation of diplomas is 
not easily accomplished, for it is based 
on the principle of reciprocity, and 
made contingent to the fulfillment of 
certain qualifications which many for­
eign educational institutions, because 
of the nature of their curriculum, sup­
port or direction do not possess.
Failure on the part of accountants 
holding diplomas issued by Institutions 
other than the Escuela Superior de 
Comercio to comply with the laws con­
cerning the validation of credentials 
has, on several occasions, caused foreign 
accountants to be prosecuted for il­
legally practicing their profession. The 
assumption of the title “Public Account­
ant” by nationals who did not possess 
diplomas from any educational institu­
tion whatsoever has, in every case, also 
caused proceedings to be instituted 
against them.
The profession of Public Accountancy 
is not only directly controlled by the 
State through the laws governing and 
regulating public instruction, but its 
practice is elevated to a legal position 
by the provision of a law passed in 1917, 
which makes it mandatory for all judges 
and courts in Uruguay to refuse all 
liquidations of estates, inventories of 
estates, divisions of property held co- 
jointly, payments of inheritance taxes, 
and all documents and reports covering 
same that may be presented to them, 
and that bear the signature of an ac­
countant, mercantile expert, or notary 
public whose diploma has not been 
granted or validated by national authori­
ties. The same law further provides 
that:
“ Judges will refuse to accept all set­
tlements of accounts, statements of ac­
counts, commercial balances, their sup­
plementary and supporting documents, 
and all reports of a commercial nature 
that do not carry the signature of an 
accountant or mercantile expert.
“The courts and justices of the Re­
public, when appointing experts in ac­
tions involving accounts, revision of 
books or questions of mercantile or in­
dustrial accountancy, will name account­
ants whose diplomas have been granted 
or validated by national authorities.
“ Accountants, mercantile experts, 
notaries and lawyers can not, without 
just cause, refuse judicial or court ap­
pointments.
“Accountants or mercantile experts 
will be appointed to the posts of bank 
inspectors and similar positions, and to 
all posts in the public administration 
requiring a knowledge of bookkeeping, 
accountancy, collection and fiscalization 
of revenues excepting in those cases in­
volving employees of proven compe­
tency, and with not less than five years 
service in their immediate, subordinate 
post.”
The law of 1917 has placed Public 
Accountants into all the posts in the 
public administration involving the man­
agement or control of funds. Thirteen 
of the sixteen inspectors in the Office of 
the Inspector General of the Treasury 
are public accountants. Such depend­
encies as the Office of the Inspector of 
Banks and Corporations, the Internal 
Revenue Office and others are largely 
staffed with graduate students of the 
Escuela Superior de Comercio de Monte­
video.
The enactment of further legislation 
tending to elevate the profession of Pub­
lic Accountancy and ally it more closely 
with Government activities is being 
urged. One of the measures that is be­
ing advocated would raise the status of 
the Escuela Superior de Comercio to 
that of University authorized to issue 
degrees in economics and public ad­
ministration. Another bill that has re­
cently been introduced into both houses 
of the national legislature would make 
it mandatory for the executives, when 
appointing or constituting the govern­
ing boards of the State’s autonomous 
agencies to name at least one member 
on all such boards who may be versed 
in the technic of administration, and 
who must be a Public Accountant.
With the legislation that has been 
sanctioned, and the measures that are be­
ing advocated, the Associacion Nacional 
de Contadores y Peritos Mercantiles 
feels that its principal objective, that of 
obtaining recognition for the profession, 
is nearing definite achievement, and it 
is now devoting some attention to the 
establishing and maintaining of contact 
with kindred organizations in other 
countries. The first step in this direc­
tion has already been taken. The re­
cent visit of a Uruguayan delegation 
of accountants to Buenos Aires has done 
much to build up a feeling of kindred­
ship between the members of the pro­
fession located in the two countries. 
Efforts undoubtedly will be made in the 
near future by Uruguayan Public Ac­
countants to establish contact with or­
ganized accountants in other Latin- 
American countries, with the view to ob­
taining a more universal recognition for 
those constituting the profession. Any 
effort that The American Society of Cer­
tified Public Accountants might make, 
at this time, to foster and support a 
movement for the purpose of promoting
the development and practice of Public 
Accountancy in North and South Amer­
ica, and to bring the organizations ex­
isting in the different republics together 
for their mutual benefit and progress 
is certain to receive the approval and 
cooperation of the Associacion Nacional 
de Contadores y Peritos Mercantiles of 
Uruguay.
Venezuela: There is no law, nor is 
there an organization. There appears 
to be only one accountant that we can 
locate in Caracas, who represents an 
English concern. Considerable public 
accounting work is done, but in those 
American companies desiring work of 
this kind it has been found advisable 
to have American accountants to come 
in from the outside to do it. No ac­
countancy work is taught in the educa­
tional institutions, and the profession is 
in no way advanced.
The Committee desires to express its 
appreciation to Hon. Herbert Hoover 
and the Department of Commerce for 
the excellent assistance they have ren­
dered during the past year.
Respectfully submitted,





NEW CALENDAR FOR OLD
(C on tin u ed  fro m  p a g e  329)
prone to remember holidays. Every one 
of us looks forward to them with a 
great deal of eagerness and anticipa­
tion. Then, again, their recurring 
character under the new calendar will 
bring with them new associations at the 
outset, but after the lapse of a few 
years these new associations will in 
turn become the old.
The time fixed for the seasons will 
change, too, of course, under protest of 
some. But when we examine the sea­
sonal dates today we find them to have 
little significance in our daily lives, be­
cause if it is cool on May 15th, as it 
sometimes is, felt hats stay on and 
straw hats continue to beckon us from 
the windows of the hatter rather than 
from the heads of our fellowmen. So 
long as we have manufacturers of wear­
ing apparel to remind us of seasons how 
can we forget them!
It may be painful but it is inevitable. 
As in the past, an illogical arbitrary 
scheme must give way to a reasonable, 
scientific one notwithstanding that that 
change may be attended by a temporary 
disarrangement of the established or­
der. The accounting profession, advo­
cating as it does simplicity, logic and 
order in the affairs of men, will be 
heard when it raises its voice in support 
of a change in the calendar.
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Among My Souvenirs
SOME years ago a popular periodi­
cal had a department entitled 
“ BAD BREAKS” in which were 
printed weekly ‘howlers” culled from 
other publications. Another monthly 
currently has a similar department en- 
entitled “W H Y EDITORS LEAVE  
HOME.” The “breaks” are not alone 
printer’s and proofreader’s errors but 
queer phraseology— and I have as one 
of my souvenirs a sign, in rough printed 
characters which I took from the office 
of a defunct (via bankruptcy) corpora­
tion. It reads:
“Positively no admittance! Please 
request your desire at the window.”
Another much cherished souvenir is 
my copy of “ Specialized Accounting” 
autographed by the author, Professor 
Newlove. It was this writer’s three- 
volume set which had put me through 
my C. P. A. examinations after two 
failures, and I had a copy of his latest 
work, just published in my audit bag to 
read on the trip to and from Washing­
ton. A  man I met in the Internal Rev­
enue Unit noticed it, learned of my 
esteem for Professor Newlove, whom I 
had never met, and invited me to go 
with him to a lecture, the last of a 
series which the Professor was giving 
to internal revenue men who were about 
to go up for the D. C. or Maryland ex­
aminations. The lecture was one of the 
most interesting and instructive to 
which I have ever listened. At its con­
clusion I was introduced to the Profes­
sor, and had him autograph my copy of 
his book.
All souvenirs are not of such pleas­
ant memories. My adding machine was 
taken in full settlement of an other­
wise uncollectible debt. It was com­
petently appraised at $35.00 trade - in, 
$25.00 cash. The debt was $200.00, 
but I was glad to get it.
Another, while costly, is not so un­
happy. It is a “ Contract for Deed” to 
a lot in a remote hamlet in Florida. I 
was in Florida during the boom doing 
some much needed auditing and investi­
gating, and sensing the inflation, al­
though impressed with the tremendous 
possibilities in the state, sternly re- 
fused to put a cent in realty until al­
most the end of my stay. Then I fell 
for the proposition, based on the pend­
ing construction of a Seaboard branch 
through the hamlet. Even after the 
collapse of the boom, it looked good, 
but with the death of S. D. Warfield 
the railroad has definitely abandoned 
the project. But I still have the mem­
ories of the happiest winter of my life. 
Nothing can take Florida’s climate
Editor’s Note: After reading this 
article it will be understood why the 
writer desires to remain annonymous.
from her, and when I have “ made my 
pile,” if I ever do, there is where I will 
retire. And that document is a con­
stant inspiration to urge me on to that 
end.
Entirely eliminating the pleasure 
which a person gets by having some 
possession admired by others the sheer 
comfort that is derived from having an 
absolutely dependable watch, is enough 
to justify buying one. Yet like the vast 
majority of men I felt that jewelry was 
something to be purchased only to give 
to others, and to be acquired only by 
gift. All the little jewelry I had (or 
with this exception still have) was thus 
obtained. And my watch was inade­
quate for a man who traveled as much 
as I and had to catch as many trains.
I was discussing this male psychology 
of jewelry with a jeweler whose books 
I was auditing and he said, “Well, I’ll 
let you have any watch in my stock at 
net cost, if you’ll apply it on your fee.” 
I thought it over, and accepted, letting 
him select for a timepiece endorsed by 
railroads for their trainmen. And 
every time I look at this souvenir of a 
pleasant audit engagement, I have a 
sensation of satisfaction worth far more 
than the intrinsic value of the watch.
Like every other man I have many 
souvenirs of more or less sentimental 
value, some with interesting stories at­
tached. But this article is intended to 
deal only with those having a profes­
sional connection, like the handsome 
sterling silver match holder I received 
for acting as best man at the wedding 
of another C. P. A. Or the fragment 
of the best briar pipe I ever smoked, 
which a careless clerk in a client’s 
office inadvertently shattered by slam­
ming down a huge sales book on top 
of it.
Medical men are fond of talking 
about G. P’s (meaning grateful 
patients) and rare the physician or sur­
geon who cannot show many gifts from 
such. Some are more silly than useful 
but they are all indicative of good will 
and feeling of confidence in the doctor 
on the part of the patient. But I know 
few accountants who have anything like 
that to show. Just why is a puzzle. It 
is probably due to the feeling that ac­
countancy is a business, not a profes­
sion. This is regretable. An account­
ant should be just as dear to his client 
whose business he helps to keep in good
(financial) health, as is the physician 
who does the same for his bodily health. 
Sometimes the two are interdependent.
I had one case referred to me by a 
physician (would there were more!). 
His patient’s chief ailment seemed to 
be worry over his business, constant 
over-work, and no vacation. But once 
a thorough examination of the business 
had been made, and it had been proved 
in good shape, the client-patient was 
persuaded to take a long overdue and 
sadly needed rest. He left his worries 
behind him, knowing the accountant 
would have a member of his staff make 
a weekly check up, and that the ac­
countant himself would countersign all 
checks.
I have only one souvenir that might 
be put in the “ G. P.” class, an ele­
mentary textbook on accounting. When 
I noticed it on the client’s desk, I re­
marked on it, concealing my surprise 
that it was there At all, for the client’s 
books of accounts indicated that he had 
not the remotest idea of what account­
ing should be. He rather shamefacedly 
admitted that he had let a canvasser 
sell it to him, but “ had never gotten 
around to reading it.” Then insisted 
on my taking it as a gift. When I ob­
jected, he persisted, adding “Now that 
you are going to come in every month, 
I won’t need it, you can do all the ac­
counting for me.” So, flattered, I took 
it.
There is still another kind of souve­
nir: that which I haven’t. If that 
sounds paradoxical, bear with me a 
paragraph more. The souvenirs that 
are conspicuous by their absence are 
those that were offered to me if I would 
shut my eyes to what was going on, or 
omit from my report what I had found. 
I am glad to say, they are few in num­
ber. Human nature is more honest 
than is generally believed. But those 
few souvenirs I didn’t take are more 
cherished by me than any I have.
Let me quote from the instructions to 
field examiners prepared by Joseph 
Tracy, for many years Auditor of State 
of Ohio.
“Any person should remember:
“ 1. That it takes years for a man to 
build a reputation.
“ 2. That it is one of the purposes of 
these examinations to protect the hon­
est, well-meaning official whose mis­
takes are of the head and not the 
heart.”
Mr. Tracy is right. After all a man’s 
self respect is worth everything and the 
best souvenir he can have.
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Comments on Installment Accounts
T HE two principal matters dis­cussed on returning income on the installment basis are (1) 
the manner of handling repossessions 
and (2) net profit percentage of ac­
counts receivable receipts as against 
gross profit percentage.
Mr. Horton agrees that most, if not 
nearly all, of the installment houses find 
their profits by closing their books in 
the same manner as any other trading 
concern— “That is to say, that the cost 
of goods sold is found by taking the 
inventory at the beginning of the year, 
plus purchases during the year, and de­
ducting the inventory at the close of the 
period.” This being the case, it is all 
that is required to properly comply with 
the requirements of the Treasury De­
partment and to properly prepare In­
come Tax returns on the installment 
basis. It is not necessary that the books 
shall have been kept on the installment 
basis, as evidenced by the following 
cases: L. S. Weeks Co. 6 B. T. A. 300. 
Redlick Newman Co., 8 B. T. A. 719.
Mr. Horton states “When a piece of 
goods is repossessed or received through 
exchange, it is valued and a cost price 
given it, to allow the firm approximately 
the same write-up as new goods. Their 
sales records show only the net figure 
of each sale and there is no other record 
made of the article received, other than 
to place it in stock. . . . Therefore, 
you can see, to trace the individual cost 
on these small items is a physical im­
possibility, unless an elaborate system 
of accounting is employed and main­
tained. This you know, is expensive and 
the results obtained would not justify 
its use.”
The latter part of this statement is 
correct but it is not necessary to price 
the repossessed merchandise at cost. 
“ The cost of repossessed merchandise 
should be determined by applying to 
the contract price (selling price to de­
faulted purchaser) that percentage rate 
which is complementary to the percent­
age rate of profit for the year in which 
the sale was made” (Prentice-Hall, Inc., 
Para. 4140, p. 3981), and as the ord­
inary records contain this information, 
no such elaborate records mentioned are 
necessary. For example, suppose mer­
chandise sold for $100.00 was returned 
in 1928 on a 1927 sale and the rate of 
gross profit in 1927 on that particular 
merchandise class was 60 per cent, the 
complementary percentage rate or the 
cost would be 40 per cent and the cost 
could be taken as $40.00.
When the vendor as the result of de­
fault by the purchaser repossesses the 
item of personal property, the sale of
By I. J. SAMUELS, C. P. A. 
Cleveland, Ohio
[Note: This article was suggested by 
one which appeared in our June issue.]
which he has reported on the install­
ment plan, he must report the entire 
amount received on installment pay­
ments less the profits previously re­
turned as income in the year in which 
the property is repossessed. “At the 
time of the repossession the vendor is to 
revalue the property, merely taking into 
account loss by damage and use, and is 
to include such repossessed property in 
inventory at its original cost, less proper 
allowance for damage and use” (the 
cost being determined as above ex­
plained) (Prentice-Hall, Inc., Para. 
4143, p. 3984. The following problem 
which is an extract from Installment 
Sales under the Revenue Act of 1926 
published by the Bureau of Internal Rev­
enue illustrates the procedure.
Company X  sells radios on the in­
stallment plan. During 1920 it sold Mr.
Y a radio for $200. The cost of this 
radio to Company X  is $150. At the 
end of the year 1920 the percentage of 
gross profit for the entire years’ sales 
is determined to be 20 per cent. This 
is apparent from a schedule set up 
covering cost of goods sold. During the 
year 1920 the customer paid $80. Dur­
ing 1921 total payments amounted to 
$30 in the first three months. In April, 
1921, the customer defaulted. Com­
pany X  repossessed the radio. After an 
appraisal made by the company’s sales 
manager, it was determined that the 
radio had suffered $10 damage due to 
usage. Question: What is the profit and 
loss outcome to be reported as a result 
of repossession in the year 1921?
SOLUTION 
In 1920 custom er paid $80; taxpayer re­
ported $16 as profit. In 1921 Mr. Y  paid
$30.
A m ount paid in 1920 ................................ $80.00
Am ount paid in 1921 ................................ 30.00
T ota l p a id . ........................................  110.00
L e s s : A m ount reported as incom e
(2 0  per cent o f  $80) ...........................  16.00
R eportable as incom e in 1921 .............. 94.00
The radio is to be included in in­
ventory at $140, which is the original 
cost less allowance for damage and use.
As to the matter of gross profit per­
centage as against net profits, Mr. Hor­
ton states “ If we use the gross profit 
instead of net, it would work to the 
serious disadvantage of the client in
later years, for the reason that the ex­
pense applicable to each year should be 
applied against that particular year’s 
profit or else it would be necessary to 
continually be making adjustments and 
carry forward a certain portion of 1926 
expense to apply against the profit re­
ceived on collections made from sales 
sold during this year and this practice 
could not be in keeping with good ac­
counting.”
Now the primary if not the only rea­
son for preparing accounts on the in­
stallment basis is the option given a tax­
payer by the Federal Income Tax law of 
filing his return on this basis if he does 
an installment business as required. Let 
us then see what this Tax law says: Reg­
ulation 69, Article 42.— “ The rule pre­
scribed is that a person who regularly 
sells or otherwise disposes of personal 
property on the installment plan . . . 
may return as income therefrom in any 
taxable year that proportion of the in­
stallment payments actually received in 
that year which the total or GROSS 
PROFIT (that is, sales less cost of goods 
sold) realized or to be realized when 
the property is paid for, bears to the 
total contract price. Thus the income 
of a dealer in personal property on the 
installment plan may be ascertained by 
taking as income that proportion of the 
total payments received . . . which 
the total or gross profit realized or to 
be realized on the total installment 
sales made during each year bears to 
the total contract price of all such 
sales made during that respective year.” 
The Balance Sheet and Trial Balance 
presented in Mr. Horton’s paper are as 
follows:
TH E  B L A N K  COM PAN Y 
B A LA N C E  SH EET 
January 1, 1926
Cash ...................................... ......................  $100,000
Capital ...................................................... 100,000
TH E  B L A N K  COM PANY 
T R IA L  B A LA N C E  
D ecem ber 31, 1926
Debit.
Cash ..........................................................  $40,500
Receivables .............................................  65,500
Purchases .................................................  50,000
Furniture and fixtures ....................... 5,000
Repossessed .............................................  2,000
Expenses .................................................  12,000
T o t a l ...............................................  175,000
Credit.
Capital ...................................................... 100,000
Sales ..........................................................  75,000
T o ta l...............................................  175,000
A Profit and Loss Statement prepared 
by his method would be as follows:
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Sales ..........................................................  $75,000
L e s s : Repossessed (assum ed to be
all o f  1926 sales) .............................. 2,000
Net s a l e s ......................................  73,000
Cost o f  Sales:
Purchases ...........................  $50,000
L e s s : In v e n to ry  12 /31 /2 6 13,000
C ost o f  sales ..................................  37,000
G ross profit o f  s a l e s ....................  36,000
(E qual to 49.1 per cent on net 
sales.)
Expense .................................................... 12,000
N et profit ......................................... 24,000
(E qu al to 32.8 per cent on net 
sales.)
The $24,000.00 profits is shown on 
Balance Sheet of January 1, 1927, as
follows:
P rofit realized ......................................... $2,460
P rofits unrealized (1926) ................  21,540
24,000
A scertained as fo llo w s :
Net sales .................................................. 73,000
R eceivables 12 /31  /2 6  .........................  65,500
Cash collected ......................................... 7,500
R ealized 32.8 per c e n t .........................  2,460
U nrealized (b a lan ce) ......................... 21,540
T otal net p r o f i t ...........................  24,000
Thus it is seen he used the percentage 
of NET PROFIT to net sales, 32.8 per 
cent to calculate earned income for 
the year, contrary to the Federal Regu­
lation just quoted. The percentage he 
should have used is 49.1 per cent, $3,­
682.50, the percentage of GROSS 
PROFIT to net sales. Repossessions 
are considered made on 1926 sales to 
avoid confusing the handling of profit 
percentage. From $3,682.50 should be 
deducted the expenses resulting in a net 
loss which may be carried forward to 
the subsequent taxable year.
It is apparent that the method em­
ployed in the first instance was more 
favorable to the Government, and al­
though contrary to their Regulation 
they may not correct the matter for that 
reason.
Let us go to the 19 27 Trial Balance 
and Balance Sheet and see what was 
done.
T H E  B L A N K  COM PAN Y 
T R IA L  B A LA N C E  
D ecem ber 31, 1927
Debit.
Cash ..........................................................  $8,500
Receivables ............................................. 115,500
Inventory .................................................. 13,000
Purchases .................................................  60,000
Furniture and fixtures ....................... 5,000
Repossessed .............................................  8,000
Expenses .................................................... 14,000
T otal .............................................  224,000
Credit.
Capital ......................................................  100,000
Profit realized ......................................  2,460
Profits unrealized (1 9 2 6 ) ....................  21,540
Sales ..........................................................  100,000
Total .............................................  224,000
T H E  B L A N K  COM PAN Y 
B A LA N C E  SH EE T
Decem ber 31, 1927
Assets.
Cash ............................................................  8,500
Receivables (1 9 2 6 ) ................................ 33,500
R eceivables (1 9 2 7 )...............................  82,000
Inventory .................................................  26,200
Furniture & fix tures.............................  5,000
T otal .............................................  155,200
Liabilities.
C apital ...................................................... 100,000
Profits rea lized ........................................  16,346
Profits unrealized (1 9 2 6 ) ....................  11,044
Profits unrealized (1 9 2 7 ) ..................  27,810
Total .............................................  155,200
A Profit and Loss Statement prepared 
by his method woud appears as follows:
Sales ..........................................................  $100,000
L e s s : repossessed (assum ed to be all
o f  1927 s a le s ) ......................................  8,000
Net S a les......................................  92,000
Cost o f  Sales.
Inventory 1 /1  /2 7 .............. 13,000
P urchases .............................  60,000
73,000
Less inventory 12 /31 /2 7 . . 26,200
Cost o f  Sales......................................... 46,800
G ross profit on sa les ..................  45,200
(E qu al to 49.1 per cent on net sales)
Expense .................................................... 14,000
N et p ro fit ....................................  31,200
(E qu al to 33.9 per cent on net sales)
Let us see how Realized and Unreal­
ized Profits were calculated:
R eceivables (1926), January 1, 1927. $65,500
Receivables (1926) Decem ber 3 1 .. 33,500
Cash collected year 1927 ....................  32,000
32.8 per cent, being: percentage o f  
N E T  profits to net sales fo r  1926, 
being profit realized in 1927 ap ­
plying to  1926....................................  10,496
1927 sales, n e t ........................................... 92,000
R e c e i v a b l e s  (1927) b a l a n c e
12 /31 /27 .............................................  82,000
Cash collected year 1927 ....................  10,000
33.9 per cent, being percentage o f  
N E T  profit to net sales fo r  1927 
being profit realized in 1927 ap­
p lying to 1927....................................  3,390
Sum mary
1926 profits realized in 1926.............. 2,460
1926 profits realized in 1927............ 10,496
1927 profits realized in 1927.............. 3,390
B alance per balance s h e e t .. .  16,346
Hence, Net Profit percentage to Net 
Sales was used throughout, but as stated 
is contrary to the Regulations and is in­
correct.
In order to compare results by the 
two methods, let us assume that the fol­
lowing year, the business liquidated and 
in order not to confuse the results of 
the two methods, assume all receivables 
were collected in full and that the In­
ventory and Furniture realized exactly 
the book figures and that there was no 
expense incident to liquidation.
The Profit results would be as follows:
1926 and 1927 profits realized to
Decem ber 31, 1927.............................  $16,346
1926 profits realized in 1928.............. 11,044
1927 profits realized in 1928.............. 27,810
Total realized p rofits................  55,200
It will be seen by this method that 
the full net income is eventually ac­
counted for, thus:
N et profit per statem ent o f  profit
and loss, 1926......................................  $24,000
N et profit per statement o f  profit
and loss, 1927....................................  31,200
T otal net profit as a b o v e . . . .  55,200
Now we shall see what profits will be 
returned by using the Gross Profit per­
centage basis:
Y E A R  1926
R eceivables co llected ......... ..$7,500.00
Gross profits, 49.1 per cent. 3,682.50
Expenses ..................................12,000.00
N et L O S S ..................................8,317.50 N o T ax
Y E A R  1927
1926 receivables collected . 32,000.00 
Gross profit, 49.1 per c e n t . . 15,712.00
1927 receivables collected . 10,000.00 
Gross profit, 49.1 per cent. 4,910.00
T otal gross p ro fit .. 20,622.00
Expenses ................................ 14,000.00
Net p ro fit................................ 6,622.00
L ess : net loss year 1926 .. 8,317.50
Net deficit year 1927.........  1,695.50 N o T a x
Y E A R  1928
1926 receivables collected . 33,500.00 
Gross profit, 49.1 per cent. 16,448.50
1927 receivables collected . 82,000.00 
G ross profit, 49.1 per cent. 40,262.00
T otal gross p ro fit................ 56,710.50
L ess : deficit year 1 9 2 7 ...  1,695.50
Difference due to carrying 
gross profit percentage 
to only three d e c im a ls .. 185.00
T otal net profit re tu rn ed .. 55,200.00
The total net taxable profits returned 
are equal but the amounts for each 
year differ, the burden of the earlier 
years being finally earned by the later 
(last year). This is the result obtained 
by the application of the installment 
method in a new business commencing 
to use this method. In the case of a 
going business that has returned on the 
accrual basis and changes to installment, 
the result may be different as all pay­
ment on installment accounts of prior 
years, although previously returned on 
accrual basis, must be returned, thus 
actually resulting in double taxation.
In case of a new business starting and 
continuing the installment basis, the tax 
is deferred to later years when collec­
tions on accounts receivables are actu­
ally affected and in many cases is advan­
tageous to the taxpayer. Also the tax 
rate has continually declined, lessing 
the amount of tax due when payable. 
It has been held that the use of the in­
stallment method merely for the purpose
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o f reducing taxes may at the option  o f 
the Departm ent be not perm itted but 
this is a matter not concerning us here.
A fter a few  years o f  operation when 
cash receipts may about equal volum e 
o f sales, the tax, o f course, w ill not 
vary a great deal from  what it would be 
if returned on accrual basis provided the 
rate o f gross profit has not varied suf­
ficiently. Nevertheless the deferm ent 
o f  payment to time o f collection  may be 
a decided advantage to an installment 
house that may have a large am ount o f 
accounts outstanding the first few  years 
in business. I have several cases in 
mind when the first few  years were very 
prosperous and returns on accrual basis 
w ould have resulted in large taxes. Sub­
sequent large losses were sustained and 
the installment m ethod applied in the 
first instance saved the business from  
utter ruin.
By the Gross Profit percentage 
method, the gross profits are returned, 
on basis o f  percentage earned on sales, 
less expenses.
By the Net Profit percentage method, 
the total Net Profits are eventually re­
turned, namely the gross profits less 
expenses.
Hence, being the same thing, arrived 
at by slightly different methods, the 
total final net profits returned are the 
same and identical thing.
One matter particularly, the writer 
desires to enlarge upon for  the benefit 
o f accountants who are not fam iliar with 
the matter, namely determ ining the man­
ner o f ascertaining the collections al­
locatable to the different years.
In all my experience, I have never 
found one accountant apply this simple 
m ethod but on the contrary required all 
receipts to be allocated to the year o f 
sales in the cash book, in many cases 
making a big job  out o f  a little one, 
particularly if  the books were not so 
kept fo r  any part o f  the period involved 
and payments may have been numerous. 
The method that may be used is as fo l­
low s:
Add the balance o f Accounts Receiv­
able at the beginning o f the period, say 
January 1, 1928, i f  not already added, 
classified by years o f  sales, as 1925,
1926, 1927. S im ilarly  add and classify 
at end o f year, Decem ber 31, 1928, as
1925, 1926, 1927, and 1928. The totals 
o f  all classes should agree with the con ­
trolling account. As verify ing the de­
tailed accounts total with the control is 
a necessary part o f  any audit, this is 
very little extra w ork. Repossessions, 
Bad Accounts and Allow ances must be 
analyzed in order to allocate to the 
proper year, and therefore these figures 
are ready to use for  the form  below.
Then prepare a form  as fo llow s:
Total. 1926. 1927. 1928.
Accounts Received— Balance 1 / 1 /2 8  ....................... $35,000.00 $15,000.00 $20,000.00 $0.00
Sales year 1928 .................................................................  40,000.00 0.00 0.00 40,000.00
75,000.00 15,000.00 20,000.00 40,000.00
Bad Accounts, Repossessions, Allowance per
Analysis ........................................................................  15,000.00 3,000.00 4,000.00 8,000.00
60,000.00 12,000.00 16,000.00 32,000.00 
Accounts Received— Balance 12 /31  /28 ..................  22,500.00 4,500.00 6,000.00 12,000.00
Cash Received for year 1928 ........................................  37,500.00 7,500.00 10,000.00 20,000.00
C. P. A. EXAMINATION QUESTIONS, 
OKLAHOMA, 1928
COMMERCIAL LAW
Thursday M orning, May 23, 1928.
Tim e A llow ed: From  9 a. m. to 12 M.
Answer all o f the follow ing questions 
by number. Do not repeat question.
1. (a ) W hat is a Contract?
(b )  W hat are the essential elements 
o f  a valid contract?
2. (a ) W hen are the contracts o f an 
infant (a ) valid ; (b ) void ; (c )  void ­
able?
(b ) W hat are (a ) simple contracts;
(b ) unilateral contracts; (c )  Bilateral 
contracts?
3. (a ) W hat is a partnership and for 
what purpose may they be form ed?
(b )  In the absence o f  special agree­
m ent what is  the liability o f  a partner 
and how  should he share in profits and 
losses?
4. H ow  may a contract be dis­
charged?
5. W hat is meant by (a ) private cor­
poration ; (b )  public corporation?
6. W hat is the lim it in this State of 
the num ber o f directors in a private cor­
poration?
7. W hat is the difference between an 
executor and an adm inistrator?
8. Define: (a ) N ote; (b )  B ill o f  E x­
change; (c )  Check.
9. State the essentials to negotiabil­
ity o f the fo llow in g :
(a ) Note.
(b ) B ill o f  Exchange.
10. W hat is meant by “ Certification 
o f a check?
11. A gives a negotiable note for  B 
for  $35; subsequently a demand arises in 
favor o f  A  against B fo r  $30. B trans­
fers the note before maturity to C for 
value w ithout notice. C sues A on the 
note. A  sets up a counterclaim  against
B. W ho should succeed? Give reason.
12. A  draws a check on F irst Na­
tional Bank fo r  $100. H e indorses and 
transfers it to B for  value. B indorses 
and transfers it to C fo r  value. C in­
dorses and transfers it to D for  value, 
all within a reasonable time. The fo l­
low ing day D presents it to the bank and 
has it certified. The next day the bank 
fails. State the extent o f  the liability 
o f  all the parties.
13. The president and board o f d irec­
tors o f  a w arehouse com pany passed a 
resolution, giving to the president o f  the 
com pany authority to sign receipts for  
the goods in the warehouse. The presi­
dent issued a receipt to him self, claim ­
ing that he had goods in the warehouse, 
when, in fact, there were none. The 
president then pledged such receipt to 
the X  bank and secures money on it. 
The bank sues the com pany fo r  the 
am ount o f  the receipt. Judgm ent fo r  
whom , and w hy?
14. May a firm pass title to (a ) pe r ­
sonal property o f  the partnership by bill 
o f  sale in the business nam e o f the firm,
(b ) real property o f the firm by deed in 
the firm nam e?
15. H ow  may a partnership be term i­
nated?
16. A  dealer buys from  a farm er a ll 
the w heat in  a certain bin, taking the 
farm er’s ta lly  as to the num ber o f  bush­
els. The farm er agrees to keep it fo r  
the buyer’s accom m odation till the fo l­
low ing day. In the meantime the grain 
is burned without fault o f buyer or sel­
ler. W ho bears the loss and why?
17. W hat distinction, if  any, is there 
between a guaranty, suretyship and in­
dorsem ent?
18. Distinguish between a pledge and 
a chattle m ortgage.
19. (a ) W hat is the purpose o f  the 
Bankruptcy Law ?
These cash receipts may be verified in 
total from  the controlling accounts re­
ceivable account and are the basis o f 
determ ining the profits realized to return 
for  Incom e Tax.
As to the method Mr. H orton suggests 
o f  returning gross profits and carrying 
expenses forw ard to successive years to 
apply there against, this would result in
no m ore accurate m ethod fo r  practical 
purposes, and is really unnecesary fo r  
incom e tax  purposes, as in the first place, 
it is not acceptable by the Treasury De­
partment, being contrary to Regulations, 
and in the second place the required 
m ethod can be fo llow ed  if  accurate 
double entry books o f account are main­
tained on the ordinary accrual method.
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(b) Who may apply to be adjudged 
a bankrupt?
20. (a) Involuntary proceedings in 
bankruptcy may be instituted by whom 
and how?
(b) State four facts of bankruptcy.
t h e o r y
Wednesday afternoon, May 23, 1928.
Time allowed: From 1 p. m. to 4 p. m.
Answer all of the following questions. 
Answer by number. Do not repeat 
question.
1. (a) What is meant by Capital As­
sets and Capital Liabilities?
(b) What is meant by Current As­
sets and Current Liabilities?
(c) What is meant by Deferred As­
sets and Deferred Liabilities?
2. (a) Define Depreciation and State 
how caused.
(b) Distinguish between physical and 
functional depreciation.
(c) Explain the usual methods of 
providing for Depreciation.
3. (a) Distinguish between Valua­
tion Accounts and Reserve Accounts.
(b) For what purposes are Reserves, 
strictly so called, usually created?
(c) How are they created?
4. (a) Name the three general items 
of Manufacturing Cost.
(b) What elements usually enter into 
Overhead or Burden?
(c) Explain the methods commonly 
used to distribute the latter.
5. (a) State three kinds of contin­
gent liabilities.
(b) How should they be shown on 
the balance sheet?
6. (a) Define “ Controlling Accounts” 
and give five illustrations of the use of 
such accounts.
(b) State the advantages of such ac­
counts.
7. How may a journal be utilized for 
recording invoices for purchases and ex­
penses, when the number of expense ac­
counts involved renders a columnar 
book unfeasible, if the chronologic re­
cording of transactions and one monthly 
posting to both Creditors Controlling ac­
count and Purchases are permitted?
8. How should substantial changes in 
the value of capital assets be treated 
in the accounts in respect to surplus?
9. (a) A and B, partners, organize 
a corporation with a capital stock of 
$500,000 to take over their business. 
The corporation issues its entire capital 
stock to A and B in payment of their 
plant and equipment, which is valued 
at $300,000. The entry recording this 
transaction is as follows:
Plant ................. $500,000.00
To Capital Stock ................. $500,000.00
for the purpose of furnishing working 
capital, A  and B each donate to the cor­
poration $100,000 of their stock. What
entry would you suggest, to show the 
exact state of affairs at this point?
(b) Assuming the plant to be valued 
at $500,000, give the proper entry to 
record the stock donation. Give reason 
for your entries.
10. State and differentiate, for bal­
ance sheet purposes, the rules of valu­
ation that apply in the following:
(a) Long-time bonds bought at a 
premium for investment, the market 
value of which has advanced.
(b) Dividend-paying stocks bought 
for investment, the market value of 
which has declined.
(c) Long-time bonds bought at a dis­
count for speculation, the market value 
of which has advanced.
(d) Real estate (land) that has ap­
preciated?
11. In case where the preferred 
shares of a company are issued under a 
provision that the annual dividends to 
which they shall be entitled shall be 
“ cumulative,” would you consider it 
necessary to show any arrears of divi­
dends as a liability upon the balance 
sheet, or how would you deal with it?
12. How would you advise handling 
on the books, especially in regard to its 
effect on the Profit and Loss account, 
each of the following items:
1. Cost of organizing and promoting 
a new company.
2. Cost of acquiring a lease.
3. Cost of extensive advertising cam­
paign for business in a new territory.
4. Cash received for partial fire loss, 
including some merchandise and some 
machinery.
5. Cash received by death of a mem­
ber of the firm from insurance policy on 
his life in favor of the firm.
13. An electric light and power com­
pany has completed and is operating 
about one-half of its plant and is en­
gaged in constructing and equipping the 
remainder.
Under these conditions how should 
the following expenditures be treated?
(a) Additional equippment of power 
house.
(b) Interest on Bonds.




(f) Discount on bonds.
14. If a company sells its own bonds 
at a premium, is the premium received 
a legitimate profit of the company?
15. What are the constituent ele­
ments to be considered in fixing the sel­
ling price of a manufactured product?
AUDITING
Thursday morning, May 24, 1928.
Time allowed: From 9 a. m. to 12 m.
Answer all of the following questions 
by number. Do not repeat question.
1. Prepare an audit program of a
Manufacturing Company, arranged in 
the order that you think the work 
should be performed, specifying the na­
ture of the business.
2. State how you would treat on the 
income tax report of a dometsic corpora­
tion engaged in manufacturing the fol­
lowing items taken from the balance 
sheet or the income and profit and loss 
statement, or both:
(a) Increase in value of factory real 
estate shown by appraisal to amount to 
$ 1 2 , 0 0 0 .
(b) Profit of $3,200 realized and 
earned during the year as result of spec­
ulation in “------------ ” stock.
(c) Loss of $4,750, suffered during 
the year as a result of speculation in 
“ ” stock.
(d) Loss due to decline in market 
value (based on New York Stock Ex­
change quotations) of certain bonds 
held in a reserve fund, said decline 
amounting to $1,685.
(e) Donations of manufactured mer­
chandise to various charitable institu­
tions, during the year, charged at cost, 
and amounting to $2,400.
3. What duties and responsibilities 
has an auditor in connection with in­
ventories and goods on hand?
4. (a) In making an audit, what are 
the important points to be considered in 
connection with an inventory?
(b) Why are they important?
5. An Auditor is requested to certify 
to, the correctness and value of an in­
ventory with which he is unfamiliar. 
Should he decline to do so? Give rea­
son.
6. When auditing the books of a firm 
you find that no invoice transactions 
are recorded on the firm’s books until 
they have matured. Give your opinion 
upon this method and show how the 
balance sheet of the firm would be af­
fected.
7 (a) How would you satisfy your­
self that the assets of a company were 
not mortgaged or encumbered in any 
way?
(b) If an asset were so mortgaged, 
would you state this fact on the bal­
ance sheet?
8. To what extent may the “ organi­
zation expenses” of a corporation be re­
garded as a permanent asset and how 
should this account accordingly be dealt 
with ?
9. How would you determine the 
profits for a given period from a set of 
books kept on the single-entry system, 
the capital at the beginning of the 
period being known?
10. A construction company at the 
close of its fiscal period has a number 
of uncompleted contracts in various 
stages of progress. How should they 
have treated in closing the books? Ex­
plain fully.
11. A  firm whose accounts have been
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audited annually for a number of years 
loses, through fire, all its receipted ex­
pense bills for the past year, which 
have not yet been audited. All the 
other records are saved. The account­
ant is requested to make the annual 
audit as usual. How should he proceed 
to satisfy himself with respect to the 
expenses for which the vouchers are 
missing?
12. A manufacturing concern on 
closing its books at the end of the fis­
cal year finds that they show a loss, 
whereas there is good ground for the 
belief that a profit was earned. With a 
view of settling the question, what par­
ticular accounts, etc., would you ex­
amine and how?
13. State three fundamental prin­
ciples applicable to the verification of 
an inventory of merchandise.
14. Explain the method of opening 
a controlling account (a) upon instal­
lation of a new system, (b) when in­
troduced in an old system.
15. Distinguish between the borrow­
ing of funds for the purpose of increas­




Wednesday afternoon, May 23, 1928.
Time allowed: From 4 p. m. to 6 p. m.
Solve each of the following problems 
by number. Do not repeat problem.
1
(Weight, 20 Points)
Smith, Jones and Brown are partners 
in a business in which their capital ac­
counts stood as follows:
Smith .................................................... $100,000.00
Jones ...................................................... 50,000.00
B row n .................................................. 50,000.00
Their partnership agreement states 
that they are to share profits on the 
following basis:
Smith ...................................................................  60%
Jones ...................................................................  20%
B row n .................................................................  20%
During the first year of their opera­
tion, Brown withdrew $10,000.00, and 
the business suffered a loss of $20,­
0 0 0 .00 .
It was decided to close the business.
Not being able to determine ini ad­
vance what the assets would bring, the 
partners agreed that as the assets were 
liquidated, distribution was to be made 
in such a manner as to avoid, as far as 
possible, paying a partner cash that he 
might later be called upon to pay back 
to another partner.
The following distributions of cash 
were made:
October .................................................... $18,000.00
N ovem ber ...............................................  12,000.00
D ecem ber ...............................................  48,000.00
Show the partners’ accounts to dis­
close how these cash payments should 




On making an audit of a Manufac­
turing Company, you find new equip­
ment purchases in the sum of $25,­
000.00 under a contract by the terms of 
which, payment of the purchase price, 
together with interest at 5 per cent per 
annum, was to be paid in five equal an­
nual installments.
On maturity of first installment, it 
was billed and paid at $5,900.00 and 
“New Equipment” charged therewith, 
no previous entry of the purchase hav­
ing been made.
1. What adjustments, if any, should 
be made.
2. How and in what amounts should 




Thursday afternoon, May 24, 1928.
Time allowed: From 1 p. m. to 5 p. m.
1
(Weight, 60 Points)
The Triange Fertilizer Company man­
ufactures and sells chemical or commer­
cial fertilizers for staple crops. As one 
of the principal ingredients of chemical 
fertilizer is acid phosphate, this com­
pany also manufactures this commodity, 
part of which goes into its own fer­
tilizers and part is sold to other manu­
facturers.
The accounting system is so arranged 
that the cost of producing both fertilizer 
and acid phosphate may be obtained 
from the books, to this end three ledg­
ers are kept, viz:
(1) Acid Phosphate Plant Ledger—
In this is kept all accounts relating 
to the production of acid phosphate.
(2) Fertilizer Plant Ledger—
In this is kept all accounts relating 
to the production of fertilizer.
(3) General Ledger—
In this are kept all the asset and 
liability accounts (except inventories), 
all the operating accounts not speci­
fically assigned to plant ledgers and the 
balances on all reserves. The plant 
ledgers are represented by single ac­
counts on the general ledger, which ac­
counts serve as controls of the plant 
ledgers.
On January 1, 1927, you are re­
quested to make up for this company 
as of December 31, 1926, the following:
(1) Statement of assets and liabili­
ties as at December 31, 1926.
(2) Operating statement for year
1926.
(3) Memorandum of average cost for 
period of producing—
( a )  O n e  t o n  a c id  p h o s p h a te  r e a d y  fo r  
u se  o r  sa le .
( b )  O n e  t o n  fe r t i l iz e r  r e a d y  f o r  sa le . 
Y o u  h a v e  a v a ila b le  th e  t r ia l  b a la n c e s
o f  th e  th r e e  le d g e r s  as o f  D e c e m b e r  31, 
1926, s ta te m e n t  o f  in v e n to r ie s  a t  D e ­
c e m b e r  31, 1926, a n d  s u n d r y  d a ta  as 
t o  m e th o d s  a n d  p r a c t ic e s  p e c u l ia r  t o  th is  
c o m p a n y  a n d  th is  in d u s tr y . Y o u  w i l l  
a c c e p t  th e s e  m e th o d s  in  y o u r  w o r k .
T h e  a b o v e  a v a i la b le  in f o r m a t io n  is  
g iv e n  h e r e w it h ; f r o m  it  y o u  w i l l  p r e ­
p a r e  th e  s ta te m e n ts  r e q u e s te d .
A C ID  P H O SP H A T E  P L A N T  L E D G E R
Inventory raw  m aterial ( 1 - 1 - 2 6 ) . . . .  $5,000
R aw  m aterial received .............................  47,100
L abor ...............................................................  10,500
P ow er ............................................................. 4,500
E xpended for  repa irs .................................. 2,000
T axes paid  on acid phosphate p la n t . . 1,000
Insurance paid on A. P. p lan t................  1,000
71,100
General L ed g er .............................................  71,100
$71,100
On hand Decem ber 31st— raw m a­
terial (a t  cost) .............................  $11,500.00
A cid  phosphate delivered to ferti­
lizer p lan t........................................... 8 ,0 0 0  tons
A cid  phosphate delivered on sales
orders .................................................  2 ,0 0 0  tons
A cid  phosphate on hand Dec. 31. . None. 
A cid  phosphate on hand Jan. 1, 1926. None.
F E R T IL IZ E R  P L A N T  L E D G E R
Inventory— Sundry m aterials (1-1-26).$20,000
Sundry m aterials received .......................189,000
Inventory— A cid  phosphate (1 -1 -2 6 ) . .  None
A cid  phosphate received (8,000 t o n s ) ...............
L abor-m ix ing  and stock in g ....................  9,000
L abor-screening and b a gg in g ................ 6,000
P ow er-m ixing and stock in g ....................  3,600
P ow er-screening and ba gg in g ................  1,500
Expended fo r  repa irs .................................. 5,000
Taxes on fertilizer plant p a id ................  3,300
Insurance on fertilizer plant paid . . . . 1,650
239,050
General led ger .............................................239,050
239,050
On hand D ecem ber 31st— Sundry
m aterial (a t  c o s t ) ......................... 6 ,0 0 0
A cid  phosphate....................................  1,000 tons
M ixed and stocked g ood s ................  3,000 tons
(N one on 1-1-26)
Screened and bagged g ood s .........  None.
(N one on 1-1-26)
M ixed and stocked during y e a r ..  18,000 tons 
Screened and b a g g ed ....................... 15,000 tons
G E N E R A L  L E D G E R
A cid  phosphate p la n t:
B uildings ........................................... $20,000
M achinery ......................................... 54,000
F ertilizer P la n t:
B uildings ........................................... 25,000
M achinery ........................................... 41,000
P lant lan ds........................................... 10,000
Furniture and fixtures..................  4,000
Cash ...................................................... 10,000
A ccounts R ece iva b le ......................... 80,000
Selling expense.................................. 20,000
General and adm inistrative ex ­
pense ...............................................  1 2 ,000
Superintendent o f m anufacturing
salary  .............................................  4,000
F actory  office ex p en se .................... 6,000
General office expense....................  10,000
Interest p a id ......................................  8,000
A cid  phosphate plant led ger .........  71,100
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F ertilizer plant led ger.............................  239,050
614,150
A ccounts p ayab le ......................................  20,000
N otes p ayab le .............................................  100,000
Sales— Fertilizer ......................................  300,000
Sales— Acid phosphate...........................  17,000
Reserves fo r  d epreciation :
A cid  phos. bldgs. (1 -1 -2 6 ) ...........  2,000
A cid  phos. m ach. (1 -1 -2 6 ) . . . . . .  14,000
F ertilizer plant (1 -1 -26 ) ...........  5,000
Fertilizer m ach. (1 -1 -2 6 ) .............. 6,000
Furniture and fixtures (1 -1 -2 6 ). 1,000 
R eserves fo r  rep a irs :
On acid phos. plant (1 -1 -2 6 ) . . .  8,000
On fertilizer plant ( 1 - 1 - 2 6 ) . . . .  2,000
Capital s to ck ...............................................  100,000
Surplus ........................................................  39,150
$614,150
SUNDRY DATA
(1) The two plants are under one 
superintendent and all details of pay­
roll, formulating, etc., are handled in 
one factory office situated between the 
plants, otherwise all operations are sep­
arate. The company considers that 34 
per cent of the superintendent and fac­
tory office burden is allocable to acid 
phosphate, the remainder to fertilizers.
(2) In the fertilizer plant the pro­
duct goes through two successive pro­
cesses; first, the raw material is milled 
and stocked in piles, second, the stocked 
material is screened and bagged. Some 
time may elapse between the operations, 
the second being applied only when 
goods are to be shipped out.
(3) In order to equalize repair 
charges over the years 30 cents per ton 
is set up as a reserve for repairs in 
the acid phosphate plant for each ton 
made and considered as an item of cost. 
Actual expenditures for repairs are to 
be charged to the reserve so created. 
The reserve entry is to be made at the 
end of each year.
The same method is used in the fer­
tilizer plant, the rate being 10 cents for 
each ton put through each process or 10 
cents per process per ton.
(4) Depreciation rates are:
Acid Phosphate Buildings. . . .  3%
Acid Phosphate Machinery. . . .10%
Fertilizer Buildings....................  5%
Fertilizer Machinery.................. 5%
Furniture and Fixtures.............10%
(5) In case it becomes necessary to 
prorate any charge or burden between 
the two processes in the fertilizer plant, 
it is to be done on tons per process 
basis; the charge per ton being consid­
ered equal for each process.
(6) General and administrative ex­
pense and general office expense will 
not in this problem be considered as 
elements of production.
MUNICIPAL ACCOUNTING— THEORY
Time, 9.00 a. m. to 12.00 m., May
21, 1928.
Answer all of the following questions 
and no more. Answer by number. Do
not repeat questions. Put the number 
of each question in center of page.
1. In Auditing the Accounts of a 
State, a County, a City, a school dis­
trict or township what essential knowl­
edge is reqiured other than that neces­
sary for the audit of a private business 
enterprise? (5 points.)
2. What accounts are essential to a 
determination of the condition (as to 
surplus or deficit) of the Sinking Fund 
of a government. Give an illustration. 
(5 Points.)
3. Differentiate between an Income 
and an expenditure account and a re­
ceipt and payment account. (5 Points.)
4. Outline an accounting system suit­
able for and what you would recom­
mend for a Dependent School District.
(a ). For a town of 1,400 population
(b ). (8 Points.)
5. Define the Term “ Fund” as used 
in relation to the transactions of a 
Municipality. (5 Points.)
6. Define the term “ Unexpended Bal­
ance” and “ Unencumbered Balance” 
with reference to Appropriation A«- 
counts and the manner by which the 
same are arrived at. (5 Points.)
7. (a) What fund is common to all 
Municipalities in this State?
(b) When a balance sheet of any 
fund under the control of a Municipal­
ity reflects a “ Surplus” what disposi­
tion is made of the same? (5 Points.)
8. Define the following Accountancy 












(l ) Capital Assets.
(m) Capital Liabilities.
(n) Contingent Liabilities.





(t) Current Funds. (10 Points.)
9. (a) What information must be 
shown on a Municipal balance sheet 
under the existing laws of this State?
(b) When a correctly prepared fund 
balance sheet reflects a surplus, what 
character of a surplus is it and for what 
is it available? (10 Points.)
10. (a) For what purpose is a Sink­
ing Fund for a Municipality created?
(b) May it be lawfully used for any 
purposes other than for which it was 
created? If so, for what purpose and 
how? (7 Points.)
11. D e s c r i b e  Accounting method
adequate for a city that prepares bud­
gets covering the estimated expenditures 
for one year, of five departments, as fol­
lows:






Provide, for the collection of taxes on 
real and personal property, license, 
water rents, road duty (tax) and dis­
bursements on account of various de­
partments.
Frame the necessary journal entries 
to record these facts on the books. (10 
Points.)
12. A Municipality sells improvement 
Bonds, the proceeds forming a fund out 
of which is defrayed the cost of cer­
tain improvements, the total expense of 
these improvements being assessed on 
the property benefitted. Bond redemp­
tions are to be made out of Assess­
ment Collected. What Journal entries 
would be required to record these trans­
actions and what accounts should be set 
up on the ledger to reflect the same? 
(10 Points.)
13. In setting up an appropriation ac­
count what information is entered on 
the Credit side and what on the Debit 
side? (5 Points.)
14. You have put the accounts of a 
city on an income and expenditure basis, 
now can all information, relative to 
operating costs and revenues be ob­
tained without analyzing the cash trans­
actions? State the reason for your con­
clusion. (5 Points.)
15. By what General System or plan 
are the finances of Municipalities con­
trolled? (5 Points.)
AUDITING GOVERNMENTAL
Time, 1 p. m. to 5 p. m., May 21, 
1928.
Answer all the following questions 
and no more. Answer by number. Do 
not repeat questions. Put number of 
each question in center of page.
Problem No. 1
(Weight, 20 Points)
(a) Give a general outline of the 
procedure that you would follow in mak­
ing an audit of a city of 25,000 popula­
tion and over.
(b) Give an outline of the balance 
sheet that you would submit with your 
report.
(c) State how you would treat the 




(4) Premium on bonds.
(5) Interest on bonds.
(6) Accrued liabilities on bonds.
(7) Accounts receivable.
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(8) Sinking Fund.
(9) Trust assets and liabilities.
(10) Prepaid judgments.
(11) Bonds that were purchased for 
the Sinking Fund at par on which in­
terest coupons are in default since 1918.




A County has $25,000.00 outstand­
ing General Fund Warrants of a prior 
year’s issue. Accrued interest thereon 
amounts to $5,000.00. No funds being 
available, warrants are funded by the 
issuance of bonds in the amount of 
$30,000.00 at 6 per cent. Bonds are 
sold for 1 per cent premium.
Give the General Ledger Journal en­
tries to show all transactions to and 
including retirement of warrants.
Problem No. 3
(Weight, 20 Points)
A City in this State had an assessed 
valuation of $70,000,000.00 for the fis­
cal year beginning July 1, 1926, and 
ending June 30, 1927.
At the close of the fiscal year June 
30, 1926, a financial statement and an 
estimate of needs for the ensuing fiscal 
year was prepared and filed with the 
County Excise Board, requesting ap­
propriations for current expense pur­
poses for 1926-27, in the total sum of 
$400,000.00.
The financial statement as of June
30, 1926, reflected a surplus of $20,­
000.00 and showed receipts collected 
from miscellaneous sources the preced­
ing year in the sum of $35,000.00.
The Excise Board allowed appropria­
tions for $400,000.00 approved the sur­
plus of $20,000.00 and allowed the esti­
mate of income from miscellaneous 
sources other than advalorem tax of 
$35,000.00 for the fiscal year 1926-27.
Surplus of $20,000.00 shown on bal­
ance sheet of financial statement as of 
June 30, 1926, was arrived at in the 
following manner:
1 Cash on hand June 30, 1926...........  $18,000
2 1925 taxes in process o f  collection
net ..........................................................  9,500
3 1925-26 w arrants outstanding.........  7,500
In order to provide the revenue to 
take care of the budget requirements 
for the fiscal year 19 26-27, the Excise 
Board allowed the surplus of $20,­
000.00 and estimated receipts from mis­
cellaneous sources in the sum of $35,­
000.00 and ordered a six-mill levy on 
said valuation to raise the remainder 
of the revenue.
When the taxes became payable, a 
taxpayer paid his taxes under protest, 
alleging that the Excise Board had made 
an error in providing the revenue for 
the budget requirements. Was the pro­
test well founded and if so, explain in 
detail by figures— why?
Problem No. 4
(Weight, 20 Points)
At the close of business on January
31, 1927, the city above referred to de­
sired to produce a financial statement 
of the General Fund. On that date the 
ledger reflected the following facts:
1 Cash balance June 30, 1926............$18,000
2 Cash received from  current taxes. 210,000
3 Cash received from  1925 t a x e s . . . .  9,000
4 Cash received from  1924 taxes and
prior years ta x e s .............................. 1 ,000
5 Cash received from  current year ’s
estim ate from  m iscellaneous
sources .................................................. 17,500
6 1925-26 w arrants p a id ....................... 7,500
7 Interest paid on sam e .........................  225
8 Current year’ s w arrants p a i d . . . .  200,000
9 Interest paid on sam e.........................  3,000
On the same date the appropriation 
and General fund account reflected the 
following facts:
Claim allowed and w arrants issued
on current year a p p r o p r ia t io n ... .  285,000
Prepare a balance sheet and a revenue 
statement as of January 31, 1927. If 
you reflect a surplus or a deficit, 
analyze the same and show in what 
items of operation it occurred.
Note: In preparing the answer to this 
question, the amounts used in Problem 
No. 3 must be considered in Problem 
No. 4.
REVENUE AND TAXATION
Time, 9 a. m. to 12 noon, May 22, 
1928.
Answer all the following questions 
and no more. Answer by number. Do 
not repeat questions. Put number of 
each in center of page.
1. What is the rule as to borrowing 
money by Municipal Corporations?
2. (a) As to the State, may a levy be 
made to meet a deficit in current oper­
ating revenue of the previous years?
(b) What is the Constitutional limit 
on Tax levies for Current Expense pur­
poses for the State of Oklahoma?
3. State briefly the procedure incident 
to the assessment of property for ad 
valorem taxes and the making of tax- 
rolls.
4. Into what general classes may the 
revenue be divided by which Counties 
and Cities are maintained?
5. Detail the procedure by which the 
payment of real and personal property 
tax is enforced.
6. On what basis is property required 
to be valued for the purpose of ad 
valorem taxation?
7. Name five general classes of prop­
erty that are exempt from taxation.
8. By whom is the Oklahoma Income 
Tax collected, and when and for what 
periods are returns required to be 
made?
9. Under what character of laws may 
taxes be levied and collected in this 
State and for what purposes?
10. (a) Define the term “ Ad Valor­
em” as applied to taxes.
(b) Define the term “ Fiscal Year” 
and the time when the same commences 
under our Constitution.
11 For State, County, Township, City 
or Town, and School District purposes, 
what is the maximum Constitutional 
rate of levy that can be made for a fiscal 
year for taxes on an Ad Valorem basis 
and how is it divided between the State 
and the above named municipalities?
12. In addition to the mill rate of 
levy allowed Cities and Townships for 
current expense purposes, what further 
levies are allowed and for what pur­
poses?
13. After the Assessment Rolls of the 
County are submitted and acted upon 
by the County Board of Equalization, to 
what Board are the same submitted and 
for what purpose?
14. (a) In what house of the Legis­
lature must all bills for raising revenue 
originate?
(b) During what period of the Legis­
lative Session may no Revenue bill be 
passed?
15. What is the limit of taxes that 
may be voted by a School District for 
the purpose of erecting Public Build­
ings?
16. What is the limit of indetbedness 
that may be voted by a City for Light 
and Water extensions?
17. As of what date in each year 
should property be listed and assessed 
for taxation purposes?
18. May the State select its subjects 
of taxation independent of Counties and 
Cities?
19. What is the constitutional re­
quirement as to the levying of taxes for 
the redemption of bonds?
20. Name the two general classes into 
which property is divided for the pur­
poses of taxation?
21. Through what general channel 
are all ad valorem taxes collected and 
at what periods are the collections dis­
tributed and paid to the respective gov­
ernmental subdivision for which levied?
22. Under the Constitution for what 
purpose may the Sinking Funds of a 
Municipality be used?
23. “A ” holds a judgment against the 
City, in what manner may he enforce 
payment?
24. A  County Treasurer owns real 
estate which is on the tax roll— the tax 
roll shows the taxes paid by a receipt 
which is ficticious, the treasurer is now 
dead and his estate is divided among 
the heirs and is settled up. The ab­
stract shows all taxes paid. An in­
nocent purchaser now owns the prop­
erty, the Statutes of Limitation has now 
run against the Treasurer’s Bond, can 
the County now enforce the collections 
of the tax? If so from whom and by 
what process?
25. From what sources do the fol­
lowing Municipalities derive their Rev­
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enues: (a) Counties; (b) Cities;
(c) Schools.
POWERS, DUTIES AND COMPENSA­
TION OF PUBLIC OFFICIALS
Time allowed: 1.00 to 4.00, May 22, 
1928.
Answer all the following questions 
and no more. Answer by number. Do 
not repeat questions. Put number of 
each in center of page.
1. In what governmental authority is 
vested the control of the finances of the 
State, and how is that control exer­
cised?
2. By whom or what authority is the 
annual rate of state tax fixed?
3. Name the governing board, or 
other authority, in whom is vested the 
fiscal management of the county and 
the several governmental subdivisions 
therein.
4. By what governmental authority 




(c) School Districts in Cities?
5. May the Board of County Com­
missioners:
(a) Borrow money on the credit of 
the county of which they are officers to 
meet current expenses?
(b) Contract for the construction of 
bridges or roads on the basis that the 
cost thereof shall be paid in part from 
current revenue and in part from the 
next or succeeding year’s revenue? 
(cite by general reference authority on 
which answer] is based.)
6. State the general duties of the 
State Board of Equalization.
7. (a) By what authority and on 
what general basis is the compensation 
of county and township officers fixed?
(b) May the salary or other compen­
sation of an elective officer be increased 
or decreased during his term of office? 
If so, by what authority? If not, why 
not?
8. May School District Officers pay 
themselves salaries from the funds of 
the district of which they are officers?
9. In instances where taxes are slow 
of collection, may the Officers of a Muni­
cipality borrow money in anticipation 
of tax collections, and to be repaid 
therefrom, or otherwise with which to 
meet current expenses?
10. May the Officer of the City con­
tract for fiire equipment or other prop­
erty to be paid for out of two or more 
years revenue? If so, by what author­
ity? If not, by what authority?
11. In what way, if any, can a 
County become a stockholder in an In­
dustrial Company or Association? Give 
authority on which your answer is 
based.
12. May a city, through its officers or 
by vote of the people make a bonus do­
nation in furtherance of the construc­
tion of a railroad?
13. State briefly the powers and 
duties of the County Excise Board.
14. What are the general duties of:
(a) County Treasurer; (b) County 
Clerk; (c) Sheriff; (d) Superintendent 
of Public Instruction; (e) County 
Judge?
15. What are the general powers and 
duties of the Board of County Commis­
sioners?
16. What is the general difference be­
tween the powers and duties of a County 
Excise Board and the County Board of 
Equalization?
17. If the regular session of the 11th 
Legislature in 1927, raised the salary 
of the County Officer in a certain 
County in the State, and passed same 
with the emergency clause, would a 
County Officer, who took oath of office 
January 1, 1927, be entitled to the in­
creased salary during the term of office 
for which he was elected?
18. May a Municipality pledge its 
credit for the purpose of: (a) Building 
a packing plant; (b) for the purpose of 
building a public hospital?
19. During the regular session of the 
11th Legislature a certain bill was 
passed by the Legislature without the 
emergency clause, the bill, in question, 
was approved by the Governor. When 
will this Legislative Enactment be effec­
tive ?
20. The Officers of a City that had 
voted a $50,000.00 bond issue for a 
City Hall, decides that they don’t want 
the City Hall, but want to spend the 
money derived from the bond issue for 
a City Hospital. May they legally do 
this? Give reason.
21. May the Legislature pass any law 
exempting any property within this 
State from taxation? Give authority for 
your answer.
22. What is the term of office of an 
elected State Officer, and when does it 
begin?
23. Can County Commissioners or the 
County Treasurer extend the time of 
payment of taxes?
24. (a) Name the three departments 
into which the powers of the Govern­
ment of the State of Oklahoma are di­
vided.
(b) Briefly state the functions of 
each.
25. (a) What are the general powers 
of a County Government?
(b) What are the general powers of 
a City Government?
AUDITING GOVERNMENTAL
Time allowed: 4.00 to 6.00.
Answer all the following questions 
and no more. Answer by number. Do 
not repeat questions. Put number of 
each in center of page.
5. A  city purchases a City Hall and 
pays thereof with bonds in the amount
of $75,000.00. In general balance 
sheet, under what caption would you 
show the bonds, and against what asset 
account would you offset the item? 
State briefly your reasons for the classi­
fication. (5 Points.)
6. Should the amount of unexpended 
appropriations be stated in balance sheet 
prior to and at close of fiscal year? Give 
reasons for your answer. (5 Points.)
7. For the fiscal year 1919-20, a 
Board of Education was allowed a total 
appropriation General Fund of the sum 
of $63,888.34.
To provide the revenue to meet this 
requirement the Excise Board approved 
and allowed a surplus from the prior 
year of $1,329.02 and approved and al­
lowed estimated income from sources 
other than ad valorem tax the sum of 
$6,363.40 and provided for raising the 
remainder of the requirement, or the 
sum of $62,584.75 by taxation.
At the close of business February 29, 
1920, a balance sheet was prepared re­
flecting the following operations:
CASH  R E C E IP T S  A N D  DISB U R SEM E N TS
R ece ip ts :
F rom  cash balance June 30, 1919 .. $4,248.81
F rom  1919 ta x e s ....................................  12,956.81
F rom  1918 ta x e s ....................................  21,882.33
F rom  1917 and back years taxes. . . 165.72 
F rom  sources other than ad valorem
tax ..........................................................  7,383.52
Total .............................................$46,637.19
D isbursem ents:
In paym ent o f  1918-19 w a rra n ts .. 2,344.01 
In paym ent o f  interest on s a m e .. . .  18.69 
In paym ent o f  1919-20 w a r r a n ts .. .  37,994.02 
In  paym ent o f interest on s a m e .. . .  43.68
T otal ............................................. 40,400.40
Cash ba lance on Feb. 29, 1920.........  6,236.79
Balance sheet:
1919 taxes levied fo r  current ex ­
penses .................................................... 62,584.75
LESS ten per cent fo r  delinquents. 5,689.52
N et revenue from  ta x es ....................... 56,895.23
1919 taxes co llected .............................  12,956.81
1919 taxes in process o f  collection . 43,938.42
Cash balance in hands o f  County 
Treasurer apportioned to B oard 
o f  education from  1917 revenues. 2,331.41
Gross assets ............................................. 52,506.62
L ia b ilit ies :
1919-20 w arrants outstanding-...........  5,705.12
1918-19 w arrants outstanding ...........  351.00
A ccrued  and accru ing interest on
outstanding w arrants 1 9 1 8 -1 9 ... 99.00 
Reserved fo r  the unexpended ba l­
ance o f  1919-20 appropriations. . 20,145.52
Total liabilities and reserves. 26,300.64 
Surplus ......................................................  26,205.98
Is the surplus as stated in the balance 
sheet correct? If not, state correct sur­
plus and explain the difference between 
the surplus you find and the surplus set 
out in the balance sheet.
8. From the above data you may pre­
pare a Revenue Statement supporting 
the balance sheet and proving the sur­
plus in the amount that you find in your 
answer to Problem One.
1928 T H E  C E R T I F I E D  P U B L I C  A C C O U N T A N T 345
Banquet Announcements
Friday evening the annual banquet be­
gan at eight o’clock and lasted until mid­
night. After rendering proper respects 
to the menu which had been prepared, 
Archie M. Smith, as Chairman of the 
General Executive Committee, offered 
words of greeting and introduced George 
A. Treadwell as Toastmaster. The chief 
speaker of the evening was Honorable 
Percy Saint, Attorney General of the 
State of Louisiana, who chose as his 
topic “The Advantages of Organization.” 
The second speaker was introduced as 
Telesfere Boudreaux, Mayor of Bayou 
Pom Pom, but afterwards it developed 
that he was Mr. Walter J. Coquille, a 
gentleman who in native dialect gave the 
visitors a delightful insight into the real 
Creole. Benjamin V. Mejia presented the 
•congratulations of the accounting or­
ganization in Honduras. The main floral 
decoration of the banquet table had been 
thoughtfully furnished by the Hondurian 
delegation, the same having been sent 
in compliment to the Ladies Committee. 
The various golf cups and prizes for men 
were presented by Henry J. Jumonville, 
f or women by Mrs. Ysobel Cato and the 
Trap Shooting cup was presented by Al­
bert J. Derbes.
Just before introducing the retiring 
President the Toastmaster presented the 
following poetical adaptation from The 
Accountant of London:
OP THE AUDITING OF BOOKS 
THERE IS NO END
Who are these? that, twice a year 
At our offices appear.
One, or peradventure, two 
Gentlemen, surveying you 
With such stern suspicious looks.
Hush! they come to AUDIT BOOKS.
Then for many days to come 
Reigneth Pandemonium,
W hilst these demons, warming to it,
As the phrase goes “put us through it.”
Now, these grim financial dredgers 
Tear the balances from ledgers,
And with industry infernal,
Probe the vitals of the journal:
Bend Mephistophelian necks
Over vouchers, bills and checks,
And with visage set and solemn 
Vivisect each cash book column.
A ll the books eviscerated,
Every point investigated,
Then with glee demoniacal
Sums in dollars now they tackle, 
Alternating gains and losses
Like a game of noughts and crosses 
Played by combatants Satanic.
’Til, to put us in a panic,
Right into our ears they “holler,”
YOU ARE OUT—A GREAT BIG DOL­
LAR!
Ere our wits we can regain,
Start the whole D-------D show again! !
As another moon is waning
Comes one demon—thus declaiming—  
“See this fifty cents? we read it 
For a debit— its a credit!”
No apology they offer,
Not the least regret they proffer—  
Calmly pack their leather cases—
Go! to ravage other places.
Three weeks later, less or more,
Comes the chiefest auditor.
See! his sphinx-like, stern expression 
Shows financial discretion.
Waiving futile, vain excuses,
He— impressively— produces 
From his case a paper neat 
Which is called a Balance Sheet.
Others follow in due course;
This, the Profit and/or Loss—
That the Capital Accounts—
These, the several amounts,
Sprung on us without a pause,
Of debtors and of creditors.
Then the bill! ! ’Tis— save our senses—  
A thousand dollars AND expenses.
These imposing documents 
To the boss he now presents;
Who, to matters such as this 
Bears a certain prejudice;
They but make him a procurer 
To the Income Taxes Bureau!
But with fortitude unshaken 
When they both their seats have taken, 
Listens to the explanation,
With a saintly resignation;
Wonders what it’s all about 
And—politely— SHOWS HIM OUT! !
L’Envoi;
Many things our souls abhor,
Most of all— AN AUDITOR! !
(Adapted from “The Accountant,”—  
London.)
President Pinkerton announced the 
various State Society awards as follows: 
To states showing the most notable ad­
vance during the year determined by in­
crease in membership, changed plan of 
organization, special contribution to pro­
fessional advancement, or for any other 
satisfactory cause, the Committee on 
Awards, George Wilkinson, Philadel­
phia, Pennsylvania, Chairman; S. D. 
Leidesdorf, New York City; Charles F. 
Rittenhouse, B o s t o n ,  Massachusetts; 
Sam W. Eskew, Louisville, Kentucky and 
William D. Morrison, Denver, Colorado, 
awards:
First Prize— $75.00 Texas Society.
Second Prize— $50.00 Ohio Society.
Third Prize— $25.00 Florida Institute.
Awards to the societies of the states 
from which The American Society re­
ceived the largest number of new mem­
bers during the year:
First Prize— $50.00 New York State So­
ciety.
Second Prize— $25.00 Florida Institute.
Awards to the societies of the states 
from which The American Society re­
ceived the largest percentage of mem­
bers during the year based upon the 
number of certified public accountants in 
the state who were not members of The 
American Society September 1, 1927:
First Prize— $50.00 Wyoming Society.
Second Prize— $25.00 Alaska Society.
The officers elected by the new board 
of directors to serve for the ensuing 
year are as follows:
President, Arthur C. Upleger, Waco, 
Texas.
First Vice - President, James F. 
Hughes, Jersey City, New Jersey.
Second Vice-President, Theodore J. 
Witting, Denver, Colorado.
Secretary, Durand W . Springer, 
Washington, D. C.
Treasurer, Thomas H. Evans, Detroit, 
Michigan.
In introducing the newly elected pres­
ident at the banquet, retiring president 
Paul W . Pinkerton said:
“ As the administration of the past 
year sings its swan song it becomes my 
great privilege to introduce to you the 
man whom your board of directors has 
elected to lead you during the year just 
beginning. When the board met to fill 
this office the fact was recognized that 
there was one outstanding servant of 
the society who, above all others, was 
entitled to this great honor at this time. 
That man was elected to serve as your 
president for the ensuing year.
“ But prior to proceeding with his 
election the board sought to do honor 
to two men who, from the very incep­
tion of this organization, have been 
among its leaders. Each of these men 
has been three times importuned to take 
the presidency. Each has consistently 
refused; one on the ground that he 
was a better worker with the holystone 
and the mop than at the helm; the 
other on the ground that he was not 
in public practice and that, in his opin­
ion, the president of this organization 
should always be an accountant in pub­
lic practice.
“Through all the formative years of 
this organization these two men, to­
gether with our war-horse, Durand W . 
Springer, have stood in the front rank 
of the fighters among the membership
346 T H E  C E R T I F I E D  P U B L I C  A C C O U N T A N T November,
of The American Society of Certified 
Public Accountants. They have heeded 
every call, usually before the call was 
made, whether for service or for advice 
or for financial assistance. They have 
seen, with clearer vision than most, the 
way to the best solution of the problems 
which this profession is facing, and 
have guided the organization in build­
ing sound policies of service to the Cer­
tified Public Accountants of this coun­
try.
“ Throughout the years, as I have 
said, this society has sought a way of 
honoring these two men who had shown 
themselves always dependable in its in­
terests. The new board of directors, 
like its predecessors, wished to pay hon­
or where honor was due and at the same 
time wished to make possible the con­
stant participation of these men in the 
activities of the advisory committee of 
past presidents. The new board found 
a way of paying this honor to these 
distinguished gentlemen and of placing 
them for life on the advisory commit­
tee without infringing upon the insist­
ence of these men that younger men in 
active practice should be the ones 
chosen to lead the organization. It ac­
complished this by persuading them 
that each of them in turn should per­
mit himself to be elected president, 
should serve for a day and should then 
resign, thus establishing each of them 
as a past president of the organization 
and consequently a member of its ad­
visory committee for life. The two men 
whom the board of directors honored in 
this way are those indefatigable work­
ers of the organization, Homer A. Dunn 
and John B. Tanner.”
Mr. Dunn responded in the following 
words:
“When I came to this convention it 
was not one of my dreams that I should 
be placed in a position of outrivaling a 
famous American actor. According to 
my recollection it was Edward H. South­
ern, who once gained quite some dis­
tinction in the part of “A King for a 
Day.” Notwithstanding that and his 
other successes he never attained to the 
glory of having been “ A President for 
a Day.” And, so, I believe that my 
friend, Jack Tanner, and I may justly 
claim that Southern, the actor, has been 
outrivaled.”
Mr. Tanner responded as follows:
“The beginning of all great accom­
plishments and of all great organiza­
tions is an idea.
“Vision and plans must precede ac­
tion.
“The idea of The American Society of 
Certified Public Accountants was ger­
minated some months before its official 
beginning on December 12, 1921.
“ I am proud to have been one of those 
who created the idea and assisted in the
original plans and the securing of the 
original charter in the summer of 1921.
“At that time and until January 1,
1927, I was an active official of a cor­
respondence school and it naturally fol­
lowed that I could accept no official 
position with the Society.
“ An official connection with the So­
ciety, in and of itself, might have been 
both appropriate and proper. However, 
in nearly all affairs of life it is desir­
able to avoid even the appearance of 
impropriety.
“Therefore, it was not until the year
1927, that I had any official position in 
the Society— and then only as Director.
“ During the past seven years I have 
endeavored to serve the interests of the 
Society with the utmost loyalty and un­
selfishness and as efficiently as my lim­
ited ability would permit.
“ Naturally the Presidency of this So­
ciety is a position of personal honor and 
gratification. But beyond that it is an 
opportunity to render a super-service to 
The American Society and to the Ac­
counting profession at large.
“ It is self-evident that such an op­
portunity would be gladly accepted by 
any true and loyal member whose af­
fairs would permit the great personal 
sacrifice required.
“ It is but natural that I should feel 
happy to be honored with the presi­
dency of this Society— even though my 
term of office lasted only the short span 
of twenty-four hours.
“ Even so, I am fully aware there is 
no greater honor you can confer upon 
me.
“ Our president has said that this hon­
or was conferred as a token of apprecia­
tion of my services to The American So­
ciety of Certified Public Accountants.
“Upon that basis I accept it with an 
abundance of gratitude— and as a furth­
er token of my appreciation I pledge to 
The American Society such future loyal, 
and unselfish service as my opportuni­
ties and ability may permit.”
Upon the conclusion of Mr. Tanner's 
remarks, Mr. Pinkerton continued as 
follows:
“After Mr. Dunn and Mr. Tanner had 
served as presidents for one day each 
and had resigned, the board proceeded 
to elect as your president for the en­
suing year the man whom you have all 
felt was most entitled to the honor of 
that position and would best serve in 
that capacity. The new president is 
a charter member of the organization. 
We know him as an untiring worker in 
the interests of the society; we know 
him as one of the outstanding practi­
tioners of his state; we know him as a 
widely read and widely traveled ac­
countant familiar with conditions in all 
parts of the country. I wish you could
all know him as I have learned to dur­
ing the days when during my adminis­
tration he has served as chairman of 
the committee on Pan-American Rela­
tions and, more than that, as the right 
hand of my administration. I want to 
assure you, ladies and gentlmen, that 
there is no member of this organization 
to whom I would rather turn over my 
gavel than to this man whom I have 
learned to love for his delightful per­
sonal qualities as well as to respect for 
his admirable professional qualities, 
who comes to this convention flanked 
on the one hand by the president of his 
state society and on the other by the 
chairman of his state board of public 
accountancy, a man who honors The 
American Society by accepting this hon­
or which the society now bestows upon 
him, Arthur C. Upleger of Texas.”
Mr. Upleger responded in the follow­
ing words:
“I would be an ingrate indeed if I  
did not in full measure reciprocate the 
tribute that has just been paid to me by 
your president, who through hard work 
has left a sound organization; and it 
was a pleasure indeed to have had the 
honor of working with him during the 
past year. I know that the time is get­
ting late, and there are many things 
still to be done, but I do desire to say a 
few words in appreciation of the splen­
did honor you have conferred upon me.
I trust that I shall be worthy of your 
confidence, and that the kindly intro­
duction given to me by Mr. Pinkerton 
shall be merited. If hard work and ad­
herence to the aims and objects of The 
American Society can do this it will be 
done.
“ Mr. Pinkerton has told you of the 
election of Messrs. Dunn and Tanner, 
and I am glad that this small recog­
nition of their valuable work in behalf 
of the Society was given to them. They 
have earned the honor in an unmistak­
able way.
“ I am proud of the honor that you 
have bestowed upon me, and am indeed 
glad to be installed as president of The 
American Society in this City of New 
Orleans, which I love so dearly. It is 
the home of such staunch friends as 
Henry Miller and Archie Smith. It is 
the home of a body of accountants who 
have always demonstrated their affec­
tion for and interest in The American 
Society. It is the home of a splendid 
and generous body of women, who not 
only have a natural beauty, but in addi­
tion a beauty of character, admired by 
all who know them; and it is the home 
of a wholehearted citizenship who have 
given to us one of the finest receptions 
we have ever had.
“ It has been my pleasure to serve 
The American Society in numerous
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capacities during the years, and the 
work has always been pleasant. While 
it is with some trepidation that I enter 
a year of service as president, it is my 
hope that when the year closes it will 
have been found that your confidence 
has been well placed, and that the So­
ciety has advanced to bigger and better 
things. The foundation, as laid by 
Messrs. Springer, Main, Banks, Pride, 
Lunsford, Councilor, Dunn, Tanner and 
Pinkerton has been sound, and I hope to 
render a real service in building upon
A resolution having granted the privi­
lege of this supplementary report, the 
first item is to report a correction in the 
original report. In the fourth paragraph 
thereof the State of New York should 
have been included, after the State of 
New Jersey, as among the states in 
which satisfactory acts were in existence 
prior to the last legislative sessions.
The original report of this committee, 
printed on pages 304 and 305 of THE 
CERTIFIED P U B L I C  ACCOUNTANT 
for October, is commended to perusal of 
the members and especially to the officers 
and directors of state organizations of 
certified public accountants; also the edi­
torial description in the July number of 
the “Commercial Arbitration Practice 
Book” of 248 pages issued by the Ameri­
can Arbitration Association and obtain­
able through The American Society at a 
special price of only $1.60.
This committee should claim credit for 
two things not mentioned in the original 
report. The first is the addition of 
twenty-eight new C. P. A. members to the 
professional membership roll of the 
American Arbitration Association dur­
ing the past year. The second is the 
contribution through The American So­
ciety of $500.00 to the Research and Pub­
lication Fund of the American Arbitra­
tion Association. This contribution was 
acknowledged by president Lucius R. 
Eastman, of the latter, to secretary 
Durand W. Springer, of the former, in 
the following language: “Arbitration is 
already heavily indebted to The Ameri­
can Society for valuable aid in counsel, 
publicity, membership, and practical 
suggestions for the extension of the use 
of arbitration: and we now add to that 
indebtedness your assistance in our re­
search work. On behalf of our directors 
I have the privilege of expressing our 
thanks, and of congratulating the Cause 
of Arbitration upon having so stauch a 
friend as your Society proves to be.” 
The full text of Mr. Eastman’s letter may 
be found on page 162 of the June (1928) 
number of THE CERTIFIED PUBLIC 
ACCOUNTANT.
that foundation a superstructure of 
which you will be proud.
“We have definite problems before 
us.  Our interest will be in regulatory 
legislation, cooperation with State So­
cieties, the raising of standards of Ac­
countancy education, and that big field, 
the development of Accountancy into its 
broader aspects.
“ In closing, I desire again to pledge 
you my best efforts to the end that we 
may grow in power and in effectiveness 
as the years go on.”
Information comes from the Virginia 
Society of Public Accountants of the ap­
pointment of a Committee on Arbitra­
tion, composed of nine members located 
in the six principal cities of the state, 
and that measures of cooperation with 
the American Arbitration Association 
are being perfected looking to the pas­
sage of the Draft State Act in the next 
session of the Virginia Legislature.
Information comes also from the Mary­
land Association of Certified Public Ac­
countants, which already had a Commit­
tee on Arbitration, that the preambles 
and resolution recommended in the ori­
ginal report of this committee will be 
submitted to the members at the meet­
ing of the Association in November.
The American Society, through atten­
tion on the part of its very efficient sec­
retary and some assistance from this 
committee, can claim to have assisted in 
the defeat of a measure obnoxious to 
Arbitration which was introduced into 
the last session of the House of Repre­
sentatives as an amendment to the Fed­
eral Judicial Code, identified as H. R. 
6679. This measure had for its purpose 
to limit the jurisdiction of the Federal 
District Courts, in a diversity of citizen­
ship, to litigations involving a value in 
excess of $5,000.00, thereby raising such 
limit from $3,000.00. The Arbitration 
Association was concerned, as was also 
this committee, because of a possible con­
struction that it would embrace arbitra­
tions to be conducted under the Federal 
Arbitration Act. When the matter comes 
up again, as probably it will, it is ex­
pected to be handled in such a way as 
not possibly to affect arbitrations under 
the Federal Act, in which there is no 
limitation of the minimum value which 
may be at issue.
In January, 1928, this committee was 
called upon by the Arbitration Associa­
tion to nominate certified public ac­
countants for appointment to a National 
Panel or Arbitrators. In response, the 
presidents of state organizations of cer­
tified public accountants were nominated 
and the suggestion was made that they 
be called upon for nominations from
among the certified public accountants in 
the several communities within the state. 
A consequence has been that certified pub­
lic accountants have a substantial rep­
resentation in the National Panel of Arbi­
tration of the American Arbitration 
Association. It is urged that every 
such member of the Panel should 
supply himself with a copy of the Com­
mercial Arbitration Practice Book in 
order that he may become qualified for 
service either as an arbitrator or to rep­
resent a client in an arbitration.
The American Arbitration Association 
has a subsidiary organization which is 
known as “The Arbitration Exchange.” 
The membership is composed of national 
trade organizations and The American 
Society. The secretary and the chair­
man of this committee are designated as 
the representatives of the latter. There 
are twenty-six organization members of 
the Exchange. At a meeting of the Ex­
change held in New York City on the 
25th of September fifteen of those or­
ganizations were represented by twenty 
persons, including your secretary and 
the chairman of this committee. Ways 
and Means by which to promote and ac­
complish proper arbitration legislation 
was the principal subject discussed. 
Seven of the states, since Louisiana has 
joined the ranks, have placed an ade­
quate Arbitration Act on their statute 
books, viz: California, Louisiana, Massa­
chusetts, New Jersey, New York, Oregon, 
and Pennsylvania. We were told that 
there are eighteen other states which will 
be holding legislative sessions within a 
year, the statute books of which need 
similar attention, viz: Colorado, Con­
necticut, Delaware, Indiana, Illinois, 
Iowa, Michigan, Maryland, Minnesota, 
Missouri, North Carolina, Ohio, Oregon, 
Rhode Island, South Carolina, Texas, 
Washington, and Wisconsin. If the cer­
tified public accountant organizations in 
these states will do their part as well as 
the organization in Louisiana has re­
cently done its part we may look forward 
hopefully to the passage of the Draft 
State Act in a majority of these states 
within the next year.
The Draft State Act is a form of act 
which the American Arbitration Associa­
tion has prepared from the Federal Arbi­
tration Act as a model. The latter was 
prepared and advocated by the American 
Bar Association. Certified public ac­
countants should be informed of the very 
distinct and important difference be­
tween the Draft State Act and a so-called 
“Uniform Arbitration Act” which some 
time since was prepared by the National 
Commission on Uniform Laws and has 
been placed on the statue books of a few 
of the states. The defect in the Uniform 
Act is a very serious one. It is unques­
tionably correct to say that it is so 
looked upon by all the national trade 
organizations which have become in­
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terested in the subject. This defect lies 
in the fact that the Uniform Act lacks 
provision for the enforcement of an arbi­
tration clause in a contract. In other 
words, under the Uniform Act either 
party to a contract can repudiate the 
arbitration clause therein contained, 
decline to arbitrate a dispute arising 
under the contract, and force the other 
party into an Equity Court for his 
remedy. The Uniform Act, therefore, is 
absolutely worthless in all cases of a 
dispute arising after the execution of a
Washington, D. C., Oct. 4, 1928.
The Board of Directors,
The American Society of Certified Pub­
lic Accountants.
I have audited the Accounts of The 
American Society of Certified Public Ac­
countants for the Fiscal Year ending Au­
gust 31, 1928.
Cash has been verified with the bank, 
and charges to Fixed Assets have been 
traced. During the year the value of 
the Library has more than doubled but 
only $61.10 of this increase was paid for 
in cash, the balance representing books 
received by the Accountants Publishing 
Company in exchange for advertising 
and turned over to the Society as an off­
set against advances made.
No attempt was made to check receipts 
from Dues against individual member­
ship records at this time, but distribu­
tion to credit of Dues for various years 
was accepted as shown by Cash Receipts 
Journal. To check receipts against 
membership records would require the 
building of records for two years or more 
and as the Secretary’s Office is now en­
gaged in the preparation of a complete 
Membership Dues Record covering re­
ceipt of dues for each member from the 
date of organization to the present, this 
work if thought necessary should be post­
poned and handled much better and at
The first meeting of the Hotel Ac­
countants Association of New York City 
was in the form of a dinner at the Hotel 
Astor on Monday evening, October 29, 
1928. This association was organized in
1926, since which time similar associa­
tions in six other cities have been estab­
lished and at the meeting of the Ameri­
can Hotel Association, of which Thomas
D. Green is president, held this summer 
at Denver, it was decided to establish a 
national organization of h o t e l  ac­
countants.
contract containing an arbitration clause. 
The Draft State Act compels the arbitra­
tion of such a dispute and makes pro­
vision also for the orderly submission to 
arbitration of business disputes which 
arise in the absence of an arbitration 
clause or of a formally executed con­
tract. The superiority of the Draft State 
Act must, therefore, appeal to the logical 
minds of certified public accountants.
Respectfully submitted for the Com­
mittee, HOMER A. DUNN,
Chairman.
less cost from these cards when com­
pleted.
I hereby certify that in my opinion the 
accompanying Financial S t a t e m e n t ,  
Statement of Cash Receipts and Dis­
bursements, and Statement of Income 
and Expense correctly present the finan­
cial condition of the Society as of Au­
gust 31, 1928 and its operations for the 
year ending with that date.
Sincerely,
FRANK S. CHAPPELL, 
Certified Public Accountant
Washington, D. C., Oct. 4, 1928. 
The Board of Directors,
The Accountants Publishing Co.
I have audited the Accounts of The Ac­
countants Publishing Company for the 
Fiscal Year ending August 31, 1928.
All receipts and disbursements have 
been checked with bank statements and 
found correct.
I hereby certify that in my opinion 
the accompanying Financial Statement, 
Statement of Cash Receipts and Dis­
bursements, and Statement of Income 
and Expense correctly present the finan­
cial condition of the Company as of Au­
gust 31, 1928 and its operations for the 
year ending with that date.
Sincerely,
FRANK S. CHAPPELL, 
Certified Public Accountant
The membership list as of September
15, 1928, showed fifty-three members rep­
resenting hotels and nineteen members 
representing public accountant organiza­
tions with one honorary member, Miss 
Catherine J. Walling, the recording 
secretary.
Frederick A. Muschenheim, proprietor 
of the Hotel Astor, was the host of the 
occasion and following a very elaborate 
dinner he extended a welcome to not only 
the members present but to several mem­
bers of the New York Hotel Association,
in which he referred to the fact that the 
late E. M. Statler was the pioneer among 
hotel men in the recognition of the im­
portant part which good accounting 
played in successful management.
Mr. Muschenheim introduced Thomas
E. Ross, of the Biltmore Hotel, Presi­
dent of the Association, who presided.
Mr. F. A. McKowne, successor to Mr. 
Statler in that organization, presented 
a paper outlining the ideals which Mr. 
Statler had always sought to impress on 
his organization as they related to the 
various types of records which could be 
kept and ideas concerning which could 
be profitably exchanged with other hotel 
men and stressed the importance of closer 
knit organizations in all lines of busi­
ness activity.
Mr. Charles F. Stamm, of the Hotel 
Willard, presented a very interesting pa­
per on Spain and its hotels. During the 
past summer Mr. Stamm had spent over 
a month in that interesting country 
across the water and he brought to his 
hearers an exceedingly artistic word 
painting of conditions as he saw them.
The Secretary of The American So­
ciety discussed the value of organizations 
in view of present day conditions.
Frederic W. Squires presented a valu­
able technical paper on the subject of 
“Depreciation” which will appear in a 
later issue.
THE NEW ORLEANS MEETING
(C on tin u ed  fr o m  p a g e  328)
The Committee on Resolutions pre­
sented a suitable memorial with regard 
to those members who had left us dur­
ing the year and the same was adopted 
by a rising vote.
The Tellers presented their report as 
follows:
“Your committee of tellers reports 
that it has canvassed the ballots for the 
election of state representatives, mem­
bers of the board of directors and the 
amendments to the Constitution and By- 
Laws and that the amendments to the 
Constitution and By-Laws w e r e  all 
adopted in accordance with the report 
published in THE CERTIFIED PUBLIC 
ACCOUNTANT.
“The committee found in canvassing 
the ballots for election of state repre­
sentatives and members of the board of 
directors that in numerous instances 
where more than one representative was 
to be elected that the member casting 
the ballot voted for the same candidate 
for representative several times. In one 
particular instance one ballot in the state 
in which eleven representatives were to 
be voted for, one candidate received ele­
ven votes upon the same ballot.
“The committee further found that in 
the ballots cast for members of the board
AUDITOR’S REPORTS
[Note— The Financial Statements Appeared in the October issue.]
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of directors a number of those voting 
voted for the same candidate for first, 
second and third choices thus giving six 
points for one candidate on the same bal­
lot.
“The results of the election of state 
representatives a n d  members of the 
board of directors as published in THE 
CERTIFIED P U B L I C  ACCOUNTANT 
were found to be correct upon this me­
thod of voting.
“It is the opinion of this committee 
that the Constitution and By-Laws of 
The American Society of Certified Pub­
lic Accountants does not provide for nor 
permit the method of voting as above 
set forth and therefore recommends that 
the matter as to whether or not cumu­
lative voting for representatives and di­
rectors is one that should be submitted 
to the membership and full pronounce­
ment be had in the Constitution in order 
to avoid more serious future complica­
tions.
“In this particular election and the in­
stances cited there will be no disappoint­
ment as the situation has adjusted itself 
satisfactorily to all concerned and the 
results of the present election were not 
influenced by the attempted cumulative 
voting.”
The same was referred to the Board 
of Directors for consideration.
The Secretary was directed to form­
ally thank those who had prepared 
papers or addresses for the meeting.
Friday noon the Board of Directors 
held its last meeting, at which time its 
attention was largely devoted to rou­
tine matters.
Friday afternoon was given over to 
sightseeing. Throughout the entire 
week the ladies had been cared for by 
the New Orleans Ladies Committee of 
which Mrs. Grace Miller was Chairman 
and there were few vacant periods in 
their schedule.
On Friday evening occurred the ban­
quet, a report of which appears else­
where.
The Committee on Resolutions, through 
its Chairman, W. B. Castenholz, pre­
sented the following resolutions which 
were adopted by a rising vote.
“As no small part of the success of 
this, the seventh annual convention of 
The American Society of Certified Pub­
lic Accountants was due to the very ex­
cellent papers and talks delivered at the 
various technical sessions, be it hereby 
resolved that The American Society of 
Certified Public Accountants h e r e b y  
records its keen appreciation of the suc­
cessful efforts of those who participated 
in the program.”
“Whereas, the past year has witnessed 
a substantial growth in the affairs of 
The American Society of Certified Public 
Accountants and a strengthening of its 
internal organization, and
“Whereas, these developments have 
been largely due to the consistent and 
conscientious work of the retiring Presi­
dent and his assisting Board of Di­
rectors, now,
“Therefore, Be it Resolved, that we, 
the members of The American Society 
of Certified Public Accountants hereby 
extend to them our hearty congratula-
ALABAMA  
At the annual meeting of the Ala­
bama Society of Certified Public Ac­
countants held on September 3, 1928, 
Vivian R. Pritchard, of Mobile, was 
elected President and John F. Andrews, 
of Birmingham, was elected Secretary- 
Treasurer. Members of the Council 
are: Robert E. Troy, Chairman, Mayer 
W . Aldridge, Edmund A. Chapman, 
Francis B. Latady and Walter K. Smith.
MASSACHUSETTS 
The first meeting of the 1928-29 sea­
son of the Massachusetts Society of Cer­
tified Public Accountants, Inc., was held 
at the Parker House, Boston, on Mon­
day, September 24, 1928. The meeting 
was attended by about 175 persons. The 
speaker of the evening was Colonel Rob­
ert H. Montgomery, well-known ac­
countant, lawyer and author, and a 
member of the firm of Lybrand, Ross 
Bros. & Montgomery. Colonel Mont­
gomery spoke on “ The Future of the 
Accounting Profession” and his address 
was very much enjoyed by those pres­
ent.
MINNESOTA 
The Minnesota Society of Certified 
Public Accountants held its October 
meeting on Tuesday evening, October
23, 1928, at the Minneapolis Athletic 
Club, at which time the members of the 
Minnesota Association of Public Ac­
countants were guests.
A. F. Wagner presented a paper on 
“ Classification of Accountants’ Serv­
ices,” which was followed by a general 
discussion. Henry C. J. Peisch gave a 
report on the New Orleans Convention 
of The American Society of Certified 
Public Accountants.
The new officers of the Society were 
introduced as f o l l o w s :  President, 
Maurice W .  Stoffer, St. Paul; Vice- 
President, A. B. Bolte, Minneapolis; 
Treasurer, George F. Schmel, Minneap­
olis; Secretary, Thos. J. Shannon, St. 
Paul; Trustee, Jarl W . Hanson, Duluth.
The Program Committee of the So­
ciety has tentatively arranged a very 
fine program for the next ninety days, 
which includes a number of outside 
discussion. Herman C. J. Peisch gave a
tions on the results of the work so well 
done.”
Mrs. Upleger, on behalf of the visiting 
ladies, presented a resolution expressing 
to the women of New Orleans grateful 
appreciation for their splendid hospital­
ity and) lavish entertainment.
Dancing and leave-taking occupied the 
remainder of the evening.
scheduled to give the paper which he 
gave at the New Orleans meeting of The 
American Society on “ Ethical Problems 
in Methods of Building Practices by 
Young Public Accountants.”
MISSISSIPPI
The eighth annual meeting of the 
Mississippi Society of Certified Public 
Accountants was held at Jackson, at the 
Edwards Hotel, on Saturday afternoon, 
October 27, 1928.
The business session adjourned at six 
o’clock until seven at which hour a ban­
quet was served.
NEW  YORK
The New York State Society of Certi­
fied Public Accountants launched its fall 
program of meetings and general ac­
tivities with the holding of its sixth an­
nual all-day-and-evening conference at 
the Waldorf-Astoria Hotel, New York 
City, Tuesday, October 23, 1928. This 
conference was in every way a worthy 
successor of the preceding conferences 
which have been outstanding features 
of the Society’s activities for each year 
since the custom of holding an all-day- 
and-evening conference was initiated in 
1923. It consisted of three sessions—  
morning, afternoon and evening— and 
was well supported in attendance, which 
rose from 117 at the morning session 
to over 300 at the evening session. 
There was sustained interest through­
out the various sessions, and the entire 
conference was characterized by a 
splendid fraternal spirit and profes­
sional devotion to the consideration of 
some of the major problems confronted 
by the profession in the State. Mr. P. 
W . R. Glover, President of the Society, 
was the presiding officer of the confer­
ence.
The morning session, opening at
11.00 a. m., was a general business ses­
sion, at which consideration was given 
to a report of the Committee on Re­
vision of Constitution and By-Laws, 
which had been working for some time 
on a complete revision of the Constitu­
tion and By-Laws of the Society, a draft 
of which was reported ready for submis­
sion to the members.
The subject of legislation occupied an
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important place on the morning pro­
gram. The Committee on Legislation, 
headed by Alexander F. Makay, sub­
mitted for the consideration of the 
members a draft of an accountancy bill, 
which had been prepared pursuant to 
the action taken by the Society early in 
the year upon the final report of a 
special Legislation Survey Committee 
appointed a year ago. After a lengthy 
consideration of the bill, it was decided 
to give the members further opportun­
ity to submit criticisms and suggestions 
and that a revised draft be submitted 
to the members for their consideration 
at the next meeting, which was an­
nounced for November 26th.
At the afternoon session, the program 
was devoted almost entirely to an un­
usually interesting technical discussion 
on the subject “Accountants’ Responsi­
bility for Inventory Verification.” 
Papers were presented by C. Oliver 
Wellington, C. P. A., and Maurice E. 
Peloubet, C. P. A., and a general dis­
cussion was led by William H. Bell, C. 
P. A., Charles T. Bryan, C. P. A., W al­
ter A. Staub, C. P. A., Andrew Stewart, 
C. P. A., and C. R. Whitworth, C. P. 
A., of Chicago, who was a guest at the 
meeting.
“ What Does the Future Hold for Ac­
countants in Tax Service?” was the sub­
ject of an address and discussion at the 
evening session. The address was given 
by Robert H. Montgomery, C. P. A., 
and the general discussion was led by 
Joseph J. Klein, C. P. A., Arthur B. 
Foye, C. P. A., Orrin R. Judd, C. P. A. 
and Isidor Sack, C P. A.
As a social feature, a complimentary 
luncheon was served to all in attend­
ance at the close of the morning ses­
sion. Preceding the evening session, 
there was a meeting of the chairman 
and members of the various technical 
committees, at which Mr. William H. 
Bell, Chairman of the Committee on 
Coordination of Technical Committees, 
presided.
At the close of the afternoon session, 
Homer S. Pace, C. P. A., gave a well 
received address of welcome to the new 
members in attendance. Preceding this 
address, the President announced that, 
through the excellent work of the Mem­
bership Committee, headed by Morris
C. Troper, there had been added to the 
roll since the beginning of the year, 
May 14th, 240 members and nine jun­
ior members, and that the present 
membership of the Society consisted of 
1,194 members.
Following the discussion on inven­
tories, a resolution was adopted em­
powering the President of the, Society 
to appoint a survey committee for the 
purpose of making a scientific study in 
the matter of inventory verification, 
and in due time to report its findings on 
the subject to the Society.
NORTH CAROLINA
The Ninth Annual Convention of the 
North Carolina Association of Certified 
Public Accountants was held at the Ho­
tel Charlotte, Charlotte, N. C., on Octo­
ber 18, 19 and 20, 1928.
It is the general opinion that this 
Convention is the best yet held by the 
North Carolina Association and closed 
a year of unparalleled activity in its 
history. This is evidenced by the fact 
that the membership has been increased 
by fourteen, now numbering eighty- 
seven; by the adoption of a new Con­
stitution and By-Laws; by a successful 
effort to get in closer touch with the 
bankers of the State; and by the ab­
sence of petty strife from the ranks.
Delegates were sent to the meeting 
in Washington last December in con­
nection with the International Congress 
of Accountants to be held in 1929, and 
to the New Orleans Convention of The 
American Society of Certified Public 
Accountants. President George E. 
Wood has visited the various centers 
throughout the State in the interest of 
the Association and the result has been 
to cement the membership of the As­
sociation into closer bonds of friendship 
and mutual helpfulness.
The sessions during the convention 
were full of pep and enthusiasm, cul­
minating in the election of retiring 
President George E. Wood, the grand 
old man of the Association, as a fellow 
member for life. William H. Zimmer­
man of Asheville, was elected President, 
Orion Neely Hutchinson, of Charlotte, 
Vice-President, and George E. Wood 
was put back in harness as Secretary- 
Treasurer, a position he had held since 
the organization of the Association un­
til last year when he was elected Presi­
dent. These three officers, together 
with George H. Terry, of Charlotte, K. 
W . Parham, of Raleigh, John B. Mc­
Cabe, of Wilmington, and George H. 
Emery, of Statesville, constitute the 
Board of Directors.
The technical sessions included ad­
dresses by Frederick H. Hurdman, of 
New York, on the subject of “No Par 
Value Stock” ; John E. Wilson, of Ashe­
ville, on the subject of “The Natural 
Business Year” ; and Professor J. H. 
Shields, of Duke University, on the sub­
ject of “The Duties of a Controller.”
The social functions included an in­
formal reception, dinner and entertain­
ment at the Myers Park Country Club, 
tendered by the Charlotte accountants, 
and the banquet at the Hotel Charlotte. 
The convention was graced by a greater 
number of ladies than ever before and 
there were special activities planned for 
their pleasure.
OHIO
The annual meeting of the Ohio So­
ciety of Certified Public Accountants was
held at the Hotel Hollenden, Cleveland, 
on Friday and Saturday, October 19 and
20, 1928. It was one of the best attended 
meetings which the Society has held and 
discussions followed each of the several 
presentations.
Friday afternoon four presentations of 
the subject “How the Accountant can best 
Serve the Business Public” were made by 
R. F. Freiberger, Vice-President of the 
Cleveland Trust Company, A. V. Cannon, 
of White, Cannon and Spieth, Attorneys, 
Walter S. Quinlan, of Maynard H. Murch 
& Co., and J. H. Dippel, Secretary, The 
Halle Bros. Co. We will publish these 
addresses in a later issue.
Following a discussion Edwin W. Ely, 
of the Division of Simplified Practice of 
the Department of Commerce, Washing­
ton, D. C., gave an illustrated address on 
the “Development of Simplified Practice.”
In the evening the group enjoyed 
“Good News” at the Hanna Theatre. 
During the afternoon in addition to a 
sight seeing trip the ladies were given an 
inside view of the internal workings of 
Halle Bros. Department store.
Saturday morning R. A. Hurst, C. P. 
A., of Toledo, presented an address on 
“Office Procedures and Records in Ac­
countants’ Offices” w h i c h  provoked a 
large amount of discussion and an ex­
change of ideas which were valuable.
This was followed by a luncheon at the 
Hotel Hollenden after which the Secre­
tary of The American Society gave an ad­
dress on “Accountancy L e g i s l a t i o n ” 
which, together with the attendant dis­
cussion, carried the meeting till five 
o’clock.
At the luncheon period, officers for the 
ensuing year were elected as follows: 
President, R. A. Hurst, Toledo; Vice- 
President, John D. Cherrington, Cincin­
nati; Secretary-Treasurer, L. G. Battelle, 
Dayton.
The Ohio Society had made arrange­
ments under which the Secretary of The 
American Society was to devote several 
days the following week in meeting with 
the several groups and discussing with 
them the general problem of account­
ancy legislation.
Monday evening at the Hotel Secor, 
Toledo, following arrangements made by
C. H. Wideman, thirty-five accountants, 
bankers and attorneys gathered for a 
dinner and after a presentation of the 
subject and the attendant discussion in 
connection therewith, the certified men 
remained for the organization of a Toledo 
Chapter of the Ohio Society which will 
be officered during the coming year by C.
H. Wideman, President, Martin J. Arft, 
Vice-President and R. A. Hurst, Secre­
tary-Treasurer.
Tuesday evening we were at Colum­
bus. Hermann C. Miller, President of 
the Columbus Chapter, was away but W.
D. Wall, retiring President of the Ohio 
Society, had charge of the meeting at the
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Hotel Deshler that evening. Again we 
were favored with the presence of rep­
resentatives of the banking and legal 
fraternities as well as with one member 
of the Legislature.
Wednesday we were at Dayton and that 
evening, following a dinner at the Engi­
neers Club, Hugh E. Wall acted as presid­
ing officer and the message of account­
ancy legislation was brought to another 
group, including again representatives of 
the banking and legal fraternities and a 
prospective member of the Legislature.
Thursday we w e r e  at Cincinnati. 
Again the President of the local chapter 
was out of the city but arrangements had 
been made for a dinner at the Sinton 
Hotel and in the afternoon L. F. Ratter­
man, former member of the Ohio Board, 
inveigled a few of the accountants into 
a golf game, the first which the Secretary 
had played since 1909. The result was 
that he got more exercise out of the same 
than anybody else, measured at least by 
the number of strokes which it took to 
cover the course. That evening the pre­
siding officer was E. S. Thomas, the dean 
of the accounting profession in Ohio and 
a member of its State Board from the 
beginning. This dinner was confined to 
public accountants, both certified and un­
certified.
All of the Ohio chapters seem to be in 
fine working condition and the Secretary 
could readily understand how the Com­
mittee on State Society Awards had 
named Ohio as one of the winning states.
PENNSYLVANIA
The Pittsburgh Chapter of the 
Pennsylvania Institute of Certified Pub­
lic Accountants held a meeting in the 
Hotel Henry on Tuesday evening, Oc­
tober 23, 1928, at 6.30 p. m.
The meeting, which was presided 
over by Frank A. Willison with Adrian 
F. Sanderbeck acting as secretary, was 
attended by eighteen members.
The following new members were 
elected: Elmer E. Bauer, Otto T. Bie­
lau, John Benson Millen and Harry A. 
Wolf.
John W . Chalfant, Vice-President of 
the Colonial Trust Company, addressed 
the meeting briefly on the subject of 
the “Welfare Fund of Pittsburgh.” 
Maurice E. Scharff, Engineer, was the 
speaker of the evening and chose as his 
subject: “Engineering-Accounting.”
SOUTH CAROLINA 
The annual meeting of the South. 
Carolina Association of Certified Public 
Accountants was held in Columbia on 
October 23, 1928.
After a banquet at the Ridgewood 
Club there were addresses by Kenneth 
R. Kreps, of Columbia, member of the 
S t a t e  Legislature, Professor J. H. 
Shields, of Duke University, and W al­
ter G. Query, chairman of the South 
Carolina Tax Commission.
Resolutions were adopted advocating 
the use of the Natural Business year in­
stead of the calendar year for general 
business uses. Resolutions were also 
adopted thanking the retiring officers 
for services rendered. The Association 
also adopted a resolution to the effect 
that it was the sense of the meeting 
that the Woodrow Wilson home in Col­
umbia should be preserved as a shrine 
in memory of the war President.
WISCONSIN 
The annual meeting of the Wiscon­
sin Society was held at the City Club, 
Milwaukee, on October 29, 19 28. Pre­
ceding the regular business session a 
splendid turkey dinner was enjoyed. 
The Society went on record as favor-
Hadfield, Rothwell & Soule, Certified 
Public Accountants, of Hartford, Con­
necticut, announce that Mr. Frederick A. 
Warburton is in charge of their Bridge­
port office in the capacity of Resident 
Manager.
H. C. Goettsche & Co., Certified Public 
Accountants, announce the opening of 
their new offices at 100 North La Salle 
Street, Suite 1206-7-8, Chicago, Illinois.
Herskowitz & Herskowitz, Certified 
Public Accountants, announce the re­
moval of their offices to the Transporta­
tion Building, 225 Broadway, New York 
City.
Mueller & Pearson, Certified Public Ac­
countants, announce the removal of their 
offices to the State Bank Building, Suite 
1765, 120 South La Salle Street, Chicago, 
Illinois.
Scovell, Wellington & Company an­
nounce the consolidation of their practice 
in Chicago with that of the firm of 
Reckitt, Benington and LeClear. The 
two partners of that firm, Messrs. Harold 
Benington, C. P. A., and Walter M. Le­
Clear, C. P. A., become general partners 
and their organization and entire staff 
continue with Scovell, Wellington & 
Company.
Jacob S. Baruch, C. P. A., announces 
the opening of his Cleveland office for 
the general practice of accounting at 1352 
Terminal Tower Building, Cleveland, 
Ohio.
Roy T. Bell & Company, Certified Pub­
lic Accountants, Youngstown and War­
ing the adoption of the Natural Busi­
ness Year.
The Society went on record as favor­
ing the draft arbitration bill as spon­
sored by the American Arbitration As­
sociation and will endeavor to secure 
passage of such a bill at the coming 
legislature.
Carl E. Dietze made a report on the 
American Society Convention.
The matter of, regulatory legislation 
was discussed and it was the unani­
mous opinion that the need of such 
legislation was absolutely necessary and 
that the Society would sponsor a bill 
providing for such legislation at the 
first opportune moment.
The following officers were elected: 
President, George Einbecker; Vice- 
President, J. Currie Gibson; Secretary- 
Treasurer, Clarence Benton.
ren, Ohio, announce the dissolution of 
the partnership heretofore existing be­
tween Roy T. Bell, Chas. S. Alverson and 
Ralph F. Mateer, as of September 30, 
1928. These partners will individually 
continue in practice with Mr. Bell in 
Youngstown and Warren, Mr. Mateer in 
Warren and Mr. Alverson in Youngstown.
Guy V. W. Lyman, Edward S. Rittler 
and Sidney S. Bourgeois, Jr., announce 
the consolidation of their practices and 
the formation of a partnership under the 
firm name of Lyman, Rittler & Bourgeois, 
Certified Public Accountants, with of­
fices in the Canal Bank Building, New 
Orleans, La.
Earl S. Clark & Company announce the 
removal of their offices to the twenty- 
first floor of the Industrial Trust Build­
ing, Providence, Rhode Island.
Lawrence E. Brown & Company, Cer­
tified Public Accountants, announce the 
removal of their offices to 1917 Fidelity- 
Philadelphia Trust Building, Philadel­
phia, Pa.
Ben H. Whittaker, C. P. A., announces 
his retirement as Chief Auditor, Corpora­
tion Department, State of California, to 
engage in the practice of public account­
ing with John F. Horton, C. P. A., and 
Russell D. Keach under the firm name of 
Horton, Keach and Whittaker, Ac­
countants, 1008-1010 Subway Terminal 
Building, Los Angeles, California.
Dixon, Russ & Carter, Certified Public 
Accountants, Citizens National Bank 
Building, Raleigh, N. C., announce the 
admission to partnership of Augustus T.
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Allen, C. P. A. The business formerly 
conducted by A. T. Allen & Co. will be 
continued under the firm name of Dixon, 
Russ & Carter.
Forrest E. Ferguson & Co. announce 
the opening of an office at 501-503 Aetna 
Building, 25 Exchange Street, Rochester, 
N. Y. Jay C. O’Brien has been appointed 
accountant in charge of the Rochester 
district.
Announcement is made of the retire­
ment of Francis Oakey, C. P. A., from the 
practice of public accounting and his 
withdrawal from membership in the firm 
of Searle, Oakey & Miller, 25 Broad 
Street, New York City. George R. Lueck, 
Thomas H. Smith, Ernest W. Carr and 
Francis William Hopkins, Jr., who have 
been associated with the firm for some 
time, are admitted to partnership.
William Lorenz, C. P. A., announces 
the removal of his offices to 338 Planters 
Building, St. Louis, Mo.
H. H. Hunt, C. P. A., is now located at 
329-330 161 Spring Street Building, At­
lanta, Ga.
Arthur Andersen & Co., Certified Pub­
lic Accountants, Chicago, Illinois, an­
nounce the opening of an office in the 
Russ Building, San Francisco, California, 
under the management of E. Arnold Sun­
strom, C. P. A.
Harry W. Bundy and John Moran, Cer­
tified Public Accountants, announce the 
formation of a partnership for the gen­
eral practice of public accounting under 
the firm name of Bundy & Moran with 
offices in the Virginia Dare Hotel Build­
ing, Elizabeth City, N. C.
J. Bernard Brown, C. P. A. and attor­
ney at law, and Harvey Cardwell, C. P. 
A., announce the formation of the firm of 
Brown & Cardwell for the practice of 
general and cost accounting at the Spen­
cerian Building, 318-19 South First 
Street, Louisville, Ky.
John Herbert Hedley, Attorney at Law 
and Certified Public Accountant, and 
Frank D. Byrne, Attorney at Law and 
Certified Public Accountant, announce 
the removal of their offices from 208 
South La Salle Street, Chicago, Illinois 
to 155 North Clark Street, Chicago, Illi­
nois, where they will continue their 
practice under the firm name of Hedley & 
Byrne.
Kelly & Adams announce the removal 
of their offices to 15 Park Place, New 
York City.
William H. Ball, C. P. A., announces 
the opening of offices for the general prac­
tice of accounting at 1925 First National 
Bank Building, Detroit, Michigan.
Max Solomon, C. P. A., announces the 
removal of his offices to Suite 1513 Para­
mount Theatre Building, 1501 Broadway, 
New York City.
M. S. Carneiro and W. T. Chumney, 
Certified Public Accountants, announce 
that they are now associated in the prac­
tice of accounting and will operate under 
the firm name of Carneiro, Chumney & 
Co., Certified Public Accountants, Milam 
Building, San Antonio, Texas.
Myron M. Strain, C. P. A., and asso­
ciates announce the opening of public ac­
counting offices at 421 Insurance Ex­
change Building, 433 California Street, 
San Francisco, California.
William R. Thompson, C. P. A., and 
Malcolm P. Dicks, C. A., announce their 
association under the name of Thompson 




R. C. Frambers, of Fort Smith, Ar­
kansas, has been appointed to member­
ship on the Arkansas State Board of Ac­
countancy. The Board is now composed 
of James Stuart, President; W. W. Find­
ley, Secretary; and R. C. Frambers, 
Treasurer.
ILLINOIS
E. L. Kohler, C. P. A., and Herbert 
Pope, Attorney at Law, have been ap­
pointed to membership on the Illinois 
Board of Examiners of Accountants to 
succeed Arthur Andersen, C. P. A., and 
Walter F. Dodd, attorney member.
NEW  YORK  
Thomas F. Conroy, C. P. A., of New 
York City, has been appointed to mem­
bership on the State Board of Certified 
Public Accountant Examiners of New 
York to succeed James F. Farrell.
TENNESSEE 
Governor Horton has appointed Thos. 
M. McIntyre, C. P. A., and C. P. Moore, 
C. P. A., both of Nashville, Tennessee, 
as members of the Tennessee State 
Board of Accountancy.
WISCONSIN 
Nelson C. Hall, C. P. A., of Mil­
waukee, Wisconsin, has been appointed 
to membership on the Wisconsin State 
Board of Accountancy to succeed Carl 
Penner.
Classified Advertisements
A dvertising copy  fo r  this page should  be 
received in the office o f  T H E  C E R T IF IE D  
PU B LIC  A C COU N TAN T not later than the 
25th day o f  the m onth preceding the m onth 
o f publication. R ates fo r  “ Help W anted”  and 
“ Situation W anted,”  $3.00 per inch or fra c ­
tion thereof (7  lines to an inch ) fo r  one in­
sertion. The rate fo r  “ M iscellaneous”  is $5.00 
per inch fo r  each insertion.
A U D IT O R — Y oung lady accountant, age 27, 
presently em ployed as General A uditor and 
Office M anager o f  private Corporation, 
wishes to m ake connection in either public 
accounting w ork  or w ith private Corpora­
tion. Protestant, single and w ill locate 
perm anently or travel. Can furnish best 
o f  references as to character and ability. 
A ddress K  206, T H E  C E R T IF IE D  PU B LIC  
ACCOU N TAN T.
C E R T IF IE D  P U B L IC  A CC O U N TA N T —  
A m erica n  In s titu te  E x a m in a tion s . U n i­
v e r s ity  tra ined . M em ber A m erica n  So­
c ie ty  an d  N a tion a l A sso c ia t io n  o f  C ost 
A ccou n ta n ts . R e g is te re d  U. S. T rea su ry  
Departm ent and U. S. Court o f  Appeals. 
H a s h e ld  h ig h  p os ition s  in c iv ic  an d  
fr a te r n a l o rg a n iza tion s , p ro v in g  a b ility  
to  m eet public . S erved  as a u d ito r  fo r  
la r g e  p r iv a te  co n cern s  o p e ra tin g  v a ried  
in d u str ies , as w e ll  as in p u b lic  p ra ct ice  
on  ow n  a ccou n t. E x p er ien ce  in c lu d es  
m u n ic ip a l, c o u n ty  and  state  w o rk . 
K n o w s  co s ts  an d  th e ir  re la t io n  to  th e 
g en era l a ccou n ts . Can d evise , in sta ll, 
and  su p erv ise  the op era tion  o f  a c c o u n t ­
in g  sy stem s c o v e r in g  b o th  c o s t  an d  g e n ­
era l a ccou n ts . Q ualified  to  rev iew , ed it 
and  p rep are  rep orts  th at w il l  in te rest  
c lien ts , as w e ll  as re fle ct q u a lity  o f  
w o r k  p erfo rm ed . Open fo r  en g a g em en t 
on  sta ff p u b lic  a ccou n ta n ts , o r  as a u d i­
tor  or  co m p tro lle r  f o r  p riv a te  c o rp o r a ­
tion .— A d d ress  K  207, T H E  C E R T IF IE D  
P U B L IC  ACCOU N TAN T.
A CCOU N TAN TS— L e a d in g  firm  o f  c e r t i ­
fied p u b lic  a ccou n ta n ts  d es ires  to  o b ­
ta in  sev era l in -ch a rg e , sen ior  a ss ista n t, 
and  ju n io r  a ss ista n t a ccou n ta n ts . R e ­
p lies  m u st be co n c ise  and sta te  in ord er—  
nam e, address , te leph on e , age , re lig ion , 
ed u cation , exp erien ce , p resen t c o n n e c ­
tion, sa la ry  ex p ecta tion , and  h o w  soon  
a v a ila b le .— A d d ress  K  208, T H E  C E R T I­
F IE D  P U B LIC  ACCOU N TAN T.
C. P. A . (I llin o is ), desires part tim e posi­
tion w ith public accounting firm  in Chicago 
or im m ediate vicinity. E ight years o f  
varied public experience. H ighest refer­
ences. Can arrange tim e to suit. A va il­
able at once. Address K  209. T H E  C E R ­
T IF IE D  PU B LIC  ACCOU N TAN T.
F R E D E R IC K  H O R E , 129 South Granada 
Avenue, A L H A M B R A , C A LIF O R N IA , a 
M E M B E R  o f the A M E R IC A N  IN ST IT U T E  
O F ACCOUNTANTS, would be pleased to  
hear from  A ccountants desiring representa­
tion, on A gency  basis, in C alifornia, 
A rizona or Nevada.
Position wanted as Junior Accountant. H igh  
school graduate and have a course in 
H igher A ccountancy one-half completed. 
W illin g  to start at bottom . A ge 20. A d ­
dress K  210, T H E  C E R T IF IE D  P U B L IC  
ACCOU N TAN T.
THE CERTIFIED 
PUBLIC ACCOUNTANT
OFFICIAL ORGAN OF THE AMERICAN SOCIETY OF CERTIFIED PUBLIC ACCOUNTANTS
“Lots of men make a success in life but not a 
success of life.”  — B . C. Forbes.
THE PRESIDENT’S COLUMN
OUR INVENTORY
DECEMBER has come, and with it comes the closing of another year and the ‘'taking of 
stock,” and as we of the profession take our stock 
with what degree of satisfaction can we view in retro­
spect the work of the past year. How much of this 
work must be scrapped ? How much of our effort has 
been placed into capital assets? How much can we 
rely upon as our working balance for the incoming 
year? Let us conscientiously strike our balances, 
charge off the worthlessness of our efforts and credit 
surplus with the satisfactory results.
As a Society we can review the work of our efficient 
corps of officers and workers with much satisfaction. 
During this year we have had as president a man who 
gave unstintedly of his time that we, as a profession, 
might be benefitted, and to him we are indebted for a 
great and good work in our behalf. Our Society 
through its efficient secretary has visited most states 
in the Union, and had contacts with the members in 
their home locations. Through these visitations we 
have received a viewpoint and understanding and de­
velopment which can and will mean much to us. Then 
in addition to these local contacts, we have had satis­
factory contacts with organizations from foreign 
lands, which will pave the way toward making our 
profession a real, impelling and vital force.
We have not increased substantially in numbers, 
but we have increased in breadth of view, in under­
standing, and in the development of our resources. 
We are confronted with a complete reversal of busi­
ness philosophy, and we measure our inventory, not
by the profits of single operations, but by the advance 
of our understanding and our perception of those 
things that give a bigger, broader and finer under­
standing.
May I suggest that you ask yourselves this ques­
tion, “Have I done my share in this up-building pro­
cess. or am I indebted to some benefactor in reaping 
the benefits of the work that he has done?” Every­
one of us has an opportunity to participate in this 
development. Are we willing to shoulder our respon­
sibility, or are we willing to saddle that upon someone 
else. To the extent that we could take our part and 
do not, we are indebted to someone else, and that 
someone else is our benefactor and we are the re­
cipients of his benefactions. If each one of us were 
willing to carry our part of the load, how easy it would 
be for us to make material progress because those who 
are now doing our share of the work would then be 
available for other work, and there would be a great, 
strong organization working toward the upbuilding of 
our profession, working to the end that we may all 
profit through this upbuilding process.
May we not take our inventory this December and 
enter a new year with the full determination to ad­
vance in those things that are beneficial ?
ARTHUR C. UPLEGER.
ILLINOIS ACCOUNTING LAWS
FROM time to time letters of inquiry have come to the office from accountants in other States, 
asking questions with reference to the Illinois situa­
tion.
In 1903, Illinois passed a law under which the Uni­
versity was authorized to issue a certificate to individ­
uals who passed an examination given by it, authoriz­
ing the holder to be styled and known as a Certified 
Public Accountant. The examinations have been ad­
ministered by a Board of Examiners appointed by the
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University Committee on Accountancy. No provision 
was made in the law for reciprocity but the law speci­
fically exempted from its operations any certified pub­
lic accountant who was the lawful holder of a certi­
ficate issued in compliance with the laws of another 
State. The law requires candidates for the examina­
tion to have had an education equivalent to a four- 
year high school course but does not contain a public 
accounting experience requirement.
The 1927 Legislature passed the Public Account­
ant law now in force. It provides for its administra­
tion by the Department of Registration and Educa­
tion, a governmental department which has been in 
operation for many years and which administers 
somewhat similar laws with regard to other profes­
sions, trades and occupations. This law, after provid­
ing for the enrollment of persons who were engaged 
in the practice of public accounting at the time the 
law went into effect, as well as those who had re­
ceived a C. P. A. certificate under the law of 1903, 
specifies that thereafter the Department should hold 
examinations for those who desire to secure a certi­
ficate as a Public Accountant, which examination 
should be open to persons with a high school or equiv­
alent education who have had three years experience 
in public accounting.
The law further provides for the registration of 
certificates issued by other State Boards as well as 
for an annual registration fee, and also declares that 
accountants from other states are not prohibited 
from practicing in Illinois in pursuance of an engage­
ment originating from outside Illinois.
The Secretary of The American Society recently 
had very interesting interviews with Fred B. An­
drews, member of the Board of Examiners ap­
pointed by the Department, and with V. C. Michels, 
Superintendent of the Division of Registration of the 
Department. The first registration has just been 
completed and resulted in certificates being issued to 
practically the same number of public accountants, 
who were not certified, as to certified public account­
ants. It has been a tedious task to check all of the 
correspondence which such a law produces in order 
that injury may not be done to any prospective holder 
of a certificate and that, on the other hand, certifi­
cates shall not be issued to those who are not entitled 
to them. The first examination given by the Board 
was held in November.
Several interesting questions have arisen in con­
nection with the dual laws. The public experience
requirement in the Public Accountant law, averages 
well with the public experience requirement in the 
better State C. P. A. laws, while the Illinois C. P. A. 
law has no public accounting experience requirement.
The Department of Registration and Education 
holds that even though the law under which it 
operates contains a provision to the effect that noth­
ing in the same shall be construed or taken as repeal­
ing or in any way affecting, in whole or in part, pro­
visions of the 1903 law, it is not possible for the 
holder of a C. P. A. certificate under the 1903 law to 
practice as a Public Accountant in Illinois except as 
he shall also be registered as a Public Accountant 
with the Department of Registration and Education. 
The Department looks upon the Illinois C. P. A. certifi­
cate as in the nature of a degree issued by the Univer­
sity and upon the certificate which it issues as a 
license to practice. There would seem to be nothing 
in either law which would prevent the two Boards of 
Examiner's from agreeing upon a set of questions and 
conducting a joint examination, each Board, through 
the Department and the University, giving a certifi­
cate to those who successfully passed the same, pro­
vided the applicant satisfies the other requirements of 
each of the laws.
Practically all State C. P. A. laws recognize C. P. A. 
certificates issued by other States as the basis on 
which reciprocal relations may be established. It 
would, therefore, appear to be impossible for most 
State Boards to recognize, as such, the certificate 
issued by the Department of Registration and Educa­
tion but they could recognize the C. P. A. certificate 
issued by the University.
After these interviews, the Secretary is thoroughly 
convinced that both the Department of Registration 
and Education and its Board of Examiners are en­
deavoring to so administer the Public Accountant law 
as that the profession shall be benefitted in the long 
run. It will take some time to adjust all the difficulties 
that arise. It will require revised legislation. How­
ever, regulatory legislation has been inaugurated and 
if the certified public accountants and the public ac­
countants, through their respective societies, work 
with the University and the Department of Registra­
tion and their respective Boards of Examiners, order 
will come from the chaos which existed prior to and 
immediately following the passage of the 1927 law. 
Cooperation is essential and all parties should recog­
nize their responsibility to the public to work out a 
solution.
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Address of Welcome
New Orleans Convention
IT IS with a sense of peculiar plea­sure that I have accepted this invita­tion to be with you here today and 
to welcome you, as I understand the 
program, to Louisiana and to New Or­
leans. I hold no official position of any 
kind or description that would warrant 
me in officially extending a welcome; 
but, knowing the hearts and feelings 
and sentiments of all the people of 
Louisiana, I believe that I am author­
ized to say that you are more than 
welcome— you are thrice welcome with­
in our portals. All that we have is 
yours to see, to enjoy and to take back 
home with you pleasant memories of 
what we hope will be a most pleasant 
stay.
I listened very attentively to what my 
friend, Mr. Smith, had to say with regard 
to my participation in the confection 
and passage of the C. P. A. law. It is 
true that I did what I could for that 
law, but it is also true that my woeful 
want of knowledge of figures was just 
as glaring in 1908 as it is in 1928, and 
if men like the late Captain Delahous­
saye and Mr. Bienvenu and Archie 
Smith and others had not shown me 
the importance of that law, why, I 
might not have gotten behind the law. 
But once seeing the necessity of it—  
once seeing and realizing what it meant 
— it was not only a pleasure, but it 
was my duty to do whatever I could to 
make the C. P. A. a legal proposition.
From that time to this I have been 
associated off and on with men of your 
profession, and I want to say in all 
seriousness that you fill, to use that old 
familiar expression, a long felt want. 
This is a business nation composed of 
business people, and the very founda­
tion of all business is figures, and there­
fore the very foundation of all business 
must, of necessity, be correct figures, 
and it has been your constant desire 
and attitude alike to see that the busi­
ness people of this business country 
have a sound foundation in correct fig­
ures.
You know, the handling of public 
money is sometimes somewhat loosely 
done. I say that in no disparaging 
spirit, because the average man, in my 
experience, who holds public office, is 
as clean and honest and decent as the 
average man in any other walk of life. 
And yet, in the handling of public funds, 
there has been, and, perchance, there 
always will be, more laxity than there 
is in the handling of private funds.
By JARED Y. SANDERS 
Former Governor of Louisiana
NOTE.— In introducing ex-G overnor San­
ders, A rchie M. Smith, chairm an o f the L oca l 
Convention Committee, spoke as fo llo w s :
“ A  very  distinguished citizen o f  our State 
w ill officially w elcom e you  to N ew Orleans. 
Personally, it affords m e the greatest plea­
sure in the w orld  to see each and all o f  you  
here, and I  hope your visit w ill be one long 
to be remem bered. A s to the gentlem an 
who w ill deliver this address o f  welcome, 
he w as from  1908 to 1912 Governor o f  the 
S tate  o f  L ou isian a . One o f  the first m ea ­
su res th a t  cam e up b e fo re  th e G en era l A s ­
sem bly o f  1908 w as a  bill proposing to create 
the degree o f  Certified P ublic Accountant 
in this State. There w as a great deal o f  
influence brought to bear fo r  and against 
that bill. Mr. Em ile Bienvenu w as President 
o f  the Louisiana Society o f  Public A ccount­
ants at that tim e and rendered invaluable 
service. The m easure w as put up to G ov­
ernor Sanders, argum ents were m ade by 
both sides, and it w as within the power o f 
Governor Sanders to pass or defeat that bill. 
T o m y certain knowledge, he gave it his 
very  carefu l consideration, decided that it 
was a good measure, and that such a law  
would be useful to  our citizens. H e got 
behind that bill and asked his friends to 
support it, and it w as due to  his pow erful 
influence that the C. P. A. law  w as enacted 
in Louisiana. I  can, therefore, say  truth­
fu lly, w ithout fea r  o f  contradiction, that he 
is the father o f  that law, and i f  it has been 
o f  se rv ice  to  ou r  peop le , w e  ow e  h im  our 
gratitude.
“ Since that time, I  m ight say at practically  
every session o f  the Legislature since 1908, 
w ith one or tw o exceptions, w e have had to 
fight bills aim ed som etim es at our very de­
struction, and w e have alw ays found a 
highly valued friend and a m ost influential 
friend in G overnor Sanders, and he has 
never once fa iled  us.
“ Some years ago the C. P. A. law  w as a t­
tacked in  the courts. Its constitutionality, 
which m eans its life, w as attacked, and we 
em ployed Governor Sanders to defend that 
law . and he w ent into court and success­
fu lly  defended it. On his pleadings the Su­
preme Court rendered a  decision sustaining 
the constitutionality o f that act, and that 
decision has been quoted fa r  and w ide 
throughout the United States.”
Therefore, I have pleasure in hurling 
back some of the bouquets that my 
friend Archie Smith threw at me, by 
making this statement, that when I was 
Governor of this State it became my 
duty to fill the position of Supervising 
Auditor of all the expenditures of all 
moneys of all the offices in this State, 
and I filled that position by the appoint­
ment of Archie Smith. He held it for 
four years, and for the first and only 
time in the history of Louisiana, those 
four years stand out with this bright 
record that, during his administration
as Supervisor of Public Accounts, not 
one penny of the public money was lost, 
mislaid or stolen, and I think that is a 
record that any man may be proud of.
You know, we have had our prayer 
this morning, and therefore I do not 
intend to trench upon the prerogatives 
of the priest or preacher, Mr. Chair­
man; but one of the things that we 
are carrying out and that you are carry­
ing out in your every day life, is to 
make possible the strongest sentence 
and the strongest statement contained 
in the whole Lord’s Prayer, “Lead us 
not into temptation.” Lead us not into 
temptation! Anyone who will examine 
and who goes to the very root of the 
history of crimes of misappropriation 
of money— not crimes of violence, but 
crimes of misappropriation— will real­
ize that at least 99 per cent of those 
crimes began in innocence. I do not 
mean innocence of act. I mean inno­
cence of intention. A man would take 
$10.00 or $100.00 or $1,000.00 with 
no intention in the world of keeping 
it—with no intention in the world of 
depriving his partner or his firm or his 
associate or his employer permanently 
out of that money. He would take it 
for the purpose of bettering his con­
dition in life, perhaps. He takes it 
with his mind fully made up in ad­
vance to return it and to make his firm 
or partner or employer safe and sound 
again. And yet, once his feet have en­
tered into that primrose path, once his 
first venture goes wrong, he takes again 
and again and again in a desperate ef­
fort to try to cover up. until the day 
comes when retribution overtakes him. 
It is your business in this world and 
life to make strong that sentence—  
that prayer— “ Lead us not into temp­
tation,” because the man who knows 
and believes and feels and realizes that 
at any hour of the day or on any day 
of the week or month, his accounts are 
going to be checked by a competent 
man, he is very likely to stop and pause 
and think and ponder well before his 
first faltering footsteps lead him into 
the primrose path of temptation.
So I say to you that you are engaged 
in an avocation that not only makes 
for good sound business methods, but 
you are engaged in an avocation or 
business that also makes for good mor­
als, sound morals, in the business com­
munities of this land.
I do not know what more I can say
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to you, gentlem en o f the pencil, pen 
and Burroughs’ adding machine. I do 
not know what m ore I can say than has 
already been said to show that you are 
w elcom e to this tow n and state. If 
there is anything left undone to make 
your stay pleasant and sweet and give 
you tender m em ories o f  this visit, make 
your wants known to Mr. Smith and the 
other members, and I know  they w ill 
hasten to produce the needed en joy­
ment.
W e o f  Louisiana pride ourselves upon 
our hospitality. N ot that it is greater 
than the hospitality o f any o t h e r  
state or section— n ot that it is m ore 
heartfelt than in any other state— not 
that it is m ore spontaneous— but here 
we have a tradition behind that hos­
pitality. Here there is a m ingling and 
m eeting o f  the blood and ideals and 
civilizations that give to New Orleans 
the charm and graces o f an ancient 
city, and likewise w e have everything 
that makes fo r  a m odern city. Here 
is a colonial city  o f  old  France and 
Spai n, and likewise a m odern concrete 
and steel city, o f  Am erican ingenuity 
and Am erican enterprise. This is not 
the city that care forgot, that once upon 
a time the misguided Association of Com­
merce adopted for its slogan. It is not 
the city  that care forgot, for, God knows, 
the annals o f  New Orleans show that 
it has had its fu ll quota o f  cares, o f  
troubles, o f  trials and o f tribulations. 
But New Orleans is a city that, while 
care did not forget it, we have always 
been able to overcom e our cares. W e 
were always able, no matter what dis­
aster was pending, no matter what 
trouble had overtaken us in the past, to 
view  the future with sm iling counte­
nance and beam ing eye. W e were al­
ways willing and eager to put behind 
us the thought o f  troublous days and 
troublous nights that had gone before 
and to w elcom e the stranger w ithin our 
gates with a sm ile and a happy hand 
grasp, and with the thought not only o f  
the glorious yesterdays, but w ith the 
thought o f  the prom ise o f  the wondrous 
glories o f  tom orrow .
This city was founded, as you know, 
by the French, and they have left their 
im print here— the gallant, chivalrous, 
gay, undaunted French. They have le ft 
here the im print o f  their heroic na­
tures upon ou r characteristics. And 
then Louisiana passed beneath the do­
mination o f Spain —  proud, haughty 
Spain— and they le ft their im print here, 
too. Then our city and state went back 
to France under the great Napoleon, 
and he, know ing that his armies across 
the seas could never hold Louisiana 
against the navies o f  England, his mind 
and that o f  the im m ortal Jefferson met,
and Louisiana passed from  the tri-color 
o f  France to rest, fo r  all time to com e, 
beneath your flag and mine.
W e have had our troubles here— we 
have had our dangers-—we have had our 
setbacks. But steadily, day by day and 
year by year, we have grow n and pros­
pered. W e have not had the mushroom 
grow th and w ondrous advantages o f  
other cities. Take the census and take 
the bank balances, and you w ill see 
that year by year, decade by decade, 
New Orleans has gone on and up. And so 
w e view  the future, we, the men and 
w om en o f  Louisiana, serenely, justified 
by our past. W e view  the future with 
untroubled eye and know  that while we 
neither want nor expect any great boom 
in this, the greatest city  o f  the South, 
we have a perfect right and perfect 
confidence in expecting the years to 
bring to New Orleans added population, 
added wealth, added security, added 
happiness and added peace am ongst our 
people.
And we want you to carry this mes­
sage back home when you leave us and 
return to your firesides and your habi­
tations. Take this thought back from  
the far Southland, that there are people 
there w ho have m et m ighty problems, 
problem s that it did not seem sometimes 
that the mind o f  man could solve, but 
we solved them. W e have had many 
trials, many sorrows. W e have over­
com e them  all. Take back the thought 
that New Orleans is a great com m ercial 
city— that our ships leave this m ighty 
Father o f  W aters and sail the Seven 
Seas. Take back the thought that here 
New Orleans sits as an intra-depot for 
the great M ississippi Valley, the most 
w onderful valley in all the w orld— m ore 
fertile  than the far fam ed Valley o f  the 
Nile. This Valley o f ours that drains the 
Continent, this Valley raises enough 
wheat and enough corn to feed the 
hungry o f  all the w orld. It produces 
enough coal and oil to  turn the wheels 
o f  the factories o f  the w orld . W e grow  
enough cotton to clothe the naked o f 
all mankind.
This is a w ondrous Valley and a w on­
derful city  here at the Mouth o f this 
Valley. W e do not envy New Y ork her 
greatness. W e glory  in it. W e do not 
envy San Francisco her Golden Gate. 
W e are proud o f it. There is room  fo r  
us all in Am erica. Take back the 
thought, which is our hope, that New 
Orleans, no matter how  she grows, how 
she prospers, how rich or populous she 
may becom e in the future, that we never 
w ant her to be so populous or so rich 
but what the stranger w ithin our gates 
w ill always have a hearty, spontaneous, 
heartfelt welcom e, the same as you now 
have.
ANNOUNCEMENT
The Am erican Association o f Univer­
sity Instructors in Accounting w ill hold 
its annual convention at the H otel 
Stevens, Chicago, on Thursday and Fri­
day, Decem ber 27 and 28, 1928.
The program s which have been pre­
pared are o f interest to practicing public 
accountants, who w ill be w elcom e to 
attend:
PROGRAM
Morning Session, December 27th
T opic: Accountancy in European Coun­
tries.
“ Cost Accounting, Its Present Status 
in Great Britain.”  H oward S. 
Noble, University o f California at 
Los Angeles.
“ Some Observations on Accounting in 
France and Germany.’ ' H. H. 
Baily, University o f  Illinois. 
“ Present-Day Basis for  Accounting in 
Italy .”  George E. Frazer, Frazer 
& Torbet.
Afternoon Session, December 27th
T opic: Theory and Practice.
“ Some Divergencies o f Accounting 
Theory from  Econom ic Theory.”  
John B. Canning, Stanford Uni­
versity.
“ Realized Incom e.”  E. A. Heilman, 
University o f  Minnesota.
“ The Changing Objectives o f  A c­
counting.”  H. .C. Daines, Univer­
sity of Chicago.
“ Financial and Industrial Investiga­
tions.”  Arthur Andersen, Arthur 
Andersen & Co.
“Appreciation in Its Various Aspects.”  
John R. Wildman, Haskins & Sells.
Morning Session, December 28th
Joint Session with Am erican Associa­
tion o f  Collegiate Schools o f  Business.
T opic: “ To W hat Extent Shall A ccount­
ing Instructors Indulge in Outside 
P ractice?”
Paper: James O. McKinsey, the Uni­
versity o f  Chicago.
Paper: Charles L. Raper, Syracuse 
University.
Discussion: W. R . Gray, Dartmouth 
College.
Afternoon Session, December 28th
T opic: P olicy  and Adm inistration. 
“ Business P olicy  as Related to Ac­
counting.”  Chester F. Lay, Uni­
versity o f  Texas.
“ Methods and Advantages o f Early 
Closing.”  J. B. H eckert, Ohio 
State University.
“ The Adm inistrative Uses o f Differ­
ential Costs.”  T. H. Sanders, H ar­
vard University.
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Arbitration as Applied to Business Disputes
I am, of course, deeply grateful for the unduly kind words of my friend, Mr. Lloyd. I felt some 
hesitancy in accepting the invitation to 
address this gathering, because I rea­
lized that the members of this organiza­
tion have, for perhaps many more years 
than I, been following with great in­
terest the course of legislation on the 
subject of arbitration, and that, in­
cluded in the audience which I was to 
address, there would probably be a very 
large proportion who were already en­
tirely familiar with everything I might 
say. But I deferred to the request of 
my friends, your committee, and the 
request of the American Arbitration As­
sociation, and agreed to make this in­
formal address.
It is always difficult, beginning with 
such a background, to know just how 
much you can estimate that everyone 
in the audience already knows upon the 
subject. I take it for granted that 
every member of your organization has 
a great interest in the principle of arbi­
tration, because I had occasion to be­
come familiar a few years ago with the 
special efforts of your local committee 
operating, I assume, as a branch of 
your national activities. Mr. Lloyd, the 
Chairman of that committee, enrolled 
me as a more or less emergency factor 
in the task of persuading the Louisiana 
legislature to pass the arbitration legis­
lation which now stands upon our stat­
ute books. If it had not been for his 
persistency, I think I probably should 
have been able to avoid the call to arms. 
Yet, it should not have been a difficult 
task, and it was not a very difficult task. 
All that was required was to find one 
who, with the assistance of other in­
terested groups, would take the neces­
sary interest to explain the purpose of 
the legislation to the legislators and to 
follow the matter up.
Of course, the whole purpose of the 
arbitration statute is to permit business 
men to make enforceable agreements 
to arbitrate. I have been rather sur­
prised to find that so many business 
men did not know that agreements to 
arbitrate, apart from the statute, are 
not enforceable; that they really mean 
nothing. An architect placing a pro­
vision in his building contract that, in 
the event of a controversy arising over 
the contract, the parties will submit 
their differences to arbitrators, is fre­
quently under the impression that that 
stipulation can be enforced as written. 
A business man making a contract for 
the construction of a ship or the supply 
of certain goods, with a provision in 
the contract, that if any differences 
arise between the parties, they will be 
submitted to arbitration, is frequently
By MONTE M. LEMANN, LL. B., New 
Orleans
Address delivered at the New Orleans 
meeting on October 11, 1928.
N O T E :— The speaker w as introduced by 
R obert C. L loyd, o f New Orleans, m em ber o f 
the Comm ittee on A rbitration o f  The A m eri­
can Society and Chairm an o f the Louisiana 
Society Committee, who s a id :
“ The Society o f Louisiana Certified Public 
A ccountants claim s to be the father o f  the 
A rbitration law  w hich has recently been 
passed in Louisiana. W e began operations 
in 1923. W e enlisted the cooperation o f  the 
N ew Orleans A ssociation o f  Comm erce, the 
B oard o f  Trade and other trade organizations, 
and Mr. Lem ann secured the endorsem ent o f 
the A rbitration bill by the N ew Orleans Bar 
A ssociation, o f  which organization he was 
President. During the entire five years our 
activities consisted m ainly in bringing to ­
gether all o f  the various cooperating forces, 
harm onizing whatever differences existed, 
until satisfactory  results were obtained in 
the passage o f  the law.
“ W hen the Legislature w as in session two 
years ago, the various groups had finally 
agreed upon a law  to be introduced. Mr. 
Lemann, in his characteristic w ay, took the 
Federal A rbitration law, which had ju st been 
passed, changed such w ording as w as neces­
sary to satisfy  our State Constitution, and it 
was introduced on the last day in which bills 
fo r  passage at that session m ight be intro­
duced. The usual jo in t hearing w as arranged 
for. Mr. Lem ann m ade the principle address 
before the Committee, and the m ajority  o f 
them voted to recom m end the bill fo r  passage, 
although they inw ardly seemed to be against 
it. The bill w as passed by the Senate, but 
failed  in the House.
“ This year w e had very  m uch the sam e 
experience except that the final vote was 
satisfactory  and we ow e a  debt o f  gratitude 
to Mr. Lemann, as he was in reality the one 
who convinced the Legislature that it should 
be passed. The A m erican A rbitration A sso­
ciation assisted, having a m an w orking in this 
locality  fo r  a m onth securing endorsem ents 
fo r  the bill. Mr. Dunn w as o f  m uch as­
sistance, w orking through the Committee o f 
The Am erican Society. The State o f  L ouisi­
ana, therefore, presents the first m odern 
arbitration law  passed in the South and the 
m an who w as largely  responsible fo r  the 
same will now  address you, M onte M. L e­
m ann.”
of the opinion that that stipulation is 
good, and he only discovers, after he 
has consulted an attorney, when the 
controversy has, in effect, arisen, that 
the parties to the contract, although 
they have written this provision into 
their solemn agreement, are entirely 
free, at the common law, to disregard 
it. Why should that be so? Why 
should that be the common law? The 
answer is found as are the answers to 
many other legal questions, very largely, 
in history— legal history. The rule 
originated several hundred years ago. 
The reasons for it are not entirely 
clear. It is still the subject of more or
less learned discussion in law reviews 
and legal commentaries, as to what was 
the real reason for the position taken 
by the courts. The usual statement is 
that the common law courts were 
jealous of their jurisdiction, and re­
garded agreements upon the part of 
business men to arbitrate as an attempt 
at ouster of their jurisdiction, which 
they were bound to resent. It is doubt­
ful whether that was the real originat­
ing cause of the rule, but, two hundred 
years ago, that began to be stated as 
the cause for the rule. Whatever the 
cause, the rule is now well established 
in the common law courts of this coun­
try, that agreements to arbitrate will 
not be enforced by the courts, in the 
absence of a statute. In England, that 
condition was remedied, beginning, per­
haps, seventy-five years ago, by a course 
of statutory legislation, which has been 
gradually developed. But in this coun­
try, the pioneer state to adopt en­
lightened legislation on the subject was 
the State of New York, shortly followed 
by the State of New Jersey. New York 
has had a statute since 1920, or about 
eight years ago, pursuant to the pro­
visions of which, an agreement to arbi­
trate may be enforced. New Jersey fol­
owed New York within a very short 
period of time. There are now, roughly 
speaking, perhaps one dozen states with 
statutes which provide for the enforce­
ment of arbitration provisions to one 
extent or another. Those statutes fol­
low two general divisions. Under one 
species of statutes, the agreement to 
arbitrate is enforceable only if made 
after a specific dispute has arisen, and 
an agreement contained in a contract 
made before any controversy has arisen, 
that the parties will arbitrate any dif­
ferences which may thereafter arise, re­
mains, under this species of statute, 
still unenforceable. The second species 
of statute goes the whole way and pro­
vides that every agreement to arbitrate, 
whether it relates to an exising con­
troversy, or whether it be contained in 
a contract providing for the submission 
to arbitration of all controversies aris­
ing in the future, shall alike be legal 
and enforceable. The New York stat­
ute and the New Jersey statute belong 
to the second group. They go the 
whole way.
In 1925 a great impetus was given to 
the cause of arbitration by the enact­
ment by the Congress of the United 
States of a statute which provided for 
the enforcement of arbitration provi­
sions, both as related to controversies 
already existing and as applied to con­
troversies which might arise in future.
As the result of this endorsement by 
the National Congress of the general
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principle, five other states, up to 1927, 
followed the examples of New York and 
New Jersey. Louisiana, I believe, was 
the eighth state to adopt a far reaching 
arbitration statute.
Unfortunately the Commissioners on 
Uniform State Laws of the American 
Bar Association, have approved a so- 
called Uniform Law, which is confined 
to the legalization of agreements to 
arbitrate existing disputes— the limited 
class of statutes to which I referred as 
belonging to the first species. In tak­
ing that position, the Commissioners on 
Uniform State Laws really reversed the 
position theretofore taken by the Ameri­
can Bar Association, which had pre­
viously gone on record as approving the 
more far reaching statute, although it 
was because of this endorsement by the 
American Bar Association of the more 
far reaching statute, that the Congress 
of the United States was largely in­
fluenced to adopt such a statute.
The field for arbitration is, therefore, 
now well open in eight states and in the 
United States. The provision of the 
federal statute making agreements to 
arbitrate enforceable is limited to agree­
ments in foreign and interstate com­
merce and maritime transactions, and 
the operation of the federal statute is 
confined to the federal courts. There­
fore, its scope is nothing like as im­
portant, as a practical matter, as the 
scope of the state statutes, because most 
of the controversies which arise among 
business men are controversies which 
would fall within the jurisdiction of the 
state statutes. Obviously, until we can 
get very many more than eight states to 
adopt statutes of the far reaching form, 
the cause of arbitration will still have 
much to be done in its behalf, and the 
continued interest of an organization 
like this, composed, as it is, as I under­
stand, of almost 3,000 of the leading 
accountants of the country, is of para­
mount importance to the accomplish­
ment of that result.
What are the advantages in arbitra­
tion? Why arbitrate instead of liti­
gate? It is rather anomalous for a law­
yer to address a group of business men 
and undertake to indicate the advan­
tages of avoiding litigation, but I think 
that the lawyer can at least be certain 
that in this unusual situation, unlike 
some other situations, his remarks will 
fall upon sympathetic ears.
Again I assume that you gentlemen 
are largely familiar with these matters. 
Indeed, they are almost obvious to any­
one. First comes the avoidance of de­
lay. Unfortunately, our courts are 
clogged and congested with accumulated 
litigations. When you appeal for more 
courts, it is said that you have too many 
courls— and that the judges do not work 
hard enough. That is a libel on most of 
the judges whom I know, but, unfor­
tunately, that is what is usually said, 
and it is difficult to get relief from the 
legislatures in the way of more courts. 
The congestion is bad, as well from the 
standpoint of the community as well as 
the standpoint of the lawyer. Arbi­
tration relieves the parties to the con­
troversy of the necessity of abiding by 
the delays with which they will be con­
fronted in court. It not only relieves 
the immediate parties to the immediate 
controversy, but it also relieves the 
court’s and the community’s time, by 
permitting the court to deal with the 
cases which do not arise out of business 
disputes that can be arbitrated, and 
thereby service is done generally, not 
only to the profession of law and to the 
administration of the law, but also to 
the administration of justice in the com­
munity as a whole. Therefore we can­
not unduly emphasize the advantage of 
arbitration to the State, from the stand­
point of relieving the congestion of the 
courts.
The second important consideration, 
equally appealing to laymen, is the 
avoidance of expense. Unfortunately, 
the expense, not only for attorneys’ fees, 
but for court costs and stenographers’ 
fees, are very substantial. I have heard 
it suggested in this regard that par­
ticular attention should be paid to the 
importance of restricting arbitration 
fees, because courts, at least, are paid 
by the public, whereas arbitrators are 
usually paid by the parties to the con­
troversy, and it has been suggested, 
and with a great show of reason, that 
in promoting the cause of arbitration, 
care should be taken to see that the 
fees of the arbitrators are restricted to 
reasonable sums, or the full advantage 
of arbitration may not be fully achieved.
The third important advantage of 
arbitration is the promotion of justice 
in results, and the relieving of the 
courts of the necessity of passing upon 
purely technical questions. A very 
large proportion of the disputes be­
tween business men involve questions 
of fact. A coffee merchant buys a 
certain grade of coffee. The coffee mar­
ket declines. He refuses to take the 
coffee, on the ground that the coffee is 
not up to grade. The judge or the 
jury has to decide what the grade of 
that coffee is— men, most of whom, 
perhaps, know nothing about coffee, 
except that they drink a so-called 
brand of coffee daily.
I had an experience illustrative of 
this point some years ago in a contro­
versy over cotton waste. The lawsuit 
involved upwards of $100,000.00, a 
rather large sum of money to be in­
volved in what was, after all, almost 
entirely a question of business fact. A  
sale had been made on sample, and the 
purchaser refused to receive the goods 
when they arrived, on the ground that
they did not come up to sample. He 
claimed that he had bought on one 
sample, while the man on the other 
side of the controversy said that the 
plaintiff’s sample was not accurate—  
that it was another sample which had 
formed the basis of the sale. Thus, 
there was a disagreement, to begin 
with, as to what the sample was, and 
then, there was a further disagreement 
whether the goods shipped came up to 
the sample. Depositions were taken in 
England. The case was to be tried 
here. Three or four packing boxes—  
drygoods case boxes— of cotton waste 
samples, were taken and brought over, 
in connection with the testimony of the 
witnesses, and depositions were taken 
in New York, New Jersey and Boston, 
and brought here to the district court 
of this parish, in order that the court 
might adjudicate the question as to 
whether the goods shipped corres­
ponded to the sample on which the 
sale had been made. Well, I was ori­
ginally of counsel in the case, and I did 
not know anything about cotton waste 
and did not know what cotton waste 
was. I had to learn, to some extent. 
But I was quite certain the judge did 
not know. Here was a case involving 
the examination of several boxes of 
samples, bearing not only upon the orig­
inal specimen by which the contract 
was made, but upon the goods which 
had actually been shipped, and the 
judge was supposed, and would have 
been required in that case, to become 
the best sort of cotton waste expert that 
he could, for the purposes of that case.
The trial of that case would have 
taken, perhaps, two months. Meanwhile 
business of other character before the 
court would have been shut out, and 
the congestion of the court would have 
been additionally increased.
But the most unfortunate aspect of 
the situation is that when a decision is 
pronounced, in many cases, certainly, 
one party, if not both parties, will feel 
that it was not pronounced by some­
body who really knew the standards by 
which the decision should have been 
reached.
Now, arbitration will usually result in 
a feeling of satisfaction on the part of 
the litigants, or parties to the controv­
ersy, that the matter has been decided 
by experts in that particular field. I am 
reminded of another case, not an arbi­
tration case, but entirely an accounting 
question, which might have been better 
disposed of if it had been arbitrated. 
It was a contract whereby an employee 
was to receive a certain percentage of 
the net profits of a business after de­
ducting any and all expenses of any 
character, and the question was whether 
the income taxes of the employer should 
be deducted, first, from the gross total 
income, or should be deducted after-
wards from  his proportion. That was 
really  an accounting question, funda­
mentally, but it had to be decided by the 
court. I f  an expert tribunal o f  ac­
countants had decided it, the decision 
would have been reached m ore certainly 
and more readily. There again, an ex­
pert, just as an expert in the cotton 
waste business, or an expert in the co f­
fee business, in the other cases, could, 
with very m uch m ore dispatch than a 
court, have passed upon the question o f  
where the right and the w rong was.
So that, finally, the advantage o f arbi­
tration is the prom otion  o f  justice be­
tween the parties, and the leaving with 
them of a feeling that substantial jus­
tice has been accomplished, and this, as 
has been pointed out by business men 
repeatedly in arguing for arbitration, 
tends to promote b e t t e r  feeling. 
When you have a litigation with 
lawyers and witnesses, it is alm ost 
beyond hum an nature to avoid a feel­
ing o f  bitterness from  developing, and 
it is very m uch harder to bring the 
parties together. If you have an arbi­
tration by business men am ong them ­
selves, settling their own disputes, you 
will frequently be able to develop a 
spirit of conciliation and concession, and 
this enables you, by disposing o f the 
matter prom ptly, to proceed to more 
constructive efforts.
That is the case fo r  arbitration. I 
think it needs only to be stated to be 
apparent. The large exchanges of the 
country and large associations of busi­
ness men (I  do not know  whether your 
association is am ong them or n ot) have 
provisions for arbitration. The cotton 
exchanges and stock exchanges and the 
insurance exchanges discipline a man 
who w ill not arbitrate, under their 
rules. But that is not true in the case 
o f  individuals who do not belong to 
associations, or who do not belong to 
the same association.
It remains only fo r  me to say a word 
or  two to you about the m achinery o f 
the law which now exists in Louisi­
ana, as in New Y ork , New Jersey, Mas­
sachusetts, Pennsylvania, California, 
Oregon and Hawaii and in the federal 
courts, to en force arbitration. Form ­
erly, as Is said, if  you made an agree­
m ent to arbitrate in a contract, the 
provision was not binding. You could 
put it in if  you wanted to, but you had 
the legal right to repudiate it. Usually, 
in a situation where arbitration is not 
enforceable, the man on the defensive 
w ill decline arbitration, because there 
is a tactical advantage in declining arbi­
tration, and in confronting the other 
side o f  the controversy with the delay, 
expense and uncertainty o f  litigation. 
W ithout a statute there is  no legal 
means by which either party could in­
sist that the arbitration provision be
carried out. Under our statute today, 
either party can apply to the court and 
show to the court the provision in the 
contract calling fo r  arbitration, and the 
court w ill then, in a summary manner, 
w ithin five days, direct the parties to 
proceed to arbitration— com m and them 
to do it. If one o f the parties refuses 
to appoint an arbitrator, under the fo r ­
mer practice, nothing could be done. 
Under this statute, if one o f the parties 
refuses to appoint an arbitrator, the 
judge w ill appoint an arbitrator for  the 
party who declines to name one, and if 
the two arbitrators thus appointed can­
not agree, the judge can appoint an um­
pire. Form erly, refusal to agree upon 
an um pire was another way o f  avoid­
ing arbitration, because the arbitrators 
could refuse to agree upon the umpire.
I m ight make parenthetical reference 
to the fact that, from  a high, ethical 
standpoint, an arbitrator should not 
take any position except as a judge. 
Many arbitrators take the position that 
they are representing the particular in­
terest by w hich they are appointed. 
This is wrong.
Under the statute, after the arbitra­
tors reach a decision, the court w ill 
render judgm ent upon it, which you 
may execute in the same manner as any 
other judgm ent can be executed. P ro­
vision is made under the statute that 
arbitrators may summon witnesses and 
may invoke the aid o f  the court to com ­
pel the attendance o f witnesses, noth­
ing o f which could be done under the 
previous practice. Depositions may be 
taken and, generally, the assistance o f 
the court may be obtained in procuring 
and obtaining the necessary evidence fo r  
the rendition o f  a decision.
There are lim itations upon abuses, 
if  either party can show that the arbi­
trators exceeded their powers or were 
guilty o f  fraud or corruption, or o f 
other im proper conduct, which resulted 
in in justice and in preventing a fair and 
honest hearing. In such cases the court 
may be appealed to, to set the award 
aside. The court w ill also correct any 
m athematical or clerical errors. But, 
subject to certain well defined lim ita­
tions, the finding o f the arbitrators is 
conclusive, and judgm ent, as I said, w ill 
be rendered upon it, upon which execu­
tion may issue.
The statute takes about three pages 
and is written in such language that 
even a lawyer can understand it.
I was interested today, while re­
fresh ing my m em ory for  this very in­
form al discussion, in looking over some 
recent discussions upon arbitration, to 
find a report to the Bar Association of 
the City o f New Y ork by its Com mit­
tee on Arbitration, which has been in 
office a num ber o f years studying the 
subject. This com m ittee reported last
spring that it had sent out a question­
naire to about three hundred leaders o f 
the business w orld, asking their experi­
ence under the New York arbitration 
statute, and what they thought o f its 
w orking and what their opinion was o f 
arbitration as com pared with litigation. 
The Com mittee reported that it re­
ceived replies from  about one-third o f 
those addressed, which is a pretty high 
record o f return to a questionnaire 
from  busy men, and that these replies 
came to a large extent from  nationally 
known men— chief officers o f  large cor­
porations— whose testim ony was over­
whelming, that business men had found 
the w orking o f the arbitration statute 
very satisfactory, and infinitely prefer­
able to litigation. In connection with 
the requests for  a general expression o f 
opinion, the Committee received, am ong 
others, this reply, with the reading o f  
which I w ill conclude:
“ Litigation means fight, fight means 
war, and, according to Sherman, W ar 
is Hell. Ergo, com m ercial litigation is 
business hell. It is not only expensive, 
it is destructive. It engenders enmity 
as between buyer and seller. It trans­
poses liquid assets into frozen  credits. 
It ruins credit, curtails prosperity, and 
frequently ends in disaster. It locks up 
or cuts off the business man’s resources. 
It harries and unnerves him, it distracts 
his mind, impairs his capacity to manage 
his daily affairs and give proper atten­
tion to new business. It airs his d if­
ferences in the public forum , often be­
fore his friends and neighbors, m akes 
him not so much a seeker o f justice and 
fair play as an entrant in a contest, 
ready to adopt any available means to 
win.
“ In short, litigation and prolonged 
law suits are the tumors and cancers 
o f  business, eating into its very sub­
stance and life. . . .
“ The adoption o f this (an arbitra­
tion ) clause in contracts w ill do m ore 
than subm it disputes to arbitration. Its 
very presence w ill avoid disputes and 
foster conciliation. W hen business men 
know  that their differences are to be 
determined by men who speak their 
language and. think in their terms, 
chances w ill not be taken, and disputes 
w ill be few. This w ill lead to quick, 
econom ical results, w ill foster friend­
ships rather than strain them, and place 
the whole fabric o f  business on a h igher 
ethical plane.”
I think your Society is to be con ­
gratulated upon the persistent efforts it 
has made to further arbitration. I  
thank you very much.
DISCUSSION
HOMER A. DUNN: I have heard many 
expositions of the advantages o f arbitra­
tion, but never one more comprehensive, 
more concise and clear, than the one to
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which you have just listened from Mr. 
Lemann. The American Society’s Com­
mittee on Arbitration is ready to claim 
the world, when it can get its hooks on 
it, for anything which may happen in 
the promotion of arbitration. Therefore, 
it says to you in Louisiana that you are 
indebted to The American Society’s Com­
mittee on Arbitration, not only for your 
law, but for the very enlightening address 
delivered by Mr. Lemann, but it comes 
through your associate here, Mr. Robert 
C. Lloyd, who is a member of that com­
mittee, operating in conjunction with the 
program committee of the Louisiana So­
ciety. The people of Louisiana owe these 
two gentlemen a debt they can hardly 
repay. It is not the kind of debt that 
is subject to repayment. The obligation 
has arisen from their arduous and per­
sistent efforts to have the Draft State Act 
of the American Arbitration Association 
spread upon your statute books, so that 
arbitration may be an effective instru­
ment in the settlement of business dis­
putes. In saying this I know I am voic­
ing the feeling of the entire committee 
of The American Society.
I think, perhaps, from contacts else­
where, I am justified in giving the Louisi­
ana Society and the New Orleans com­
munity, as well as those in the State, a 
little advice on what should be done 
under this law. There does not need to be 
done anything about the law, but there 
needs to be a lot done under it. You will 
find, as you go about, a great many 
people who will not know that this stat­
ute is on your books. If they have heard 
about it, they do not yet know what it 
means. Mr. Lemann has told you what it 
means. After you are sold on it, in your 
own mind, you will be able to tell busi­
ness men what it means. A lot of 
them do not know. If the arbitration 
act is going to be of value to the people 
of the State of Louisiana and this com­
munity, it is for you to cause them to 
realize it, and not have people jump into 
court the first crack out of the box, and 
when they get there, find they could 
have used arbitration to get expedition 
and economy in the settlement of their 
disputes.
I am exceedingly pleased to learn that 
your Association of Commerce here in 
New Orleans has been a great instru­
mentality in promoting the practice of 
arbitration, through its Arbitration Com­
mittee. I would enjoin upon that Com­
mittee that they communicate with a like 
committee of the Detroit Chamber of 
Commerce, which, for many months past, 
and in which certified public accountants 
have been participants, thank goodness, 
has carried on the work of a tribunal for 
the arbitration of business disputes, and 
has done it very successfully. You will 
find the record and facts pertaining there­
to in a report that the Society’s Com­
mittee has published in THE CERTI­
FIED PUBLIC ACCOUNTANT for Octo­
ber. But there is where the practice can 
be encouraged. It costs the Association 
of Commerce in Detroit very little to run 
this tribunal. It is done under its com­
mittee.
Now, what does this tribunal do? Some­
body or anybody—not necessarily a mem­
ber of the Chamber of Commerce— can 
go to that Committee and say “I am in 
a dispute. I have a contract or I have 
not a contract, as the case might be, 
and I want to submit my dispute,” take 
it either way you like. Their only draw­
back is that they unfortunately are faced 
with an Act which is called “The Uni­
form Act,” under which an arbitration 
clause in a contract cannot be enforced. 
Effort is going to be made to cure that 
condition. They get results, anyhow, de­
spite that fact. Assuming that they 
have such an Act, the approach is as I 
have stated.
The Committee has a panel composed 
of a lot of men who are willing to give 
their time and service to the arbitration 
of disputes, and, according to the nature 
of the business, members of this panel are 
called upon to act as arbitrators. A list 
is made. Each party selects one person 
from that list, and ofttimes they are for­
tunate enough to select or agree Upon the 
same person, in which case one arbitrator 
serves the purpose.
The same thing is true in the tribunal 
which is conducted by the American 
Arbitration Association in New York 
City, because of the fact that no other or­
ganization there is undertaking to con­
duct a tribunal. We happen to have in 
the American Arbitration Association a 
president who is also president of the 
Merchants’ Association of New York 
City; and so we have that strong influ­
ence. A person does not have to deal 
in drygoods or something of the kind 
to be a member of the Merchants’ Asso­
ciation. A  number of accountants, law­
yers and bankers, etc., are members of 
that association.
The affairs of the arbitration tribunal 
in Detroit are conducted in much the 
same fashion as are those of the arbitra­
tion tribunal of the American Arbitration 
Association. But the Louisiana Com­
mittee would perhaps be better served if 
it were to obtain a description of the 
methods used, and the blank forms that 
are used, from a like organization. Those 
would be better adapted to the use of 
a tribunal conducted by an Association of 
Commerce. The method is very simple 
after you get started.
Mr. Lemann said something about re­
stricting the fees of arbitrators. In both 
places that is controlled by the tribunal. 
In the Arbitration Association Tribunal 
they take all the fees, and they are very 
modest. The minimum is $10.00, and if
the arbitration does not exceed an hour, 
that is as far as it goes. After that 
there is some additional fee. When you 
get men as arbitrators who knew what 
they are dealing with, few arbitrations 
should last more than an hour. There 
are instances, of course, where they last 
for several sessions, when the arbitrators 
want information, but each session is not 
very long.
The message I desire to leave with the 
Louisiana Society of Certified Public Ac­
countants is to promote the idea in the 
Association of Commerce of this city of 
starting an arbitration tribunal, and of 
making it known to their members that 
there is a tribunal that can be utilized 
for all the purposes and functions that 
are agreeable to the law.
ANNOUNCEMENTS
F. W. Lafrentz & Company, Public Ac­
countants, with executive offices at 100 
Broadway, New York City, announce the 
admission to the firm o f  Thomas A. 
Williams, C. P. A., as Resident Partner 
in the New Orleans office, 1237 Canal 
Bank Building, and the association with 
the firm of Mr. Lucien J. Moret as Super­
vising Chief of Staff. Announcement is 
also made of the retirement from the 
firm of Mr. A. J. Douglas.
Hadfield, Rothwell & Soule announce 
a change in the firm name, as of Novem­
ber 1, 1928, to Hadfield, Rothwell, Soule 
& Coates, Certified Public Accountants, 
Hartford and Bridgeport, Connecticut. 
Charles F. Coates has been a general 
partner in the firm since January 1,1922.
Glenn O. Williams and Carl D. Thomy, 
members of the firm of Glenn O. Williams 
& Company, 1223 Commerce Building, 
Rochester, New York, announce a change 
in the co-partnership name to Williams 
& Thomy, Certified Public Accountants.
John L. Riemer, C. P. A., announces the 
removal of his offices to 1625 Fifth Ave­
nue, Los Angeles, California.
Henry Kahan, C. P. A., and Harry D. 
Seltzer, C. P. A., announce the formation 
of a partnership under the name of 
Kahan & Seltzer, with offices in the Pacific 
National Bank Building, Ninth and Hill 
Streets, Los Angeles, California.
Elias Mansfield, C. P. A., announces his 
association with Victor Ford Collins in 
the general practice of law and the con­
tinuation of his accounting practice at 
714 Board of Trade Building, 111 West 
Seventh Street, Los Angeles, California.
William Edward Wolff, C. P. A., an­
nounces the removal of his offices to 
2715 Grand Concourse, New York City.
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HAVING been given the privilege by your Society of choosing my subject, I have made the choice 
indicated by the title to this paper, as, 
based on my experience as a Professor of 
Accountancy at Loyola University of this 
city, it is one with which I should be 
somewhat familiar. I am fully aware of 
the magnitude of the subject, and it is 
with great diffidence that I approach it. 
This is especially so since I am addressing 
a body of gentlemen so closely affiliated 
with the learned and noble profession of 
Accountancy. I am readily willing to ad­
mit that I have very freely drawn from 
much of the literature on the subject, as, 
otherwise, I would have failed to do jus­
tice to its importance and breadth.
The purpose of my remarks will be to 
show the need for cooperation between 
public accountants and schools of ac­
countancy on the one hand, and the ad­
vantages that should be derived there­
from on the other.
It is a well known fact that beginners 
in the profession lack many elements of 
training necessary to the proper practice 
of accounting work. It is practically im­
possible, however, to release from our 
schools beginners who, without experi­
ence, can take hold of and do important 
work in public practice. This fact is 
recognized in other professions, notable 
among which is the medical profession, 
wherein it is necessary for a medical 
graduate to spend a given time in hos­
pital work so as to give him the oppor­
tunity of applying the theories and prin­
ciples derived from the medical courses 
he pursued. Therefore, as I see it, the 
necessity for a certain amount of experi­
ence will continue in the accounting field, 
as it is only by practice and experience 
that accounting principles and theories 
and their effective application will be 
rooted in the mind. However, it should 
be possible, by cooperation between pub­
lic practitioners and schools of account­
ancy, to devise ways and means of ac­
quainting students with what is expected 
of them upon entrance into the profes­
sion, and thereby eliminate a large part 
of the probation period determining the 
question of aptitude for the work.
If the accounting profession is to re­
ceive the recognition which it justly de­
serves, the personnel of its membership 
must adopt a broad and liberal attitude 
toward the education and proper train­
ing of those who would aspire to succeed 
within its folds. Every effort should be 
made by public practitioners to develop 
their staff personnel, and nothing what­
ever should be done to suppress, or in any 
way hamper, the aspirations of these staff 
members. It is only in this manner that
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the profession will continue on its march 
towards progress and the greater recogni­
tion and development to which it is en­
titled.
I shall begin by considering some of 
the criticisms that are made of beginning 
assistants upon entrance in the employ 
of professional accountants. The well 
known J. Hugh Jackson, in an article 
back in 1924 in one of our leading ac­
countancy publications, enumerated these 
criticisms substantially as follows:
“1. They do not correctly understand 
business terms, as an illustration of this, 
it was surprising to find this year that, in 
a class of approximately 175 college grad­
uates coming from scores of colleges 
throughout the United States, probably 
not more than one-third knew what a 
three-party commercial draft was.
“2. They have no specific knowledge of 
securities, and no knowledge whatever 
of the work incidental to the inspection 
and verification of securities.
“3. Oftentimes, if not usually, such as­
sistants have little conception of an audit 
program, and they know practically noth­
ing of the importance and the methods 
of preparing working papers.
“4. They are lacking in a knowledge of 
the principles of business arithmetic. 
Compound interest, annuities and such 
simple things are often entirely beyond 
them.
“5. They lack speed and accuracy in 
handling figures, even to the extent of 
simple multiplication and addition.
“6. They are lacking in thoroughness 
and in power of concentration, and have 
practically no ability to do routine work 
with intelligence and reasonable speed.
“ 7. Their almost complete inability to 
use the English language effectively.
“8. Not infrequently they have no con­
ception or real knowledge of the scope of 
the work at present undertaken by the 
accounting profession, and they fail ab­
solutely to realize that the verification 
or analysis of figures is not in itself an 
end, but is only a means of guiding the 
progress of a business.
“9. Very often the public practitioner 
finds that the man with the degree, to say 
nothing of the man without a degree 
(speaking now, of course, of beginners) 
has really never been taught to think ac­
curately and correctly.”
To this list I might add my personal
observation that in very rare instances 
do the students turned out by our uni­
versities know anything whatever con­
cerning the fundamental principles of the 
Federal Income Tax laws. Cost account­
ing also seems to be a subject which is 
neglected in some of our universities, and 
I know of one recent instance in a C. P. 
A. examination where the primary cause 
of failures of university graduates was 
the lack of a proper appreciation and un­
derstanding of cost accounting funda­
mentals. Even in the case of students 
who have been taught cost accounting, 
there seems to be a woeful lack of ap­
preciation of what the subject comprises 
and its real purpose in the business 
world. Some students seem to think 
that cost accounting is a subject entirely 
unrelated to general accounting, and fail­
ing to comprehend the true and close 
relationship between general and cost ac­
counting, they fail to appreciate that 
many of the theoretical treatments of the 
subject will not be applicable in practical 
work owing to modifications made neces­
sary by the peculiarities of certain in­
dustries.
In other words, the trouble with be­
ginners in accountancy is that, upon their 
initiation into the work, they fail to com­
prehend the nature and scope of the pro­
fession, that it is a learned profession re­
quiring highly developed powers of judg­
ment and analysis. It is the duty of the 
profession to properly inform the poten­
tial accountants of the future as to the 
true nature of the work and the sacrifices 
which they may be called upon to make.
One of the difficulties which has as­
serted itself in my brief experience is 
that beginning students have not been 
properly advised concerning the length 
of time necessary to achieve success in 
accountancy. I quote from an article by 
Dean Everett W. Lord of the College of 
Business Administration of Boston Uni­
versity: “It is the belief of the faculty of 
the college that there is considerable ad­
vantage in extending the course of study 
over a minimum of four years. It is 
hardly possible to intensify courses of 
study with satisfactory results. Many 
tried to do this under the impulse of the 
war necessity, but even with the impulse 
that that period afforded the results were 
not entirely profitable. The human mind 
may be forced to work at high pressure, 
but education is of necessity somewhat of 
a slow process. It implies cultivation; 
it requires some time for development 
and for the creation and encouragement 
of desirable mental habits. So we believe 
that the young man who is studying to 
be a professional accountant will really 
learn more about accountancy if, while
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carrying on his course, he studies some­
thing of English literature, something of 
history, something of science, and even 
of art.”
This leads us logically to a considera­
tion of the aim of all real education. It 
has been stated, and I believe it is true, 
that the aim of education is to prepare 
the individual to cope properly and suc­
cessfully with the problems of life 
wherever and however he may meet them. 
It is conceded by the leaders in the pro­
fession that, notwithstanding some ac­
countants who feel that a mastery of Eng­
lish expression is unnecessary, the use of 
effective English enables an accountant 
to impart to his clients and the public 
the right kind of information concerning 
the client’s business. I conceive it to be 
the duty of public accountants to inform 
the universities that men with broad and 
general educations are wanted in prefer­
ence to mere technicians.
One of the best articles on the subject 
of accountancy education that I have ever 
seen is a paper by Reynold E. Blight of 
Los Angeles, California, read before a 
faculty meeting of a school of account­
ancy. Mr. Blight took the position— this 
was in 1925—that, if the ability to earn 
a living be the highest object of the stu­
dent’s quest, he should forego the time 
and effort necessary to the attainment of 
a degree or certificate of a certified pub­
lic accountant and give himself to selling 
automobiles or bonds or real estate. That 
he will find it more lucrative and less ex­
acting. In other words, if the student is 
pursuing the study of accountancy merely 
to get a means of livelihood, then it were 
better that he undertake some other vo­
cation. On the other hand, the student 
is on the right road if his purpose is to 
develop himself mentally so that he may 
he qualified to take a place in a highly- 
honored profession with professional tra­
ditions, standards and requirements.
Again this brings us to a consideration 
of aptitude for the work involved in the 
ramifications of the profession. In this 
connection, the accountancy profession 
has often been compared with the pro­
fession of medicine, and I think with 
logic. The same class of analytical and 
diagnostic mind that will produce a com­
petent physician, will, in my opinion, also 
produce the right kind of accountant. Mr. 
Blight’s paper enumerates the faculties 
which contribute to the finished account­
ant when he states that imagination, re­
sourcefulness, rectitude, poise, balance, 
self-possession, tact, reticence, vigilance—  
all are indispensable to the successful ac­
countant and inhere in the very nature 
of his preparatory studies. The need for 
this combination of attributes and its 
unfortunate rarity probably accounts for 
the small percentage of university gradu­
ates in proportion to the initial registra­
tion of students. However, the weeding- 
out process will continue, and it is with
the unweeded class of students—those 
that have demonstrated their aptitude for 
the work—that we are at present con­
cerned.
Some of the university faculties, owing 
to their unfamiliarity with the subject, 
have been prone to view with skepticism 
the importance of accountancy training. 
I know of instances where students have 
been placed in advanced work with in­
sufficient groundwork in fundamentals, 
with a consequent detriment to them­
selves. A true appreciation of the scope 
of accountancy by university faculties is 
important if the profession is to advance 
as rapidly as it should. A professional 
accountant is a student of business. He 
is adviser to the executive forces of many 
enterprises engaged in many lines of 
business. Therefore, it is important that 
the profession inform the universities 
concerning the necessary qualifications of 
an accountant.
One of the things that a student should 
be impressed with in his school period is 
the fact that an accountant is not merely 
a producer of financial statements, but 
their interpreter as well. In this connec­
tion I can do no better than to quote Mr. 
Blight’s remarks to the effect that, before 
a man is qualified to discuss the balance 
sheet of a great corporation, he must un­
derstand economics, and the fundamental 
principles of trade and finance. An ac­
countant, being a consultant and an inter­
preter, must bring to his work a compre­
hensive understanding of the whole range 
of business organization and procedure. 
The work of a professional accountant 
comprehends the presentation and inter­
pretation of facts relative to every phase 
of business. Therefore a knowledge of 
business fundamentals and an acquaint­
ance with the methods of many lines of 
business is indispensable to successful 
practice. During his scholarship period 
a student should be informed that the C. 
P. A. Certificate ought not to be his ulti­
mate goal, but that the true goal should 
be the acquisition of a professional back­
ground. It is the duty of the accountancy 
instructor to inculcate professional ideals 
in the student mind, and to distinguish 
between a business and a profession. The 
aim should be to make of students pro­
fessional men rather than mere tech­
nicians in accountancy. It is imperative 
that, in addition to their outlined course 
of study, students be acquainted with the 
best literature in the profession as well 
as with literature on related subjects such 
as forms of business organizations, eco­
nomics, marketing methods, finance, mer­
chandising, investments, Governmental 
problems, and many other subjects.
We have heard much concerning cul­
tural studies and academic educations. It 
is impossible to refrain from quoting Mr. 
Blight’s article when he states that cul­
ture in the proper sense includes poise, 
balance, calm judgment and sense of pro­
portion. Extravagance, radicalism and 
prejudice are utterly foreign to the culti­
vated mind. The cultured man is a lover 
of truth. Again, “Culture should at least 
include the generous informing of the 
mind, because, after all, a mind well 
stored with facts, thoughts, hopes and 
dreams is a man’s most vital asset.”
Mr. Blight asks: “What is culture?” 
and continues, “ For many centuries cul­
ture was inseparable from an education 
in which knowledge of dead languages 
and the classics was predominant. At 
first, universities existed solely to edu­
cate the clergy. Later the scope of the 
curriculum was expanded to include the 
education of the noble. Education was 
essentially exclusive and aristocratic, 
and a more or less perfunctory acquaint­
ance with Greek and Latin and the lit­
erature of antiquity was the sign of a 
gentleman. Gradually the studies were 
broadened to include preparation for 
law and medicine. But even yet, the 
classics were the foundation and sub­
stance of university training. As Abra­
ham Flexner, Secretary of the Carnegie 
Foundation for the Advancement of 
Teaching, has said, ‘The classics were 
the backbone of the college curriculum. 
They were supplemented by the cut and 
dried philosophy then current, some 
mathematics and bookish science, and 
an occasional dip into modern literature. 
Culture thus was defined as an acquaint­
ance with dead languages and a smat­
tering of science, mathematics and po­
lite literature. It was very exclusive, 
very superficial, although very showy. 
This idea still prevails in certain edu­
cational circles, but the revolution in 
thought that has given us a new world 
during the past 100 years has also given 
us a new education and a new concep­
tion of culture. In this vibrant, prac­
tical, hurly-burly modern life, Latin, 
Greek and dilettant classical studies as 
required subjects are being dethroned. 
For a long while the conservatives 
fought the change, inveighed against 
the unsettling tendencies of the time, 
and raged against the bolsheviks and 
iconoclasts who were destroying culture. 
But they waged a losing fight.’ It is a 
far cry from the narrow idea of cul­
ture circumscribed by classical studies 
to the modern university where you can 
study anything from Choctaw to psycho­
analysis. The university has had to 
yield to the demands of a democratic 
age that speaks in the terms of in­
clusiveness, liberality, popular education 
and progress. I number myself among 
the progressives and agree that the cul­
ture we seek is broader than dead lan­
guages and the classics. The first defi­
nition that naturally suggests itself is 
the famous statement of Matthew Ar­
nold that culture is the acquainting our­
selves with the best that has been known 
(C on tin u ed  on  p a g e  375)
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Mechanical Accounting Aids In General Business 
Organizations
The Modern Doctor Prescribes Modern Remedies
WHEN you or I visit a doctor, it is generally because of some special condition affecting us 
or a loved one. If the symptoms appear 
serious, we are particularly careful to 
consult the best informed specialist 
available. We insist upon benefitting as 
quickly as possible from the latest and 
most scientific practices. For this rea­
son, we go to an expert.
Likewise, when certain conditions 
arise in a business, affecting statistical 
or office procedure, the executive head 
goes to an expert. In brief, he consults 
a Certified Public Accounting organiza­
tion. The client, in presenting his prob­
lem, often points out certain symptoms. 
He commissions you or me to make a 
complete examination— diagnose the 
case accurately— then prescribe a thor­
oughly modern and profitable remedy.
More and more, our clients are com­
ing to look upon the members of our 
profession as Business Specialists— as 
Organization Engineers— rather than as 
glorified bookkeepers or auditors. Be­
fore consulting us, the client, as a rule, 
has learned from his bookkeeper HOW  
his present system is handled. What 
the client wants to know from us is 
WHY it is handled that way— and W H Y  
not in a better way? There, gentlemen, 
is the great difference— or should be—  
between a bookkeeper and the Certified 
Public Accountant! The bookkeeper 
knows HOW  he does it! The Certified 
Public Accountant knows W H Y!
HERE, in my opinion, lies the great 
opportunity for our profession to ex­
tend its usefulness to business as a 
whole. Because of his contacts with 
so many different businesses, the Certi­
fied Public Accountant naturally ac­
quires a far broader knowledge of the 
latest office systems and methods, than 
can be expected of any clerk or exec­
utive, whose viewpoint is necessarily 
restricted to a single office. For this 
reason, I believe we can render an in­
creasingly broader service in the future 
than we may have been rendering in 
the past. We can do this by demon­
strating to our clients (and those we 
want as clients) that we are not only 
experts in modern accounting prin­
ciples— but equally proficient in the 
profitable application of the latest of­
fice short cuts to greater accuracy— to
By PERLEY MORSE, C. P.A., New York
Address delivered at Annual Meeting of 
The American Society at New Orleans, on 
October 10, 1928.
greater speed— and to greater economy 
in business administration.
It is almost unbelievable what start­
ling developments have taken place re­
cently in office machines. Those of you 
who have not been able to spare the 
time to closely study certain recent pro­
ducts of foremost business machine 
manufacturers, will find it necessary, I 
believe, to largely revise your concep­
tions of such office machines. In some 
instances there is little resemblance in 
the scope of work handled as between 
the former models and the latest in­
ventions. The addressing machine is no 
longer accurately defined by that term. 
The latest addressograph inventions go 
far beyond the realm of envelope ad­
dressing. The tabulating machine has 
now been developed to do things we 
were told were impossible only a few 
years back. The cash register of yes­
terday is today the father of an auto­
matic accounting system which is rapid­
ly replacing systems many of us only a 
short time back considered the latest 
expression of modern accounting prac­
tice. Similar developments in adding, 
billing, and calculating machines, in 
registers, typewriters, automatic files, 
time recorders, and signal and com­
municating systems are rapidly chang­
ing the entire character of office work 
as we have previously known it.
Because of the rather spectacular re­
sults a number of the leading manufac­
turers are achieving in extending the 
applications of their latest invention into 
entirely new and larger fields of account­
ing and recording work, I am not alone 
in believing that the time is here when 
we must give such developments more 
earnest study than possibly we have in 
the past. To me, this seems very neces­
sary if we are to increase the prestige 
of our profession and do full justice to 
our clients.
The importance of such special study 
and investigation on our part, was for­
cibly brought home to me recently by a 
statement of Mr. A. W . Shaw— the emi­
nent business authority and publisher of
The Magazine of Business. Speaking 
before a group of manufacturers in Chi­
cago, Mr. Shaw said, in effect:
“ Our present] large combinations of 
business interests— commonly known as 
mergers or consolidations— would have 
been practically impossible of operation 
before the perfection of the super-speed, 
error-proof office machines which have 
been recently developed. Without such 
automatic business tools, those rapid- 
fire results and hour-to-hour records so 
vital to profits could not be secured soon 
enough to avoid losses which would be 
almost fatal to such large enterprises.” 
To illustrate Mr. Shaw’s point, let us 
take as a typical example, the General 
Motors Corporation. Since 1918— or 
during the last ten years— the General 
Motors has increased its assets 273 per 
cent. Surely, it is unnecessary to point 
out to a body of Certified Public Ac­
countants what a tremendous burden 
falls on the office organization during 
such an enormous business growth. 
Therefore, it is not surprising that we 
find in every division of the General Mo­
tors Corporation, such a scientific, large- 
scale application of the latest automatic 
business machines to administrative 
routine work of every description. In no 
other way could the administrative forces 
keep step with the ever-lengthening 
strides of the manufacturing and dis­
tributing forces.
You, gentlemen, who have been study­
ing and analyzing for so many years the 
dollars and cents results of business, 
realize more keenly perhaps than do 
some of your clients, what far superior 
results, from a cost and efficiency stand­
point, have been achieved in the manu­
facturing division of business compared 
to the office or marketing divisions. 
While manufacturing costs, in prac­
tically all lines, have dropped to an 
amazingly low point in the last decade, 
administrative and selling costs in most 
businesses have gone up surprisingly. 
For years, business, as a whole, has con­
centrated its brains and resources on 
the job of making a better product for 
less money. How has this result been 
accomplished? Mr. Henry Ford, in a 
recent interview, gives you the answer 
in one sentence:
“ W e never put on the back of a man, 
work that a swift, accurate machine can 
do better.”
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Now, that such a satisfactory situa­
tion exists in, the factory, business is 
focusing its attention on the adminis­
trative and marketing divisions. Here 
is a fertile field for the Certified Public 
Accountant. No greater opportunity ex­
ists for members of our profession than 
in the present drive for lower adminis­
trative and selling costs. But, in the 
office, as in the factory, victory will 
come to him who is most skilled in 
scientifically replacing slow, tiring 
hands with swift, accurate machines. 
In the words of Mr. Thomas A. Edison:
“ The time will come when the ma­
chine will do everything that demands 
only routine operations, and when 
everyone who works, will work with his 
brains MORE THAN W ITH HIS 
HANDS.”
This time is approaching, far more 
rapidly than some may realize. When 
it does come, the office worker will profit 
fully as much— if not more, propor­
tionately— than his employer. Describ­
ing the effect of transportation im ­
provements on wages, one economist 
has just pointed out that ONE dollar per 
day was the average wage when oxen 
constituted our transportation method—  
as against TEN dollars per day at pres­
ent, now that we have the locomotive. 
While I do not presume to predict that 
the present wages of office workers will 
be increased ten times through the 100 
per cent application of machine methods 
to office routine, it is obvious that in­
creased brain work will merit increased 
pay.
It is probably true that members of 
our profession will always continue to 
specialize largely on the strictly ac­
counting phases of business. But in 
rendering such service you have un­
doubtedly observed, as have I, that the 
chief executive does not always possess 
an “accounting consciousness.” He is 
not only too busy— but frequently he is 
not inclined to go very deeply into the 
details of the particular accounting sys­
tem. you are recommending. Once you 
have his confidence— and your recom­
mendations have been approved by the 
accounting officer— the chief executive 
generally gives his approval also, with­
out delving very far into the reasons 
why. From one angle, this attitude 
might be considered a compliment, but 
again, it may be a liability. So far as 
the executive head has concrete proof, 
the benefit of our service may eventually 
appear somewhat intangible. Now, let 
us consider how much stronger our posi­
tion with the head of the organization 
will be, when we can also show con­
clusive proof of important reductions in 
administrative routine expense.
Here’s a case that illustrates my 
point. It is the experience of one of our 
profession in serving a government
client, rather than a commercial organi­
zation.
For many years, this gentleman has 
specialized in Certified Public Account­
ancy, as applied to municipal, county 
and state government departments. 
Some time ago, he was retained by the 
Board Members of a County, having as 
its seat one of our largest cities. Mem­
bers of this County Board, for the most 
part, were successful business men. On 
assuming office, they found the account­
ing system and administrative methods 
antiquated— particularly in the tax de­
partment. They authorized a complete 
modernization of the entire county and 
tax collection system. It was a difficult 
assignment. Antiquated tax laws neces­
sitated revision of the statutes by the 
State Legislature. Politicians seriously 
impeded progress by their efforts to pro­
tect “ the faithful” on the county pay­
rolls.
Clerical costs so far exceeded avail­
able revenue, that the County Board 
ordered drastic payroll reductions. Con­
sidering the amount of clerical work 
absolutely required, even with a greatly 
simplified system, the Certified Public 
Accountant in charge realized that the 
required payroll economies could be ef­
fected only in one way— namely, by re­
placing hand methods with machines.
Although he possessed quite a com­
plete working knowledge of principal 
office machines and equipment, this Ac­
counting Engineer was determined not 
to overlook any possible advantages. So 
he scientifically charted every device on 
the market— first, by kind of work per­
formed, second, by savings claimed, 
then, by original cost, upkeep cost, et 
cetera. Next, he visited the manufac­
turers of those machines he considered 
most applicable to the job in hand, and 
laid his problems before them.
The direct money savings he thus ef­
fected for taxpayers are truly amazing. 
In the tax department, for example, he 
installed the latest super-speed tax bill­
ing addressographs— especially designed 
for tax work. At a speed fifty to one 
hundred times faster than any other 
method, these latest mechanical de­
velopments— plus machines for making 
extensions— handle the entire tax ac­
counting and tax billing job without a 
single scratch of a pen. In one motion, 
even the longest legal property descrip­
tions are automatically typed on tax 
bills, which are automatically fed at the 
rate of 7,500 an hour and carbon copies 
simultaneously made. At the same 
operation, respective serial numbers for 
volume and items are addressographed, 
as well as the taxholder’s name and resi­
dence address, or mailing address if dif­
ferent than property location address.
Here are some of the forms, both for 
personal property and real estate, which
the County writes and extends entirely 
by machines: Assessment rolls; Collec­
tors’ warrants; Personal property bills; 
Real estate property bills; States At­
torney’s dockets; States Attorney’s let­
ters to delinquents; Delinquent bills 
delivered to States Attorney; Delinquent 
bills mailed to tax payers; Error and 
abatement rolls; Printer’s copy for as­
sessment rolls; Office work sheets; Judg­
ment records.
I have taken your time to recite these 
operations, so that you will better ap­
preciate the reason why certain in­
fluences made such a determined effort 
to throw overboard this complete new 
system of accounting and tax collection 
after it was installed, in order to make 
jobs for political followers. Had this 
Accounting Engineer been content to 
install a modern accounting system 
only, the members of the County Board 
would have had less ammunition with 
which to resist the attacks made upon 
the new order of things. But this Ac­
counting Engineer was able to demon­
strate, without any possibility of con­
tradiction, that his 100 per cent machine 
plan:
First— Was actually producing tax 
bills in their entirety for 2 ½c each, as 
against 12c each by the former method 
— a net saving of 9 ½c per tax bill.
Second— That former tax bill writing 
costs were being reduced to the tune of 
a $233,000 annual saving.
Third— That serious losses of taxes 
formerly suffered through the omission 
of billing of certain taxpayers had been 
positively eliminated.
Fourth— He was able to show in ex­
act dollars and cents a large annual sav­
ing through the elimination of needless 
clerical, postage and stationery expenses 
due to illegibility, misspelling, wrong 
addresses, and incorrect property de­
scriptions— common to former methods.
Fifth— He was able to show a gain of 
thousands of dollars in county revenue 
by reason of additional interest on pub­
lic funds, due to earlier collections, be­
cause super-speed machines now permit 
mailing tax bills on legal dates, instead 
of weeks behind schedule as was formerly 
true.
I repeat, the members of this County 
Board were business men. Such definite 
figures of savings immediately won their 
wholehearted cooperation. They gladly 
fought for the retention of such a splen­
did result as the Certified Public Ac­
countant in question had accomplished. 
Without such definite figures of savings, 
it is almost certain that the results of 
his years of effort and all the money 
they cost, would have been scrapped due 
to political greed, and most beneficial 
results to taxpayers would have been 
lost.
It is true that our clients want to
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know what the systems we recommend 
will accomplish. But I believe they are 
more interested in the savings that will 
follow their adoption. Nation’s Busi­
ness for September announces the num­
ber of answers recently received from 
subscribers to six current business ques­
tions. I was interested to note that over 
500 of the answers of 3,472 business 
readers referred to cutting down costs.
Here is the way Mr. Samuel Vauclain, 
President of the Baldwin Locomotive 
Works, interprets the value of business 
machines:
“A device that saves a $600 clerk 
saves the interest on $10,000.”
Here are some examples of savings 
that emphasize why every size and kind 
of business is taking a keener interest 
than ever before in business machines:
Mr. Jones, General Auditor of the 
Roxana Petroleum Corporation, states 
that his Centralized Comptometer Bu­
reau saves $7,500 per year.
The Mutual Life Insurance Company 
of New York State, state that addresso­
graphs save them $75,000 annually, by 
automatically writing their premium no­
tices, receipts and other collection forms.
The Famous Players-Lasky Corpora­
tion report an annual saving of $22,000 
with the new type of accounting ma­
chine recently developed by the National 
Cash Register Company.
The United Dairy Company of Chi­
cago report a saving of four employes 
and $6,000 per year, effected by Elliott- 
Fisher machines.
The Consolidated Gas Company of 
New York advise that addressographs 
are saving 259 clerks in their commer­
cial billing department.
An eastern public service company re­
ports that Burroughs machines, in their 
customer billing department, save over 
$75,000 annually.
Time does not permit me to tell you 
the hundreds of examples of similar sav­
ings, which have been reported to me 
while preparing this talk. W e all ap­
preciate, I am sure, the direct money 
savings which follow the application of 
individual business machines. But I 
am convinced that even larger savings 
in the future will result from the com­
bined use of various types of office ma­
chines.
To illustrate— The Minneapolis Gen­
eral Electric Company have recently in­
stalled a new development of the Hol­
lerith tabulating machine in conjunc­
tion with their addressograph machines. 
By combining or synchronizing the op­
erations of these two entirely different 
types of business machines, eleven 
clerks have been dispensed with— and 
the entire billing operation handled 100 
per cent automatically, both as to name 
writing and billing extensions. Both 
machines have been developed even to
the automatic feeding of forms, thereby 
reducing the human equation to the 
smallest possible factor.
It is in this interesting work of com­
bining the operations of various types of 
business machines, that we— as Certi­
fied Public Accountants— have such a 
splendid new field of opportunity, not 
only for increasing the profits of our 
clients, but our own profits as well.
To broaden the character of service, 
my own organization is rendering along 
this line, we have found certain sources 
of information very helpful:
First— At this Convention, there is an 
exhibit of some of the latest business 
machines. I suggest that you and mem­
bers of your staff try to find time be­
tween our sessions to visit each ex­
hibit. I am sure you will secure new 
information that will be of great value 
to you and your clients. I also urge 
every member, residing in or near New 
York, to visit the New York Business 
Show, which will be held this year from 
October 15th to 20th, at the new Mad­
ison Square Garden, New York. Those 
of you, who live in or near Chicago, will 
find it profitable to attend the Chicago 
Business Show, which will be held at 
the Stevens Hotel, November 12th to 
17th.
Second— But the sources from which 
you will secure the most complete in­
formation about business machines and 
devices, are two books which we con­
sider very important in our organiza­
tion. Should you not already have these 
books in your library, I earnestly sug­
gest you secure them. One of these 
books is The Office Appliance Manual, 
published by the A. W . Shaw Company, 
in cooperation with the National Asso­
ciation of Office Appliance Manufac­
turers. The other is The Business Ma­
chines and Equipment Digest, published 
by The Equipment Research Corpora­
tion, Chicago. Both of these books are 
indispensable to the Certified Public Ac­
countant. They completely picture and 
describe— from an entirely independent 
standpoint— every known office ma­
chine, device, or system. As there is 
little or no advertising in either, book, 
you can absolutely depend upon an un­
biased and uncolored analysis of what 
each product is and does.
Third— W e also find it very desirable 
to keep in touch from month to month 
with the new developments in office ma­
chines and systems. For this reason, 
we carefully review the monthly sup­
plements issued by the Equipment Re­
search Corporation, previously men­
tioned— and give particular attention to 
the notices about new products which 
appear every month in The Magazine of 
Business, Office Appliances, System, 
Typewriter Topics, and similar publica­
tions.
Fourth— However, by far the best 
way to secure practical “ brass tack” 
information as to what the latest busi­
ness machines and systems are actually 
doing for firms in your vicinity, is to 
keep in close touch with the local rep­
resentatives of each of the leading of­
fice appliance manufacturers In your 
city. As you know, most of these local 
representatives have quite complete dis­
plays of their products in their offices. 
All of them are constantly in touch with 
the largest business organizations in 
your city and vicinity, who are using 
their products or systems, or are con­
sidering using them. This means that 
these local representatives are con­
stantly encountering problems of ac­
counting and office organization, which 
you and members of your staff are 
ideally fitted to help them solve for their 
customers and prospects. Not only will 
close contact with the leading office ap­
pliance representatives in your city in­
crease your knowledge of the from-day- 
to-day developments in business ma­
chines and systems, but I am sure you 
will find, as I have found, that such co­
operation will greatly help you in better 
serving your present clients, and estab­
lishing profitable relations with new 
clients.
In closing, let me leave this thought 
with you. The modern doctor pre­
scribes modern remedies. To keep in­
formed of the latest medical and surg­
ical discoveries, the modern doctor at­
tends clinics, just as we are now attend­
ing a clinic held by our profession in 
New Orleans. As is true of the modern 
physician or surgeon, the methods of 
the modern architect are vastly differ­
ent today, than they were a few years 
ago. To successfully plan and supervise 
the construction of a great manufac­
turing plant or a towering business 
block, the architect must know more 
than purely engineering technique, such 
as loads, stresses, materials, et cetera. 
Like the doctor, the architect must keep 
informed on the latest research develop­
ments, relating to materials, heating, 
lighting, ventilation, interior decorat­
ing, et cetera. The architect also keeps 
abreast of the latest inventions in heat­
ing apparatus, elevators, and similar 
building services, which attract and hold 
tenants, insure safety, reduce mainten­
ance costs, and build profits.
We, as Certified Public Accountants, 
are frequently called in to doctor sick 
business conditions. Because we plan 
and install complete accounting and ad­
ministrative systems, we are the archi­
tects of modern business. Therefore, 
should we not go further than to plan 
and install systems that will accomplish 
merely certain accounting results? 
What our clients want is not more sys­
tem— but better systems, which elimi- 
(Continued on page 376)
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The Problems of The Junior Accountant
T HE problem of the junior ac­countant is a perennial one, concerning which much has 
been written and over which there has 
been much discussion. It is not with the 
thought that any new light has been 
shed on the subject or solution of the 
troublesome question has been arrived 
that I have chosen to bring this mat­
ter to your consideration. But rather 
the close of another scholastic year has 
vividly brought to my attention again 
the plight of the graduates of our uni­
versities and colleges, who with the 
foundation training given by our 
Schools of Commerce or Schools of 
Business Administration, and desirous 
of entering the profession of account­
ancy, are finding the entrance not mere­
ly thorny and narrow but impassible.
This problem may be said to have 
three aspects. One, that of the ac­
counting firm, another, that of the pros­
pective junior and lastly, that of the 
university or college which is training 
so far as it can the raw product.
Let us consider for a moment this 
question from the standpoint of the 
public accounting firm, and here I speak 
from personal experience having gone 
through the mill, so to speak, from the 
lowly position of a junior through the 
various graduations, finally achieving a 
membership with the firm.
During this progression, I fortunate­
ly escaped the usual vicissitudes of the 
average junior in that I was not alter­
nately hired and let go three or four 
times before making a permanent con­
nection and, therefore, I did not fully 
appreciate the predicament that both 
the employer and employee find them­
selves in until as member of the firm, it 
was brought forcibly to my attention. 
With an eye to the income account it 
was my duty to see that the entire staff 
was fully and profitably employed, 
which meant when work slacked off at 
the end of March, many of the men in­
cluding most of the juniors must be dis­
charged and, as a rule, they and their 
accumulated experience were irrevocably 
lost to the firm. Then as winter ap­
proached, the staff would again have to 
be built up for the frenzied rush com­
mencing about the first of the calendar 
year and lasting a brief three months, 
and to none of the men so employed 
could employment for any definite pe­
riod be promised.
That such a condition is unsatisfac­
tory to the employer goes without ques­
tion. Often the men we would most like 
to engage and train in our service can­
not afford to take a chance on the un-
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certain tenure of employment. Again 
the training given those whom we do 
employ is usually lost to us as those 
who are dismissed at the end of the 
busy season rarely return to our em­
ploy the following winter, and this is a 
loss directly reflected in our cost sheets.
Turning now to the junior or the 
prospective junior, where does he come 
from, what is his situation, and what 
does he desire? In the past, he came,
I think we will agree, quite largely from 
the ranks of bookkeepers in private 
firms, ambitious to better himself with 
sometimes added training in account­
ing through night schools or corre­
spondence schools, and sometimes noth­
ing better than the knowledge he had 
been able to gain in the narrow confines 
of his employment. Perhaps in the 
majority of cases he was married and 
with family. Quite often the owner of 
his home which he was paying for on 
the installment plan. Thus, we find 
him in many cases in the situation 
where regular employment at an ade­
quate salary was an absolute require­
ment. This he could reasonably expect 
if he continued where he was so long 
as his services were satisfactory. But 
he was not content with the settled 
routine of his work, its confining limi­
tations and quite possibly with its fu­
ture prospects in the way of advance­
ment. Ambitious, he sought a wider 
field for his energies and ability in the 
public accounting field.
Latterly, the public accountant has 
frequently found that the applicants for 
positions as juniors are graduates from 
universities and colleges, and I think, 
at least in the Middle West and Pacific 
Coast, they are men who took their 
work in the schools of business ad­
ministration or schools of commerce in 
these universities and colleges.
Upon graduation a selected few hav­
ing majored in business administration 
or accounting feel the call to the field 
of public accounting, or at least think 
that they do. This is natural as in the 
majority of cases their instructors in 
accounting, at least those in charge of 
the department, are certified public ac­
countants and many of them practicing
at their profession. We do not find so 
many of them married as we did in the 
other class, though some of them are or 
expect to marry shortly. Most of them, 
at least in the West, have wholly or 
partially worked their way through col­
lege, and quite largely they find them­
selves in debt for loans made to them 
from funds established for student aid 
or by some friend or acquaintance who 
sympathized with their ambitions for 
higher education and had confidence in 
their integrity, and these debts they feel 
obligated to liquidate as soon as pos­
sible.
Only in the exceptional case have 
they had any practical experience as 
bookkeepers and their knowledge of ac­
counting has generally been limited to 
what they could gather from the courses 
taken during their university or college 
life. Having little or no knowledge of 
the drudgery which is the lot of the 
average bookkeeper, they are not seek­
ing the public accounting field as an 
escape as did the other class of aspir­
ants, but rather they look to it as an 
honorable profession, in which they may 
find satisfaction of their ambitions and 
incidentally adequate financial recom­
pense for their services.
Both of these classes of prospective 
juniors, therefore, come to the public 
accountant, expecting, if there is an 
opening for them, promise of steady 
employment, and assurance of ade­
quate compensation at the end of their 
probationary period. This, they could 
confidently look forward to in other 
lines of endeavor. Indeed, their very 
necessities demand that this be so.
But what do they find? The member 
of the firm whose duty it is to handle 
the personnel of the firm, if he is honest 
with the applicant, and I believe with­
out exception he is, can only tell him 
that in the vast majority of cases, and 
most probably his, as soon as the slack 
season comes, his employment with 
that particular firm will terminate. He 
may hold out the possibility, and often 
does in the case of unusually promis­
ing applicants, that if in some way he 
can tide himself over by temporary em­
ployment until the busy season comes 
on again, he will be reemployed, and 
after repeating the process until the has 
gained sufficient experience, he may rea­
sonably look for permanent employ­
ment.
It is a hardy soul indeed, with this 
prospect confronting him, who will quit 
the safety of his present job, however 
uncongenial it may be, or if he is foot 
loose, will accept such employment to
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the exclusion of a position in another 
field not subject to these conditions. Of 
course there are those whom no dis­
couragement can daunt. W e have all 
known them. The steadily increasing 
number of practicing certified public 
accountants is evidence of this. But 
the truth remains that many, very 
many promising young men have been 
lost to the profession by the fact that 
their obligations rendered it impossible 
to undertake so precarious a foothold 
to their desired calling.
Turning now to the third aspect of the 
problem, that of universities and col­
leges. Their part in the problem is the 
placement of their graduates. Many 
institutions of higher learning now have 
schools of business under various titles. 
I have been unable so far to ascertain 
the number of graduates from these 
schools for the year just ended, but 
they must total no inconsiderable num­
ber, if the school with which I am 
connected is any criterion. At Oregon 
State College this year there were grad­
uated 121 students from the School of 
Commerce, a considerably larger num­
ber than from any other school on the 
campus, and it should be remembered 
that this college is a small one as 
schools go today with only approxi­
mately 3,200 average registration. All 
these business schools teach the theory 
of accounting but that does not mean of 
course that all the students in attend­
ance specialize in an accounting major. 
I have no statistics as to the proportion 
in schools other than my own, but here 
this year a trifle over one-fifth of the 
graduates from the School of Com­
merce had elected accounting as a 
major.
It should be still further realized that 
only a very small proportion of those 
taking the accounting major expect or 
desire to enter the field of public ac­
counting. Last year only one-fifth of 
these were desirous of becoming public 
accountants and this year the propor­
tion is still smaller.
More and more institutions of higher 
learning are coming to feel that their 
full duty is not accomplished when they 
hand out the diploma, by saying to the 
recipients, “ God bless you, wish you the 
best of luck.” More and more they are 
trying to see that their graduates are 
placed in positions which their educa­
tion and abilities fit them to fill. This,
I think, possibly is more true of schools 
which are what is termed vocational.
In this endeavor they are meeting 
with marked success. Large industrial 
organizations send annually representa­
tives to universities and colleges all 
over the United States, especially to 
those having technical schools, and 
select the outstanding students to re­
cruit their staff. More and more public 
service corporations are doing likewise. 
And thus, it has come about that we 
expect no trouble in satisfactorily 
placing our outstanding students.
One exception, however, will have to 
be noted and that is we find ourselves 
troubled to place the superior student 
who wishes to enter the field of public 
accounting. This, in spite of the fact 
that the accounting profession is in need 
of young men like these. There are 
plenty of men who can qualify for the 
mechanical needs of the profession. 
But, to quote from a bulletin issued by 
the American Institute of Accountants, 
“ there is a definite demand for broadly 
educated men who are potentially able, 
after familiarizing themselves with the 
preliminary work of the accountant, to 
conceive the solutions to important 
problems, and to plan and direct the 
execution of them. Such men must have 
cultured minds which will permit the 
survey of complicated problems in com­
plete perspective, they must have well 
proportioned judgment to discriminate 
between significant and inconsequential 
details; they must have the linguistic 
ability to express clearly the results of 
analysis. Intellectual confidence which 
is the product of experience with for­
mal knowledge and the greatest benefit 
offered by college training, is essential 
in the inevitable, intimate relations of 
the public accountant with the leaders 
of the enterprises which they serve.”
Thus, in words more eloquent than 
mine has the writer set forth the ideal 
requirements of the public accountant 
of today. Where can the accounting 
firms look for additions to their staffs 
who will in time measurably meet these 
requirements, if not to our institutions 
of higher learning? And yet I venture 
to say that probably not many deans of 
schools of business administration re­
ceive from accounting firms more calls 
for prospective juniors than there are 
men qualified to fill such positions.
And thus we find ourselves, the pub­
lic accounting firm, the junior and the 
college, all apparently important in the 
face of a business tradition which says 
that the proper time to close the books 
is December 31st, and consequently the 
bulk of the public accountant’s work 
must be done in three short months. 
Is there no remedy? None so far as one 
can see that will expeditiously cure the 
trouble. This does not mean, however, 
that no efforts are being made to cor­
rect this situation nor progress made. 
Very many accountants have made 
studies of their client’s business and 
have advised and been able to effect 
closing dates other than December 31st. 
More should do it. I feel that this is
one of the most important questions to­
day confronting the accounting pro­
fession; one on which concerted action 
should be taken. One could well wish 
that a Hoover might arise who would 
bring to an end this economic waste.
The American Institute of Account­
ants has not been satisfied with urging 
the accountants to use their endeavors 
to influence their clients to have other 
dates of closing than December 31st. They 
have attacked the problem of the junior 
from another angle. In 1925, I believe 
it was, the Institute established a  
Bureau of Placements, which has been 
vigorously functioning. It has acted as 
a laison officer between the account­
ing firm and the college graduate. After 
rigid selection from many applicants it 
brings the two together. Under its 
plan the accounting firm and the ap­
plicant mutually agree to a three-year 
apprentice period with an opening salary 
of $125.00 per month.
To date, according to a letter just re­
ceived from the Bureau, there have been 
placements of 94 men. These have been 
p la c e d  entirely in larger commercial 
cities and I imagine quite largely in the 
East.
There has been recently brought to 
my attention a plan adopted over three 
years ago by one of the public account­
ing firms in Portland. This firm each, 
year enters into an agreement with 
some promising college graduate, call­
ing for a three-year apprenticeship, the 
salary starting at $75.00 per month 
with a stated increase at the end of each 
year thereafter. The applicant further 
agrees to study and fit himself to suc­
cessfully stand for the examination for 
certified public accountants. I am in­
formed that this plan is working very 
successfully. It will be noted that the 
beginning salary is much lower than 
that offered by the Bureau of Place­
ments. This is so for three reasons: 
One, is that the range of all salaries is 
lower on the coast than it is in the 
larger Eastern cities, the second, is at  
that figure the firm feels it can carry 
the junior through the slack period 
even if he is not fully employed and 
the third is that it sifts out those who 
are looking more to the salary than to  
the chance of a training in the profes­
sion.
I believe this plan is one which every 
fair-sized public accounting firm in the 
Pacific Northwest could follow if it so  
chooses and it is one which would re­
dound to the strength of its staff and 
would do much toward solving the ques­
tion of the placement of the graduates 
who are fitted by their education and  
abilities to succeed in the profession.
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SOLUTION TO PROBLEM IN THEORY AND 
PRACTICAL ACCOUNTING—DISTRICT OF CO­
LUMBIA EXAMINATION QUESTIONS, MAY, 
1928
(Printed on page 184 of the June issue)
By WM. T. SUNLEY, C. P. A. (Michigan) International Accountants Society, Inc.
PROCEDURE OP SOLUTION
In this problem there are several fea­
tures requiring special consideration. 
One of these is the reduction of the in­
ventories to cost price by departments as 
the final inventories given in the prob­
lem are based on selling price while the 
beginning inventories are based on cost. 
The first step in making this reduction is 
to calculate the percentage of cost in­
cluded in the selling price for each of the 
three departments including in cost the 
freight on purchases. After this percent­
age is obtained it is a simple calculation 
to reduce the selling price inventories to 
cost, as shown in detail in the statement 
“Calculation of Closing Inventories at 
Cost Price.” In making this calculation
the cost of freight for each department 
is determined by the ratio of purchases 
of that department to total purchases.
It is to be observed that the statement 
in the problem giving the average gross 
profit for 1927 on installment sales is not 
to be confused with the percentage of 
cost for the several departments.
In distributing the expenses to the 
several departments the percentages 
given in the problem are employed as 
shown in the statement of “Distribution 
of Expenses.” It is to be noted that four 
items of expense are not shown in the 
trial balance of the Expense Ledger; 
these are Depreciation, Bad Debts, Taxes 
(Local) and Departmental Managers’ 
Bonuses. The amounts for depreciation
are determined from the percentages 
given in the “additional information” 
given in the problem.
The amounts for Bad Debts and Taxes 
(Local) are given in the General Ledger 
Trial Balance but the amounts of the 
bonuses, of course, cannot be calculated 
until after determining the expenses of 
the three departments exclusive of the 
bonuses and then deducting these ex­
penses from the profits of the depart­
ments as shown by side calculations in 
the course of preparing the Profit and 
Loss Statement. In this solution it is 
assumed that the bonuses are not to be 
considered as reducing the departmental 
profits subject to the bonus.
In calculating the income tax it is nec­
essary to have the percentage of un­
realized profit on sales of 1926 and 1927. 
In the case of the former the unpaid in­
stallments are $848,000 and the unrealized 
profit $318,000 or 37½ per cent. The per­
centage of gross profit on 1927 install­
ment sales is given as 66 2-3 per cent of 
cost which is equivalent to 40 per cent of 
sales.
T H E  EM PORIUM , INC.
C ALC U LA TIO N  O F CLOSING IN V E N TO R IE S A T  COST P R IC E  
Decem ber 31. 1927
Sales P rice o f  M erchandise Sold and on H a n d : Dept. " A." Dept. “ B .”   Dept. “ C ."
G ross Sales fo r  year ................................................................................................  $1,278,000 $994,000 $568,000
Less— Returned S a l e s ................................................................................................  178,000 94,000 68,000
N et Sales fo r  Y e a r ............................................................................................ $1,100,000 $900,000 $500,000
Closing Inventory at Selling P rices .................................................................. 700,000 400,000 150,000
T otal Sales P rice  ..............................................................................................  1,800,000 1,300,000 650,000
Cost P rice  o f  M erchandise Sold and on H a n d : -   — = 
Inventories January 1, 1927 ................................................................................  $382,000 $345,000 $85,000
G ross Purchases fo r  Y e a r .......................................................................................  $617,400 $499,800 $352,800
Less— Returned Purchases .....................................................................................  58,000 36,000 3,000
Net Purchases fo r  Y ear ................................................................................. 559,400 463,800 349,800
F reight on Purchases .............................................................................................. 12,600 10,200 7,200
T otal C ost P rice  ................................................................................................  954,000 819,000 442,000
Percentage o f  Cost Included in Selling P r i c e ..........................................................  53%  63% 6 8 %
C losing Inventories at Selling P r i c e ............................................................................  $700,000 $400,000 $150,000
Cost, Based on A bove Percentages ............................................................................  $371,000 $252,000 $102,000
C A LC U LATIO N  O F  D IST R IB U T IO N  O F INCOM ING 




%  o f  
Total. Freight.
Departm ent “ A ”  ....................... $617,400 42% $12,600
Departm ent “ B ” ....................... 499,800 34% 1 0 ,2 0 0
Departm ent “ C” ....................... 352,800 24% 7,200
1,470,000 1 0 0 % 30,000




Store B u i ld in g ......................... $280,000 2 ½% $7,000
Equipm ent in Store Building 80,000 1 2½% 1 0 ,0 0 0
130,000 2 0 % 26,000
G arage E q u ip m e n t ................ 6 ,000 16 2 /3 % 1 ,0 0 0
Purchasing Office Equipm ent 1 0 ,0 0 0 1 0 % 1 ,0 0 0
W arehouse Building ........... 50,000 4% 2 ,0 0 0
W arehouse Equipm ent . . . . 6 ,0 0 0 16 2 /3 % 1 ,000
Office Equipm ent .................. 1 0 ,0 0 0 1 0 % 1 ,0 0 0
T otal Depreciation . 49,000
C A LC U LATIO N  O F D IST R IB U T IO N  O F P U R CH A SIN G  
O FFIC E A N D  W A R E H O U SE  E X P E N S E
Purchasing 
Office and 
Gross %  o f  W arehouse
Purchase. Total. Expense.
Departm ent “ A ”  . ....................... $617,400 42% $42,000
Departm ent “ B ”  . ....................... 499,800 34% 34,000
Departm ent “ C”  . ....................... 352,800 24% 24,000
1,470,000 1 0 0 % 1 0 0 ,0 0 0
C A LC U LATIO N  O F D IST R IB U T IO N  O F  D E L IV E R Y E X P E N S E
Gross % o f D elivery
Sales. Total. Expense.
Departm ent 45% $45,000
Departm ent “ B ”  . 35% 35,000
Departm ent “ C”  . 2 0 % 20 ,0 0 0
2,840,000 1 0 0 % 1 0 0 ,0 0 0
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C A LC U LA TIO N  O F SU PPLIE S IN V E N T O R Y
Inventory, January 1, 1927 ............................................................. $9,000
Supplies Purchased ............................................................................  91,000
100,000
L ess— Supplies D istributed ............................................................  87,000
Inventory, Decem ber 31, 1927 ...............................................  13,000
C A LCU LA TIO N  OF IN T E R E ST  E X P E N S E  A N D  P R E P A ID  
IN T E R E ST
B alance Decem ber 31, 1927, Interest P aid  A c c o u n t ...........  $21,500
Item  o f  October 31, 1927, 6 m onths’ in te res t.. .  $5,250 
P ortion  o f  above representing 1927 expense
(2 m onths) ........................................................  1,750
Prepaid Interest (4 m onths) ...............................................  3,500
 Interest Expense fo r  1927 ......................................................  18,000
C ALC U LA TIO N  OF D E P A R T M E N T A L  M A N AG ER S’ BONUSES
Departm ental
Profit. Rate. Bonus.
Departm ent “ A ”  ............ ................  $275,000 4% $1 1 ,0 0 0
Departm ent “ B ”  ........... ................ 150,000 4% 6 ,0 0 0
Departm ent “ C”  ........... ................. 75,000 4% 3,000
500,000 2 0 ,0 0 0
C A LC U LATIO N  O F  P E R C E N T A G E  OF GROSS P R O F IT  IN  
1926 IN STA L L M E N T  SALES 
1926 Installm ent Sales:
Balance o f  Unpaid Installm ents, January 1, 1927 . . . .  $848,000
Unrealized Profit, January 1, 1927 ......................................  318,000
Percentage o f  Gross P rofit ($318,000 +  $848,000) . . . .  37½%
T H E  EM PORIU M . INC. 
D IS T R IB U T IO N  OF E X P E N SE S 
F or the Y ear E nding D ecem ber 31, 1927
A dvertising ...........................................
E xpense and Supplies ....................
F uel and Current .............................
G as and Oils ......................................
Insurance .............................................
O fficers' Salaries ................................
T ires and A ccessories ..................
T ravelin g  Expense, Buyers .........
W ages ....................................................
D epreciation ........................................
B ad D ebts ...........................................
T axes (lo ca l) ......................................









Delivery. Dept. “ A .”  Dept. “ B .”  Dept. ‘ ‘C." 












$6,900 28,000 17,000 9,000 $9,700
11,900
3,200 2 0 0 3,400 5,100 300
8 6 ,0 0 0
7,100
16,000 .............
36,000 46,000 14,000 27,000 81,000 70,000 2 0 ,0 0 0 74,000




Store  E xpense D istribu tion :
Departm ent “ A ”  ........................................... 40%
Departm ent “ B”  ........................................... 25%
Departm ent “ C”  ........................................... 10%
D elivery ..........................................................  15%
General Adm inistrative ...........................  5%







P urchasing Office Expense D istribution:
D epartm ent “ A ”  ..........................................  42 %
Departm ent “ B ”  ........................................... 34%
Departm ent “ C”  ........................................... 24%





W arehouse Expense D istribution :
Departm ent “ A ”  ........................................... ..42% .......................................................................................... 11,130
D epartm ent “ B ” .............................................34% ................................................................................................................  9,010
Departm ent “ C”  ........................................... ..24%  ....................................................................................................................................... 6,360
100,000
D elivery  Expense D istribution :
Departm ent “ A ”  ........................................... 45%
D epartm ent “ B”  ........................................... 35%
Departm ent “ C”  ........................................... 20%
Total E xpen ses:
D epartm ent “ A ”  
Departm ent “ B ”  . .  
D epartm ent “ C”  . .  
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T H E  EM PORIU M , INC.
P R O F IT  A N D  LOSS STA TE M E N T 
F or the Y ear E nding D ecem ber 31, 1927
Dept. "A .”  Dept. “ B.”  Dept. “ C.”  Total.
Gross Sales ..........................................................................  $1,278,000 $994,000 $568,000 $2,840,000
Less— Sales Returns ...................................................... 178,000 94,000 68,000 340,000
N et Sales ..........................................................  1,100,000 900,000 800,000 2,500,000
Cost o f  Goods S old :
Inventory, B eginning o f  Y ear .............  . . . .  $382,000 $345,000 $85,000 $812,000
G ross Purchases ...................................................... $617,400 $499,800 $352,800 $1,470,000
Less— Purchase Returns ......................................  58,000 36,000 3,000 97,000
N et Purchases .................................................  559,400 463,800 349,800 1,373,000
Freight, etc., Incom ing ........................................  12,600 10,200 7,200 30,000
572,000 474,000 357,000 1,403,000
$954,000 $819,000 $442,000 $2,215,000
Less— Inventory, end o f  Year ........................... 371,000 252,000 102,000 725,000
Cost o f  Goods Sold ....... ............................... 583,000 567,000 340,000 1,490,000
G ross Profit on S a l e s ........... ........................................ 517,000 333,000 160,000 1,010,000
Departm ental Operating E xpenses:
W ages .......................................................................... 81,000 70,000 20,000 171,000
Store Expense ..........................................................  32,000 20,000 8,000 60,000
Purchasing Office Expense . ................................ 30,870 24,990 17,640 73,500
W arehouse Expense ...............................................  11,130 9,010 6,360 26,500
D elivery Expense .................................................... 45,000 35,000 20,000 100,000
A dvertising .................................................................  14,000 7,000 4,000 25,000
Expense and Supplies ........................................... 28,000 17,000 9,000 54,000
Departm ental M anagers’ B o n u s e s ....................  11,000 6,000 3,000 20,000
--------------- 253,000 --------------- 189,000 --------------- 88,000 --------------- 530,000
264,000 144,000 72,000 480,000
General Adm inistrative E xpen se:
Officers’ Salaries ................................................................................................ ...............................................................................................  86,000
W ages ......................................................................................................................................................................................................................  74,000
Store Expense .................................................................................................. .................................................................................................... 4,000
Insurance ...............................................................................................................................................................................................................  300
D epreciation ...........................................................................................................................................................................................................  1,000
Expense and S u p p lie s .........................................................................................................................................................................................  9,700
B ad Debts ............................................................................................................... ...............................................................................................  105,000
T axes (lo ca l) ....................................................................................................................................................................................................... 18,000
--------------- $298,000
N et O perating P rofit ................................................................................ .................................................................................................................182,000
Other Incom e:
Discount Earned ..................................................................................................................................................................................................  39,500
D ividends R eceived ..............................................................................................................................................................................................  37,500
F orfeited  Paym ents ............................................................................................................................................................................................ 59,000
--------------- 136,000
318,000
Deductions from  Incom e:
Interest Expense ..................................................................................................................................................................................................  18,000
Federal Incom e T ax  .......................................................................................................................................................................................... 21,938
--------------- 39,938
N et P rofit fo r  Y ear .................................................................................................................................................................................................... 278,062
(N ote  to  E xam in er: I t  is assum ed in this solution that the m anagers’ bonuses are a  part of  the departm ental expenses, but that 
they are to  be calculated on the departm ent profits before deducting the bonuses.)
T H E  EM PORIUM , INC., 
B A L A N C E  SH E E T 




Cash in B ank ..................................
A ccounts R eceivable ....................
Inventories—
M erchandise:
Departm ent “ A ”  ............ $371,000
Departm ent “ B”  ............ 252,000
Departm ent “C” ............ 102,000
725,000




F ixed  A ssets :
Store Land ......................................  75,000
W arehouse L and ...........................  5,000
Store Building ................................ 280,000
W arehouse Building ..................... 50,000
Store F ixtures ................................ 80,000
W arehouse Equipm ent ................  6,000
A uto Trucks ....................................  130,000
G arage E q u ip m e n t .........................  6,000
Office Equipm ent ...........................  10,000
Purchasing Office Equipm ent . .  10,000





T otal Current A ssets. $2,403,000 T ota l F ixed  Assets 485,000
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D eferred C harges:
Prepaid Interest .............................  3,500
Other A ssets:
Stock Owned ....................................  250,000
T ota l Assets ...........................  3,141,500
Liabilities.
Current L iabilities:
N otes P ayable  .........................
A ccounts P ayable  ..................
Bonuses Payable ....................
A ccrued  Federal Incom e T ax
Total Current L iabilities ......................... $1,151,938
F ixed  L iabilities:
M ortgage— Store B uilding ...............................  150,000
M ortgage— W arehouse ......................................  25,000
Total F ixed  L iabilities .............................  175,000
Total L iabilities ........................................... 1,326,938
N et W orth.
Capital Stock .................................................................  500,000
Surp lus:
Balance, January 1, 1927 ............ $1,036,500
N et P rofit fo r  Y ear ....................  278,062
Balance, Decem ber 31, 1927 . . . .  1,314,562
T otal N et W orth  ......................................... 1,814,562
T otal L iabilities and Net W o r t h ............ 3,141,500
(N ote  to E xam iner: N o reserve fo r  bad debts has been set up in 
respect to the accounts receivable as o f  Decem ber 31, 1927, since n o  
inform ation concerning such a  reserve is given in this problem .)
C A LC U LATIO N  O F F E D E R A L  INCOM E T A X  
N et Profit fo r  1927. per books, before deducting Federal
Incom e T ax  ...................................................................................  $300,000
Less— D ividends R eceived ............................................................... 37,500
262,500
A d d :
Unrealized Profit on 1925 Sales, Jan. 1, 1927. $119,000 




U nrealized Profit on 1926 Sales, Dec. 31, 1927
(3 7½% o f  $320,000) ........................................... 120,000
Unrealized Profit on 1927 Sales, Dec. 31, 1927
(4 0%  o f  $1,042,500) ........................................... 417,000
--------------- 537,000
N et Taxable Incom e .................................. 162,500
T ax  at 13½% (1 3½% o f  $162,500) ..................  $21,938






C. P. A. EXAMINATION QUESTIONS, 
PENNSYLVANIA, NOVEMBER, 1928
GENERAL ACCOUNTING 
Monday, November 5, 1928,
9  a . m . t o  1  p .  m .
1. A firm of Philadelphia merchants 
buys goods in European and Asiatic 
markets and sells them to the domestic 
trade. The goods arrive through the 
ports of Philadelphia, New York and 
San Francisco.
Describe in proper order the neces­
sary procedure and the various docu­
ments generally required in ordering, 
transporting, receiving and financing 
the importations, and upon the ulti­
mate release of the merchandise from 
the warehouse after it arrives.
State also the accounting require­
ments in connection with imports wher­
ever required, with sample entries in 
journal form where entries are neces­
sary.
Then explain briefly in what way the 
different monetary units of the differ­
ent countries are reconciled with our 
dollar value, and how the difference in 
exchange with any one country is han­
dled in case that country’s monetary 
value has depreciated.
2. (a) Prepare your Audit Program 
for the annual audit for the first time 
of a large corporation which manu­
factures delivery trucks. One senior 
and three juniors are to be engaged 
on the audit and you are to indicate 
how the work shall be divided among 
them.
(b) Outline and describe a suitable 
set of Working Papers to be used in 
connection with this audit. State what 
the several working sheets comprise, 
how they are laid out and by whom 
they are to be written up.
3. The Gas Pipe Line Company has 
retained you to audit its books and 
prepare a Balance Sheet and Profit and 
Loss Statement.
You find that it purchases gas under 
contract from various producers at dif­
ferent prices. In the case of the Cen­
tral Gas Company from whom it pur­
chases, you discover that the contract 
requires the Gas Pipe Line Company to 
pay 25 cents per M. cubic feet of gas; 
but if it pays any other producers 
more than 25 cents per M. cubic feet, 
then an additional price will be due 
the Central Company to cover the dif­
ference between 25 cents per M. cubic 
feet and the price paid the other pro­
ducer.
During the year under review a pro­
ducing company whose capital stock is 
owned by the Gas Pipe Line Company 
was formed and the Pipe Line Com­
pany paid this producing company 27 
cents per M. cubic feet.
What effect would this have upon 
your report in view of the contract 
with the Central Company from whom 
the Pipe Line Company has purchased 
approximately two million feet a day?
4. (a) Give a list of the books and 
records necessary for a corporation
which owns and operates a modern 
office building, also brief explanations 
respecting the workings of the system 
and the use of each book. Name some 
of the problems usually confronting 
such an enterprise.
(b) Explain briefly the accounts 
which are peculiar to this line of ac­
tivity.
(c) Construct a Balance Sheet and 
an Income Statement for such a cor­
poration, using your own figures.
(d) What depreciation requirements 
are applicable to an office building and 
to its equipment, and what rates of 
depreciation do you suggest?
5. The Banner Printing Company 
purchased ground costing $50,000 and 
erected a building at a cost of $200,­
000. On January 1, 1928, the com­
pany borrowed $50,000 in cash from 
the bank on the personal endorsements 
of two of the officers and with this 
money paid in full for the land.
On March 1st the company issued 
a ten-year 6 per cent first mortgage 
for $100,000 in favor of a mortgage 
corporation. The funds thus obtained 
were placed in the hands of a trust 
company to be paid out as the con­
struction progressed, and it is assumed 
that they had been expended by a pay­
ment of $25,000 each month for three 
months and the remainder at the end 
of the fourth month.
On the same date, two second mort­
gages of $50,000 each were negotia-
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ted with two building and loan asso­
ciations and the money expended soon 
thereafter. Two hundred and fifty 
(250) shares of stock were taken in 
each building and loan association. The 
interest charge of 6 per cent and the 
premium of 25 cents per share on the 
second mortgages are payable monthly 
along with the required dues.
The company paid a commission of 
$3,000 to negotiate the first mortgage 
and $2,000 each for the two second 
mortgages. An additional $1,000 was 
incurred for other settlement charges 
on the latter, each association deduct­
ing $500 from the amount loaned at the 
time of settlement.
The officers of the Company expect 
to have the first mortgage run ten years 
to maturity but to pay off the second 
mortgages at the end of four years and 
take the withdrawal profits, assuming 
that an average of 4 per cent on the 
simple interest basis is allowed upon 
withdrawal.
Beginning with March, the company 
also paid to a designated “ trustee” at 
the end of each month a sixth of the 
half yearly interest on the first mort­
gage and a $300 advance (to cover the 
1928 tax levy of $1,200) on account of 
the real estate taxes payable at the end 
of June; and beginning with July, 1928, 
1/12th  of the 1929 taxes due and pay­
able at the end of June is deposited 
monthly with the trustee along with 
the interest deposit. The assessment 
for 1929 and thereafter is assumed to 
be $200,000. The trustee in turn is 
to pay the said interest and taxes as 
they come due.
(a) What rate of interest does the 
company really pay on each mortgage? 
Show your analysis.
(b) Make all the entries in journal 
form on the borrower’s books pertain­
ing to the above transactions for the 
first two years, 1928 and 1929.
(c) Show the entries for the fourth 
year, if the second mortgages are paid 
off at the end of said year and the 
shares cancelled.
(d) On the other hand, the officers 
of the company have asked you to ad­
vise whether, instead of withdrawing 
the shares and paying off the second 
mortgages at the end of the fourth year 
as suggested, it would not be to their 
advantage to pay off the second mort­
gages at that time and continue the 
shares to maturity; or perhaps to con­
tinue both shares and mortgages until 
maturity. The associations’ earnings 
average 8 per cent based upon the 
amount of dues paid in. Write a brief 
reply to these questions explaining the 
matter from both viewpoints.
Monday, November 5, 1928
2 p. m. to 5 p. m.
6. Outline the incorporating, finan­
cial and accounting requirements of a
medium sized trust company in Penn­
sylvania, under the following headings:
(a) The legal steps, requirements 
and procedure for incorporation.
(b) Methods and necessities for fi­
nancing at the time of organization.
(c) Name and briefly describe the 
various departments of activity and give 
your selection of personnel and equip­
ment for each.
(d) Give a classified schedule of the 
accounts required for such a company.
(e) Give a list of the books and ac­
counting records, with a brief descrip­
tion of each.
(f) Describe, giving reasons for your 
choice, the most important things to be 
considered in the audit of a trust com­
pany.
7. (a) Draw up the Balance Sheet 
and the Income and Surplus statements 
authorized by the Interstate Commerce 
Commission for a steam railroad com­
pany. Show the correct classifications 
but you need not use figures.
(b) Name also the different cost unit 
bases used by railroads and explain 
their applications.
(c) State the methods of financing 
practiced by railroad companies upon 
incorporation and subsequently; and de­
scribe the kinds of securities generally 
issued by them to raise the capital and 
funds necessary for construction, prop­
erty purchases, betterments and equip­
ment.
Show sample entries to be used when 
issuing and redeeming the different se­
curities selected for your answer.
(d) What different methods do large 
railroad companies use to obtain and 
maintain control for operating purposes 
of roads owned by other companies? 
And what book records are needed by 
the respective companies when such con­
trol is effected?
(e) What is the Interstate Commerce 
Commission? Under what authority 
does it act, and what are its functions?
8. Doctor Samuel White established 
a private sanitarium and hospital in 
1914 with a capital of $50,000. It is 
now fully equipped, has splendid build­
ings and has an earned surplus of 
$350,000 and an outstanding mortgage 
of $150,000. He now proposes to do­
nate and transfer this to a board of 
trustees to be operated for the benefit 
of the public. He wishes to continue 
as its director at a salary of $10,000 
and to take a $150,000 mortgage at 
6 per cent to himself with the stipula­
tion that the said mortgage shall be 
paid off over the next ten years, $15,000 
yearly.
You have been asked to explain how 
his wishes may be carried out. Write 
your report outlining the plan that you 
consider advisable and applicable to the 
case, giving the necessary legal and 
financial procedure. Explain wherein
federal or state taxation would be con­
sidered, if at all, at the date of this 
transition and subsequently, and to what 
extent.
Use your own figures and set up a 
Balance Sheet of the establishment af­
ter the transition is effected.
9. From the following information 
furnished you by the Reliable Stock 
Brokerage firm, prepare a financial 
statement along the lines of the stock 
exchange questionnaire; and state the 
comments in respect thereof which you 
believe advisable in view of the char­
acter of the business and its relation 
to banks and customers. Select a date 
to be used.
M arket 
V alue o f  
Securities 
Ledger L ong 
Balances and Short.
The capital account o f
the f i r m .........................  $500,000
The undivided profits . 10,000 
Their seat on the E x ­
change w as carried  at 350,000 
Cash on deposit and on
hand .............................  150,000
C ollateral loans at the
banks ...........................  400,000 $600,000
Firm  investm ents in its 
ow n right on long ac­
count at a  cost o f . . . .  300,000 350,000 
And on short account at
a  cost o f ....................... 25,000 25,000
The am ount ow ing N ew
Y ork  broker .............. 668,500 1 1,303,000
2 475,000
3 828,000
The customers’ accounts stood as fol­
lows:
Long balances :
F u lly  secured ............$1,300,000 $1,600,000
P artly  s e c u r e d ...........  30,000 28,000
Unsecured ..................  50,000
Short A ccou n ts :
F u lly  secured ............ 550,000 475,000
Free cash balances . .  75,000 
Unclaim ed dividends . .  15,000 
Furniture and fixtures,
book value . ..................  1 2 ,000
R evenue stam ps on hand 1,500 
Securities in the box  
and in transfer . . . .  50,000
1 Short. 2 Long. 3 Net.
Wednesday, November 7, 1928 
9 a. m. to 1 p. m.
10. Prepare a suitable yearly Budget 
and give explanations as to how it 
should be operated for each of the fol­
lowing lines of business:
(a) For a large country club.
(b) For a manufacturing company.
(c) For a retail department store. 
Draw up the forms and illustrate
their use with figures.
11. The David Electric Light Cor­
poration on July 1, 1928 issued $4,000,­
000 6 per cent first mortgage twenty- 
year sinking fund bonds and sold them 
to the underwriters at 95. The same 
may be called for redemption at any in­
terest date at 105 and accrued interest.
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The sinking fund provides that a deposit 
of $150,000 shall be made to the sinking 
fund trustee annually on the 1st of July 
beginning with the year 1929; and it 
is estimated that the said sinking fund 
money will earn 4 per cent per annum 
regularly unless the same may be en­
hanced by the purchase of the com­
pany’s own 6 per cent bonds.
At January 1, 1930 the trustee pur­
chased for investment $50,000 of the 
company’s bonds at 98, and at the end 
of the second year, July 1, 1930, he 
purchased $50,000 additional at par and 
another $50,000 at 101. At the close 
of the third year, June 30, 1931, the 
trustee purchased $200,000 of the bonds 
at 102. At the end of four years, June 
30, 1932, the company called $1,000,000 
of the bonds by lot for redemption at 
105, taking $100,000 of those pur­
chased by the trustee at 102. The trus­
tee immediately repurchased in the open 
market, $100,000 par of the company’s 
bonds at $102.50. All money not in­
vested in the company’s bonds is to be 
kept on deposit in the savings bank at
4 per cent.
Give the journal entries with the nec­
essary figures for the company and for 
the sinking fund trustee for the first 
four years, 1928-1932.
Show also the ledger accounts that 
are required for the transactions in 
question, both for the company and for 
the trustee.
12. You are asked by the proprietor 
of a fairly large downtown restaurant 
and cafe to install a suitable accounting 
system. He wants a system that will 
include the necessary mechanical re­
cording devices to care for their busi­
ness activities and a plan that will pro­
vide for daily reports and monthly 
operating statements. The place is open 
from 7 o’clock A. M. until midnight.
Outline this system according to his 
request and explain the objects and in­
terdependence of the various books, rec­
ords and equipment.
13. The “X ” Chain Store Corporation 
has been formed to acquire the stocks 
of two companies, viz., Company “A ” 
and Company “ B,” the capital stock of 
which companies are to be exchanged 
for “X ” Chain Store Corporation stock. 
The “X ” Company presents the follow­
ing figures to you with the request that 
you advise an equitable basis of ex­
change assuming the stock of the “X ” 
Chain Store Corporation has no par 
value and that 100,000 shares have been 
set aside for the purpose of acquiring 
the stock of said “A ” and “ B” Com­
panies.
Co. “ A .”  Co. “ B.”
Assets.
C u r r e n t .............................  $500,000 $1,000,000
F ixed  (appraised value) 2,000,000 1,000,000 
Goodwill ...........................  1,000,000 1,000,000
Total ....................  3,500,000 3,000,000
Liabilities.
Current .............................  200,000 700,000
L ong T e r m ....................... 1,500,000 700,000
Capital —  A ll Com m on
$100 P ar ....................  800,000 1,300,000
Surplus .............................  1,000,000 300,000
3,500,000 3,000,000
Num ber o f  Stores . . . 200 2 0 0
. .  6,00 0 ,0 0 0 4,000,000
Cost o f  S a l e s .............. . .  4,500,000 3,000,000
Expenses .................... 1 ,00 0 ,0 0 0 800,000
N et P r o f i t ...........  500,000 200,000
State the basis of exchange and the 
various points considered by you in ar­
riving at your conclusion, setting up 
your remarks in the form of a report 
accompanied by your calculations. As­
sume that the past five-year history is 
comparable to the operations given 
above for one year.
14. State what disposition, if any, 
you would make of the following in 
preparing your annual report of audit.
(a) Cumulative preferred dividends 
unpaid for three years.
(b) Endorsed note of a subsidiary 
on which the interest is unpaid for six 
months.
(c) Guaranteed bonds of a subsidi­
ary that are overdue.
(d) Income taxes for back years as­
sessed by the Treasury Department but 
appealed to the Board of Tax Appeals 
for an early hearing.
(e) On the 31st of December 1927, 
the raw material of a company had 
been inventoried at the market for 
$40,000 though it cost $50,000 during 
the year; but before your audit had 
been completed the market value de­
clined to $25,000.
(f) Commitments for new merchan­
dise (not yet received) made at a price 
that was nearly double the market at 
the date of your audit.
(g) Orders received for delivery at 
a good profit three months hence.
(h) Subscriptions of $4,000 to a hos­
pital, to be paid $1,000 each year for 
four years.
(i) A  saw mill that is running only 
60 per cent capacity, with idle time of 
men and machines. Does this fact call 
for any special treatment?
Wednesday, November 7, 1928
2 p. m. to 5 p. m.
15. A large manufacturing company 
in Pennsylvania is engaged in the man­
ufacture of machines of various sizes, 
some for stock and others on special 
orders. Many of the parts are made by 
the company and others purchased. The 
company has engaged you to install a 
suitable accounting system and ade­
quate cost records that will give reliable 
production costs and provide monthly 
statements in fairly prompt time.
List the departments in logical order 
and give a brief outline of the func­
tions and workings of each, and the ac­
counting requirements thereof. Give 
particular attention to the handling of 
material, factory costs and sales.
Finally prepare a chart or some suit­
able exhibit showing the sequence of 
departments and the flow of transac­
tions through these departments.
The answer must cover the procedure 
and accounting records from the time 
the orders are taken until final ship­
ments are completed.
16. The City of Progress has been 
authorized to borrow $2,000,000 on 
ten-year 5 per cent improvement bonds, 
but the officials are undecided as to 
whether they should be “ sinking fund” 
bonds or “serial” bonds. Before any 
decision is made, you are requested to
(a) Advise with illustrations as to 
which plan would be the more econo­
mical to the city. Assume that the 
sinking fund will earn 4 per cent per 
annum.
(1 .0 5 )10 =  1.62889463 
(1. 04)10=  1.48024428
(For convenience you may use deci­
mals only to two places.)
(b) This city has a good credit but 
is fairly high with outstanding obliga­
tions. Explain how you would make 
an audit of the indebtedness and funds 
and what kind of a report you would 
make thereon.
(c) Explain the difference between 
the “ proprietary” and “fund” accounts 
of a municipality and their relation to 
each other.
17. The Trusty Finance Company 
was organized to aid in the financing 
of automobile purchases on the install­
ment plan. Outline the nature of such 
a business and a suitable accounting 
system to take care of its activities, and 
state from what sources the company 
derives its capital and its income.
Describe the successive steps in the 
sales of automobiles on the installment 
payment plan, how the transactions are 
financed and the installments collected, 
and the manner in which the finance 
company operates in connection there­
with. Explain also the disposition to 
be made of the machine and of the con­
tract notes in case of default in pay­
ments. Prepare an Income Statement 
and a Balance Sheet for this finance 
company, supplying your own figures.
18. You are called upon by a com­
pany engaged in the refining of the var­
ious products from crude oil to advise 
the proper method to be followed by it 
in the determination of the cost of pro­
duction. This is desired in order that 
the company shall have proper figures 
at the end of each month to compute 
the cost of products in process of pro­
duction and to determine unit cost 
figures of each commodity produced, 
so that the same may be compared with 
selling prices and also be used as a
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basis for evaluating the inventory of 
finished products. Assume therefore 
that—
(a) The refinery is located in the 
Pennsylvania oil fields.
(b) That the refinery purchases all 
crude oil and accordingly owns no wells, 
and that it owns the pipe lines from the 
various fields to its refinery.
(c) That the products produced in­
clude the three grades of gasoline, two 
of kerosene, one of wax and four of 
the various oils.
State in report form your basis of 
distributing the expenses and the me­
thod of arriving at the cost of raw ma­
terial applicable to each product.
COMMERCIAL LAW  
Thursday, November 8, 1928 
9 a. m. to 1 p. m.
Read and study each question before 
answering it. Avoid repetition in your 
answers. A strict compliance with the 
requirements of the questions will be 
expected.
1. (a) What five fundamental ele­
ments are necessary in all contracts?
(b) Distinguish between guaranty 
and surety.
(c) Name five ways in which a con­
tract may be terminated or discharged.
(d) Distinguish between express and 
implied contracts and give a short ex­
ample of each.
2. (a) What Pennsylvania corpora­
tions doing business in Pennsylvania 
are exempt from Capital Stock Tax? 
To what extent are these corporations 
exempt from said tax?
(b) What is the rate of Capital 
Stock Tax in Pennsylvania? What is 
the rate of corporate loans tax in Penn­
sylvania?
(c) What corporations pay a tax 
upon their gross receipts in Pennsyl­
vania?
(d) What is the distinction between 
corporations of 1st Class and corpora­
tions of 2nd Class?
3. A forges B’s name to a check on
C  Bank. A negotiates the check to D 
who accepts same without any notice 
of forgery. D deposits the check in E 
Bank and receives credit therefor. The 
check is duly presented to C Bank and 
paid. Four months later B has his 
b ook balanced by C Bank and the 
f orgery is discovered. Who stands the 
loss, and why?
4. (a) What are the fundamental 
duties of a Trustee in Bankruptcy?
(b) Name three actions or situations 
which warrant an order of adjudication 
in Bankruptcy.
(c) In what order are various items 
and claims paid in making distribution 
in Bankruptcy?
(c) In what order are various items 
and claims paid in making distribution 
in Bankruptcy?
(d) What creditors can vote in the 
selection of a Trustee in Bankruptcy?
5. A, an individual, desires to bor­
row money from B Bank. B Bank de­
mands an endorser for additional se­
curity and suggests that A secure the 
name of C, a corporation, as such. A 
thereupon requests C, a corporation, to 
endorse the note as a favor to him. C, 
a corporation, does so. A fails to pay. 
Can B hold C? Why?
6. A  gives B a general power of at­
torney under which B has been con­
ducting business and running a Bank 
account with C Bank, as Attorney in 
Fact for A. A dies. Subsequent to A ’s 
death, B writes and presents a check to 
C Bank for payment to him as Attorney 
in Fact for A. W ill the check be hon­
ored? Why?
7. (a) In what three ways can the 
relationship of Principal and Agent be 
created?
(b) What constitutes adverse in­
terest on the part of the agent?
(c) How should an agent sign legal 
papers for his principal?
(d) What character of authority 
must an attorney-in-fact have to con­
vey the real estate of his principal?
8. A died testate on January 1, 1928, 
leaving to survive him his widow B and 
three sons, C, D, and E, and a brother
F. By his last will and testament dated 
December 15, 1927 A devised his in­
terest in his home, the title to which 
was in the names of A and B, his wife, 
to his three sons, C, D, and E. A was 
possessed of personal property to the 
value of $50,000. He devised to his 
wife the sum of $2,000, to a Hospital, 
X, the sum of $4,000 and to his Church, 
Y, the sum of $4,000.
The residue of his estate he disposed 
of as follows: To his brother F and to 
his sons C, D and E share and share 
alike. His wife B, was dissatisfied with 
the will and elected to take against it. 
The executor administered the estate 
strictly according to law, and paid the 
inheritance tax within three months of 
death. The expenses of administration 
and debts were $3,000.
Make distribution of the above es­
tate, giving the amount in dollars that 
each is entitled to without comment:
(Note. In questions (c) and (d) 









State of Penn’a. for inheritance 
taxes.
(b) To whom does the real estate go?
(c) If A  had died intestate what frac­
tional part of the estate would each B, 
C, D, E, and F, have inherited?
(d) Supposing A  had died intestate, 
leaving no children but his wife, B, and 
brother F. What would each have re­
ceived in dollars?
9. Answer the following legal prob­
lems “ Yes” or “No” without comment:
Assuming that the title to their home 
is in the names of A  and B, his wife, 
and that A  has no other assets.
(a) A  wishes to invest $1,000 in the 
stock market, he gives his note for the 
amount to the bank. Can the bank col­
lect?
(b) If the bank required B, the wife, 
to join with A  in signing the note is 
the note collectible?
(c) If the bank requires A and B, 
his wife, to execute and deliver to it a 
mortgage for the amount is the mort­
gage collectible?
(d) A wishes to put a new roof on 
the home and promises to pay the con­
tractor $300.00 for it. Can the con­
tractor collect?
(e) If A  buys an interest in a coun­
try club, and golf course, and promises 
to pay for the same but neglects to do 
so, can the club collect?
10. Answer the following legal prob­
lems “Yes” or “No” without comment:
(a) A has title to his home, in his 
own name. He mortgages the same to 
invest in stocks, believing that he will 
make a good profit. His wife B, objects 
to the transaction and attempts to block 
the deal. Can she prevent it?
(b) Same condition as to title. A 
and his wife B, are not getting along 
harmoniously. A, in order to force B 
to withdraw from his home executes a 
mortgage to his friend, C, for $10,000 
but C actually loans A only $2,000, and 
upon the mortgage coming due C en­
ters foreclosure proceedings and B, the 
wife, learning the facts, desires to ob­
ject. Can she stop the same?
(c) A  sells his automobile to B for 
$1,000 and represents it to be in first 
class condition. The automobile was in 
bad condition and not worth more than 
$500.00. B gives A his promissory note 
for the $1,000 payable in thirty days. 
A immediately sells the note to C and 
endorsed it over for a valuable consid­
eration. Can B defend against C?
(d) Same problem. If the promis­
sory note were a judgment note under 
seal with warrant of attorney authoriz­
ing immediate confession of judgment, 
can B defend against C?
(e) If C were present at the time the 
sale was made and knew of the misrep­
resentations made by A to B, can B de­
fend against C?
(f) A, who was engaged in the mer­
cantile business became involved and 
took $10,000 out of his business, and in­
vested it in real estate, taking the title 
thereto in the name of his friend, B, and
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left his creditors without sufficient as­
sets from which to recover their claims. 
A ’s creditors learned of this real estate 
transaction. Can the real estate be 
taken by the creditors under execution 
for their claims?
(g) Same problem. The creditors 
did not learn of the real estate transac­
tion until after their claims were all 
barred by the Statute of Limitations. 
B refused to reconvey the real estate 
to A. Has A any recourse to recover his 
property?
(h) Same problem. If A  had in­
vested in the real estate, taking title in 
the name of B for the reason that he 
did not wish the public to know that he 
purchased the real estate, and leaving 
plenty of assets to pay all his creditors, 
on B’s refusal to reconvey to A, can A 
recover the real estate?
(i) A, merchant, sells to B, a laborer, 
seventeen years old, a suit of working 
clothes. B has plenty of money but re­
fuses to pay the store bill, setting up 
as a defense his minority. Can A col­
lect?
(j) B, who is twenty years old buys 
an automobile from A and agrees to pay 
cash for same when he is twenty-one 
years old. On arriving at age he does 
not pay but when he becomes twenty- 
two years old he repudiates the transac­
tion, returns the automobile and re­
fuses to pay, setting up as a defense his 
minority at the time the contract was 
made. Can A collect?
EDUCATIONAL ADVANTAGES 
IN PUBLIC PRACTICE
(C on tin u ed  fro m  p a g e  362)
and said in the world and thus of the 
human spirit.”
An impression which should be re­
moved from the student mind is that 
accountancy is an exact science. Ac­
countancy is not, by any stretch of the 
imagination, an exact science. The dif­
ferences of opinion among recognized 
authorities and the fact that at least one 
of the leaders in the profession has on 
several occasions seen fit to change his 
mind on fundamental principles, is proof 
conclusive that accountancy cannot be 
put in the category of an exact science. 
It is true, as has been previously pointed 
out by a writer on the subject, that 
“ there has been an inclination on the 
part of many accountants to classify 
their profession as an exact science, but 
the truth of the matter is widely other­
wise.”  He continues, “ Bookkeeping is  
in a large measure exact. Certain fun­
damental rules may be applied to all 
cases and the records must conform in­
variably to recognized laws; but one of 
the basic differences between bookkeep­
ing and accounting is found here. The 
accountant reviewing the work of the
bookkeeper and analyzing the facts 
which are recorded in the accounts, 
must express his opinion and thus his 
labors fall in the category of specula­
tion. Furthermore, if accounting were 
an exact science, it would not be a pro­
fession, for a profession is a vocation 
in which the application of personal 
opinion and individual recommendation 
is involved. That accounting is a pro­
fession is shown by the factors that 
make for success, such as experience, 
judgement, and the like, while the evi­
dence against its being an exact science 
is found in the nature of the matters to 
which it relates. A balance sheet, for 
instance, deals with inventories, ac­
counts receivable, provision for main­
tenance, depreciation and various other 
matters which cannot be determined 
with precision. Look for a moment at 
the phrase commonly found in audit 
certificates, ‘in our opinion.’ This could 
not properly be applied if a balance sheet 
were an exact statement of fact. It is, 
however, appropriate because a balance 
sheet at best is an approximation and 
the result of the application of human 
judgment. This is a large subject which 
cannot be comprehensively discussed, 
but, in view of the vast importance of 
the proper classification of professional 
accountancy in the realm of speculative 
rather than exact science, we invite the 
opinions of readers who may have some­
thing to say upon the matter.”
Students of accountancy should also 
be informed that there is a marked dis­
tinction between public and private 
practice. In private practice, an ac­
countant is in the employ of a single 
enterprise, and in that capacity his ob­
ligations are toward the employer and 
not toward the public and the profes­
sion. On the other hand, the public 
practitioner has certain definite duties 
to perform toward the public, his clients, 
his profession and his fellow practition­
ers. To the public the professional ac­
countant is duty-bound to present “the 
truth, the whole truth and nothing but 
the truth,”  regardless of whom may 
pay the cost for his work. To his clients, 
the accountant must not only reveal the 
facts, but must, in the modern concep­
tion of accountancy, interpret the facts. 
The public accountant’s obligations to 
his profession are many. His practice 
should be so conducted that it will re­
flect credit to the profession and should 
not be conducted along lines that are 
solely selfish and mercenary. Toward 
his fellow practitioners the accountant 
ought to have a sense of duty that will 
preclude his encroachment upon the 
clients of his brethren, and, as well, do 
nothing by word or deed to injure the 
reputation or standing of a fellow prac­
titioner.
It is the function of accountancy 
schools to educate their students with
regard to the nature and classes of en­
gagements undertaken by professional 
accountants.
Detailed audits, balance sheet audits, 
analytical examinations, limited exami­
nations, investigations, tax engagements, 
system engagements, and so on, are fre­
quently flared before the student mind 
as constituting the work of public ac­
countants without proper explanation of 
each class of engagement. The result is 
that students become confused and very 
much distracted concerning the real na­
ture of professional accountancy. It is 
important for them to know that no 
single course of study in accountancy 
will produce an accountant well versed 
in the ramifications of the profession. 
Therefore, it is exceedingly important for 
instructors to impress upon the minds 
of students that considerable collateral 
reading is necessary for a proper train­
ing in accountancy. As with other pro­
fessions, there is no such thing as com­
pleting the study of accountancy, if one 
is to become scholarly in the field. Stu­
dents should be impressed with this im­
portant fact. Accountancy, by its very 
nature, demands a continuity of studi­
ous application, and the accountant who 
fails to recognize this principle will not 
become, or long survive as, a leader in 
the profession.
There are many other-aspects of pro­
fessional training which could be 
dwelled upon, but, owing to the limita­
tions of time, it is impossible to do so. 
In passing, the question of ethics is one 
that is very lightly if ever touched upon 
in our universities, although it should 
receive an important consideration in 
the early stages of a student’s educa­
tion. The problem of unprofessional 
conduct prevalent today would thereby 
be attacked at the source, and there is 
every reason to believe that a lessen­
ing of their evil influence would ensue.
In conclusion, I would like to sum­
marize the advantages that, in my opin­
ion, would follow from the proper co­
operation between public accountants 
and schools of accountancy and the 
proper instruction in what is expected 
of accountancy students in the practical 
field, as well as the nature of the work 
that must be undertaken in preparation 
therefor:
First: There would result a higher 
type of professional service to clients, 
and this would
Secondly: Result in greater recogni­
tion of accountancy as a learned pro­
fession, and
Thirdly: The profession would there­
by earn and receive the confidence of the 
public as to character, trustworthiness, 
capability and resourcefulness.
Fourthly: This would logically and 
surely result in remuneration commen­
surate with the ability and dignity of 
the profession’s personnel.
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Fifthly: The net result would be a 
signal to the unfitted that it is to their 
best interest to remain out of the pro­
fession, with a consequent upward trend 
toward excellence in the personnel com­
posing the profession.
MECHANICAL ACCOUNTING 
AIDS IN GENERAL BUSI­
NESS ORGANIZATION
(Continued from  page 365)
nate “red tape” ; because, in the words 
of Mr. T. J. Watson, President of the 
International Business Machines Cor­
poration: “Red tape means RED fig­
ures.”
Therefore, should we not give fully 
as much thought to how our systems 
are to be operated, to make sure of eli­
minating red tape? Thus, we can be 
sure that our clients will derive from 
our service not only good workable sys­
tems, but also the lowest operating 
costs— which are possible only with the 
latest business short cuts. When our 
results match this ideal objective, we 
can indeed say with truth, as well as 
with pride, that we are Organization 
Engineers— all around Business Spe­
cialists !
DISCUSSION
CHARLES HECHT, C. P. A., New York 
City:
My discussion of Mr. Morse’s paper, 
“ Mechanical Accounting Aids in Gen­
eral Business Organizations,” is not 
confined to the question of accounting 
aids, for so restricted, their field of use­
fulness is limited. I prefer to consider 
the question in its larger and broader 
aspect, that is, mechanical equipment as 
an aid to business control. This larger 
view takes into account all phases of 
business administration. In the final 
analysis, the client has a right to de­
mand and to expect from his Account­
ant factors relating to the control of 
his business, and the accountant who 
does not render such service is not pre­
pared, in the professional sense, to be 
the accountant.
The ever-increasing demands and 
complexities of business and the ever- 
increasing supply of i m p r o p e r l y  
schooled and untrained employees to 
assist in the administration of business 
make the need for proper mechanical 
aids one of prime importance. Only re­
cently a cum laude graduate of one of 
our commercial universities became in­
dignant because he was discharged for 
not knowing how to add a column of 
figures correctly. His excuse was that 
he did not have to know how to add be­
cause in the university they used only 
adding machines.
We are all familiar with adding ma­
chines, calculating machines, and book­
keeping machines. In most organizations 
one will find at least one of the types 
mentioned. When it comes to the ques­
tion of deciding upon the) purchase of 
mechanical equipment the prospective 
purchaser buys because he thinks he 
has a specific use for that type of equip­
ment, because some of his business 
friends use such a machine, or because 
the salesman is able to convince him 
that he needs it.
Most equipment companies claim to 
have specialists for the purpose of ad­
vising prospective purchasers as to the 
specific uses to which their particular 
equipment can be applied. This is per­
haps the most seductive method of 
salesmanship which can be employed 
and is the reason for the failure of 
most mechanical equipment to function 
properly. The type and kind of equip­
ment which should be purchased depend 
entirely upon the size and nature of the 
business, and none should be purchased 
unless and until a complete survey of 
the business organization has been un­
dertaken and the needs definitely deter­
mined.
In a recent survey so made, it was 
found that the company in question 
possessed addressographs, billing ma­
chines, adding machines, calculating 
machines and dictaphones. It employed 
104 people in clerical work. Of this 
number about 15 per cent were in the 
payroll department, 6 per cent in the 
statistical department, 10 per cent in 
the receiving and shipping departments,
8 per cent in the inventory depart­
ments, 9 per cent in the stenographic 
department, and 52 per cent in the ad­
ministration department. A very careful 
study of the needs of the business and 
the duties of the employees disclosed 
that, with an expenditure of a few 
thousand dollars for mechanical equip­
ment, a reduction of 3 6 per cent in staff 
was possible.
The business control was planned and 
built around 5 units, the addresso­
graphs, the billing machines, the dicta­
phones, and the addition of bookkeep­
ing and tabulating equipment. These 
were not purchased because of the abil­
ity of the respective salesmen to sell 
their goods. It was not necessary to 
purchase billing machines, as they had 
been bought long before but soon dis­
carded. The function which each piece 
of equipment was to perform was deter­
mined in advance. The plans were as 
carefully prepared as would be those 
of an architect in designing a building. 
The equipment was so coordinated and 
co-related that every department was 
able to accelerate its work and infor­
mation was supplied more rapidly, more 
efficiently, and more accurately than 
theretofore.
The addressograph equipment, which 
had formerly been used to print lists of 
prospects, was added to and is now used 
to imprint the name of the customer on 
his order, his invoice, his remittance 
slip, his ledger card, and his statement, 
and because of a split device gives the 
information necessary to permit the 
tabulating department to furnish sales 
statistics in such a manner as to aid 
the sales department in developing busi­
ness. Because of such an arrangement 
the billing typists are concerned only 
with typing the articles shipped. The 
coding of the information on the in­
voice enables the tabulating depart­
ment to prepare daily salesmen’s com­
mission statements, keep inventory con­
trol of raw materials, work in process 
and finished stock in over 160 individ­
ual items, and permits the analysis of 
customers’ purchases by type of mer­
chandise, by quantity, segregated as to 
states and town population.
The bookkeeping department, where 
formerly nine bookkeepers were em­
ployed, now does the work with two, 
each handling a maximum of 700 post­
ings per day. The dictaphone equip­
ment was arranged to permit its con­
stant use each day, reducing the num­
ber of stenographers and increasing the 
number of typists, with a net increase 
in the mail matter handled. Such a 
simple thing as the folding of letters 
and circulars was reduced to  a mini­
mum by use of the mechanical letter- 
folding machine.
The bookkeeping unit was selected so 
that it would coordinate with the other 
mechanical equipment, and where for­
merly trial balances covering 6,000 ac­
counts were available 20 days after the 
close of the month, they are now avail­
able on the day succeeding the close of 
the month.
It was remarkable to find that some 
equipment companies did not realize the 
potentialities of their equipment and it 
was still more remarkable to find that 
accountants who should be expected to 
know the uses to which equipment can 
be put have given so little time to this 
part of their work.
Equipment companies are only too 
happy to cooperate with accountants, 
and to supply them with all of the in­
formation which they have regarding 
their particular equipment. If the ac­
countant is to be, in addition to an 
auditor, an accountant, it is his duty to 
familiarize himself with the different 
types of equipment, the purposes to 
which they can be put, and to aid in 
business control by the installation of 
such equipment, to the end that the 
tremendous overhead may be reduced, 
more efficient results obtained, and the 
plane upon which the accountant stands 
raised to a higher level.
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STATE SOCIETY NEWS
CALIFORNIA
The regular monthly supper meeting 
of the Fresno Association of Certified 
Public Accountants was held Thursday 
evening, November 8, 1928, at the Hotel 
Californian. An interesting paper on 
the subject of “ Inventory Valuation” 
was presented by Arthur M. Flynn, C. 
P. A., followed by a general discussion 
by the members.
The annual election of officers re­
sulted in the reelection of C. Edwin 
Oyster, President, and George W . Sims, 
Secretary-Treasurer. The executive 
committee for the ensuing year will con­
sist of the above officers and C. E. 
Bradford.
A  meeting of the San Francisco Chap­
ter of the California State Society of 
Certified Public Accountants was held 
at the Engineers Club on Monday even­
ing, November 14, 1928, at 6.30. “ The 
Accounts of Stockbrokers” was the sub­
ject chosen for consideration and James
F. Smyth led in the discussion.
A  special meeting of the California 
State Society of Certified Public Ac­
countants was called for the same place 
at the same time for the purpose of pre­
senting the John F. Forbes Medal to 
Preston Leslie Shobe, who received the 
highest grading of the 263 candidates 
taking the examinations of November,
1927, and May, 1928. The presenta­
tion address was delivered by William 
Dolge and was as follows:
“ A year or more ago in expressing 
our appreciation for the unselfish devo­
tion to the profession of our friend and 
colleague, John Franklin Forbes, we 
honored him and ourselves by institut­
ing the John F. Forbes Medal. It is my 
pleasant duty this evening to make the 
first formal presentation of the Forbes 
Medal and it is therefore altogether fit­
ting to consider briefly the significance 
of this symbol. For the Forbes Medal 
is a symbol. Its intrinsic worth is 
nominal, its practical value negligible. 
It is a material evidence of the value 
we of the accounting profession attach 
to the imponderables, the intangibles, the 
ideals, the moral and spiritual qualities 
of our life work. It is material evi­
dence that we look upon the practice 
of accountancy as a profession and not 
as a business or a trade. W e have 
traveled far to arrive at this goal, which 
indeed is only a mile-stone in the prog­
ress and development of our great pro­
fession.
“Were we tradesmen, the award for 
the best examination paper would fit­
tingly be the money value of the medal. 
"Were we business men, competing with 
one another, striving to hinder or crip­
ple our competitors, striving to gain ad­
vantage over them, by fair means if 
possible, by foul means if necessary, 
the C. P. A. examination would better 
be abandoned. The C. P. A. examina­
tion is not a competition. It is not an 
elimination contest, nor indeed a con­
test of any kind. It is the gateway to the 
profession of accountancy—a testing of 
the candidates’ qualifications for the 
profession— open to every citizen of 
good moral character. The success of 
one does not defeat or hinder another.
“Open to every citizen of good moral 
character, open to every one that plays 
fair, who is honest, honorable in his 
dealings with others. Closed to liars, 
frauds and cheats, closed to those who 
have prostituted their talents as ac­
countants by falsifying records, by em­
bezzlement, by preparing false state­
ments, as it should be closed to those 
who have no understanding of the 
ethics of the profession.
“Not that the liar, the fraud and the 
cheat can not come through the gate. 
Some can and do come in, together with 
those of highest ideals, but somehow 
they find, some sooner, some later, that 
the prostitution of their talents does not 
bring the material rewards they hoped 
for. For the rock upon which our pro­
fession is built, the foundation upon 
which the livelihood of everyone of us 
rests, is the confidence of the client in 
our honor, integrity and ability. There 
are probably as many grades of ac­
counting ability as there are Certified 
Public Accountants in California. Some 
one is the ablest C. P. A. and some one 
is the least able, and the rest of us are 
somewhere in between. But if we are 
honorable and of unimpeachable integ­
rity we can and will render the client 
the honest service to which he is en­
titled and will frankly admit our tech­
nical inability to serve, calling upon our 
abler colleagues for assistance when 
that becomes necessary.
“ Now, this rock of honor, integrity 
and ability is sometimes undermined 
by those who come in the gateway by 
mistake, by those who think account­
ancy is a trade or business. They have 
the competitive idea, the impersonal 
service idea, the ‘charge-all-the-traffic- 
will-bear’ idea of our work. They are 
in favor of closing the profession, clos­
ing the gateway, making it harder to 
get in, establishing a monopoly of ac­
counting service, and it follows that 
they see no wrong in offering their 
services to your clients for less than 
you charge, see no wrong in offering 
more dollars in compensation than you 
are paying to the staff you are educat­
ing and training. These are our un­
ethical colleagues, sincere enough per­
haps, but none the less mistakenly un­
dermining the very foundation of our 
profession and of their own material 
progress, because client and staff ob­
tained in this manner ‘don’t stay 
bought.’ They who live by the sword 
shall die by the sword.
“I know of no way of enforcing ethical 
conduct. I do know the force of good 
example. Our beloved Dr. Hatfield set 
a high example many years ago in his 
scholarly ‘Modern Accounting’ and thus 
influenced the great flood of accounting 
literature which followed that epoch- 
making treatise. The high ideals of 
professional ethics and etiquette of 
George Webster, our first president, of 
Norman McLaren, and Percy Goode, his 
partner, of Lester Herrick, of A. W . 
Wenzelburger, of C. P. Carruthers, of 
John F. Forbes, of John R. Ruckstell have 
given the profession of accountancy in 
California its present high standing, 
have made the ‘C. P. A .’ certificate, have 
made the Forbes medal possible.
“Preston Leslie Shobe, stand up. In 
the name of the California State So­
ciety of C. P. A .’s I have the honor to 
confer upon you the John F. Forbes 
Medal for the distinguished merit of 
presenting the best C. P. A. paper dur­
ing the year 1927-1928. With this 
medal accept also our good wishes. We  
know that you cherish the traditions of 
the profession, as we know that you and 
your colleagues will aid in building 
firmer and deeper the foundations on 
which our profession rests— profes­
sional ethics of the highest type.”
Following this address remarks were 
made by Henry Rand Hatfield, Dean of 
the College of Commerce, University of 
California, and John R. Ruckstell, the 
holder of California C. P. A. certificate 
No. 41, issued in 1902.
COLORADO 
At the annual meeting of the Colo­
rado Society of Certified Public Ac­
countants held in September, the fol­
lowing officers were elected: President, 
L. E. Williams; Vice-President, Chas. 
Kentor; Secretary, F. D. Peel; Treas­
urer, Matthew Fox; Directors: L. C. 
Linck, W . J. Thompson, W . M. Trant, 
Chas. Kentor, T. S. Underwood, H. W . 
Nelson, F. D. Peel and F. C. Hendee.
ILLINOIS 
The Illinois Society of Certified Pub­
lic Accountants celebrated the quarter 
centennial of its organization with a 
dinner in the Gold Room of the Con­
gress Hotel, Chicago, on Tuesday eve­
ning, November 13. While the menu 
was being served, the Whitney Trio of 
Radio Station WMAQ furnished de­
lightful music on the piano, violin and 
cello. Following the dinner Ancell Chris­
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tensen, a professional entertainer, oc­
cupied half an hour with stories and 
song.
At each plate there was placed a 
Year Book of the Society, commemorat­
ing its Silver Anniversary. Following 
the table of Contents appeared the of­
ficers and Advisory Committee together 
with a complete list of membership of 
the committees of the Society. The of­
ficers are: President, David Himmel­
.blau; Vice-President, J. H. Gilby; Sec­
retary-Treasurer, Homer L. Miller; Di­
rectors, J. Fred Lynn, Paul W . Pinker­
ton, Clyde H. Hunter and C. Kier Davis; 
Auditors, R. M. Morrison and Charles
F. McGarry. The Advisory Committee 
automatically includes the five junior 
past presidents. The working commit­
tees of the Society are on: By-Laws, 
Education, Investigation and Com­
plaints, Nominations, Legislation, Meet­
ings, Membership, Natural Business 
Year, Classification of Membership, and 
Administration of Public Accountancy 
Law.
A list of the presidents, vice-presi­
dents and secretary-treasurers for the 
twenty-five years was followed by the 
annual report of the retiring President, 
Lewis Ashman. A table giving member­
ship statistics, showed the growth from 
the seven charter members in 1903, to 
a membership of 440 as of August 31, 
1928, the close of the last fiscal year. 
An alphabetically arranged list of mem­
bers followed showing dates of admis­
sion to the Society, State granting C. P. 
A. certificate, name of firm with which 
connected, and both street address and 
telephone number. This was followed 
by a list of those who, since 1911, had 
been awarded prizes offered by the So­
ciety for high standards of scholarship 
in accounting education, medals having 
been awarded beginning with the May, 
1914, examination. The Constitution 
and By-Laws of the Society were fol­
lowed by a copy of the Illinois C. P. A. 
law passed in 1903, and the Illinois 
Public Accountant law passed in 1927. 
The last of the forty-eight pages com­
prising the Year Book contained state­
ments with reference to The American 
Institute of Accountants, The American 
Society of Certified Public Accountants, 
and the National Association of Cost 
Accountants.
The program for the evening, under 
the direction of President Himmelblau, 
naturally divided itself into two parts. 
In the first section addresses were given 
by Edward E. Gore and Ernest Reckitt, 
concerning Public Accounting as it was 
in 1913. George W . Rossetter spoke on 
Public Accounting as it is in 1928, and 
George E. Frazer discussed Public Ac­
counting as it will be in 1953. The 
second part of the program included the
introduction of and short responses by 
a majority of the former Presidents of 
the Illinois Society. In order they were: 
Edward E. Gore, 1906-7; W . H. Rob­
erts, 1909-10; Ernest Reckitt, 1910-11; 
R. O. Berger, 1914-15; Harold Bening­
ton, 1915-16; Albert T. Bacon, 1916- 
17; F. R. Roberts, 1917-18; C. R. Whit­
worth, 1920-21; George W . Rossetter, 
1921-22; F. B. Andrews, 1922-23, who 
enjoys the unique distinction of having 
been the only individual elected to a 
second term which he filled in 1925-26; 
W . M. LeClear, 1923-24; George E. 
Frazer, 1924-25; Lewis Ashman, 1927- 
28.
Following these remarks President 
Himmelblau introduced the new mem­
bers of the Society, elected since the an­
nual meeting, and the Secretary of The 
American Society of Certified Public Ac­
countants, who presented felicitations 
on the exceptional program of the eve­
ning and announced that arrangements 
had been made for a stenographic re­
port of the same to appear in a future 
issue of THE CERTIFIED PUBLIC AC­
COUNTANT and that a copy of the 
same would be sent to every certified 
public accountant and public accountant 
in Illinois as a reminder of the his­
torical occasion.
INDIANA
At the meeting of the Indiana Asso­
ciation of Certified Public Accountants, 
held on Saturday evening, November
10, 1928, Lt. Col. Edmund Bullis, of 
Washington, D. C., spoke on the sub­
ject of “The Romance of the Calendar,” 
under the auspices of the National Com­
mittee on Calendar Simplification. 
Charles B. Couchman, C. P. A., of Kan­
sas City, Missouri, also delivered an ad­
dress.
IOWA
On invitation of The Iowa Society of 
Certified Public Accountants the Secre­
tary attended two meetings at Des 
Moines, Iowa, on Monday, November 12, 
1928.
At noon he lunched with the certified 
men and discussed somewhat in detail 
problems of organization. In the eve­
ning, following a dinner at which about 
forty certified public accountants and 
public accountants were present, he out­
lined accounting legislation as it had 
been secured in this country. The pub­
lic accountants of Iowa have an organi­
zation and in talks had with many, he 
found that in most cases they were 
looking at the problem from the pro­
fessional standpoint and were not in­
clined to place personal ambitions above 
the public welfare.
The Iowa Society of Certified Public 
Accountants has issued a six-page folder
entitled “ Accountancy Service— A man­
ual for practitioners their clients, and 
interested third parties.” Definitions 
are given for Audits, Detailed and/or 
Continuous Audits, Balance Sheet Aud­
its, Investigations, Preparation of Ac­
counts, Income Tax Work, Constructive 
Accounting, B u s i n e s s  Forecasting, 
Bookkeeping and Accounting, and Mis­
cellaneous. A  list of holders of Iowa 
C. P. A. certificates practicing or resid­
ing in the State is given and the book­
let concludes with the following state­
ment: “ Members of The Iowa Society 
of Certified Public Accountants endorse 
the Rules of Professional Conduct 
adopted by both the American Institute 
of Accountants and The American So­
ciety of Certified Public Accountants, 
which are just as rigid as the codes of 
ethics approved by architects, attorneys, 
doctors and other professional men. 
Therefore reputable firms of Certified 
Public Accountants do not peddle their 
services from door to door, and any 
member of the Iowa Society guilty of 
this, or other unethical conduct, is 
liable to expulsion.”
LOUISIANA
At the adjourned annual meeting of 
the Society of Louisiana Certified Pub­
lic Accountants, held on November 8, 
1928, the following officers were 
elected: Chas. L. Seemann, President; L.
E. Schenck, Vice-President; George A.  
Treadwell, Secretary; John F. Hart­
mann, Treasurer. The remaining mem­
bers of the Executive Board are: 
Lanaux Rareshide, R. C. Lloyd and 
Darby Sere.
MASSACHUSETTS
The Massachusetts Society of Certi­
fied Public Accountants held its first 
annual dinner for the successful candi­
dates at the May, 1928, examination 
for the C. P. A. certificate, at the Parker 
House, Boston, on Monday evening, Oc­
tober 22, 1928. Several members of the 
accounting staff of the Harvard Grad­
uate School of Business Administration 
were also guests of the evening.
Percival F. Brundage, Chairman of 
the Committee on Education, presented 
the Massachusetts Society Gold Medal 
to Karl W . Baker, the successful candi­
date who received the highest rating in 
the examination. D. B. Lewis, member 
of the Board of Registration, spoke to 
the new men on their responsibilities as 
holders of a Certificate.
Professor William Morse Cole of the 
Harvard Graduate School of Business 
Administration, gave a very scholarly 
and inspiring talk on “Some of the De­
lights of Accounting.”
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The Massachusetts Society is trying out 
this year the idea of issuing a News Bul­
letin. The one for November 7, was four 
pages, covering an account of the meet­
ing and items relating to work accom­
plished.
MICHIGAN
At the annual meeting of the Mich­
igan Association of Certified Public Ac­
countants, held in Detroit on October 4,
1928, the following officers were 
elected: President, Wm . H. Van Tifflin; 
Vice-President, C. E. Neff; Secretary, 
Crescent A. Parker; Assistant Secre­
tary, J. Lee Boothe; Treasurer, Ludvig 
C. Nielsen; Directors, E. Elmer Staub 
and C. E. Mounteer.
Thursday evening, November 27th, 
Fred A. Tilton, representing the Michigan 
Association, spoke over WJR, Detroit, in 
the Union Trust Company radio series on 
“What Can a Public Accountant Do for 
You?”
MISSOURI
The monthly meeting of the St. Louis 
Chapter of the Missouri Society of Cer­
tified Public Accountants was held at 
the Mayfair Hotel on November 15,
1928, with approximately seventy mem­
bers and guests present.
The principal feature of the program 
was an address by J. P. Friedman, C. P.
A., of New York City, on the subject of 
“ The Retail Method of Inventories.” Mr. 
Friedman explained this plan of mer­
chandise control in a thorough and com­
prehensive manner. At the conclusion 
of his address Mr. Friedman elaborated 
on some phases of the subject when 
answering questions put by a number 
of the members present.
NEW  JERSEY
The fourth annual day and evening 
conference of the Society of Certified 
Public Accountants of the State of New 
Jersey was held Wednesday, November
21, at the Elks Home, 1048 Broad 
Street, Newark, N. J.
The conclave was divided into three 
sections, the first being held at 2.30 
p. m. Hon. James H. McNish, Deputy 
Commissioner, State of New Jersey, De­
partment of Banking and Insurance, 
Bureau of Building and Loan Associa­
tions, spoke at great length on “ Secur­
ity Before Maturity —  How Best 
Achieved.” Following this a general 
discussion was led by James F. Hughes, 
C. P. A., as to verification of assets of
B. & L. Associations, Julius Flink, C. P.
A., as to verification of liabilities, and 
Abraham H. Puder, C. P. A., as to ac­
countants reports showing results of B. 
& L. Associations.
The next session began at 4.05 p. m. 
and was devoted to the discussion of 
Preparing and Interpreting Accountants 
Reports. William H. Bell, C. P. A., pre­
sented the view of the accountant and 
following his discourse, Mr. Spencer S. 
Marsh, Vice-President of the National 
Newark and Essex Banking Company, 
presented the view of the banker 
towards the accountant’s report.
The evening session was convened 
with a dinner which was served at 7.00 
p. m. There were approximately two 
hundred members and guests at the din­
ner.
In the absence of the President, 
Maurice E. Peloubet, C. P. A., Henry B. 
Fernald, C. P. A., first vice-president, 
presided and introduced to the members 
of the Society and their guests the past 
and present officers of the Society.
The first speaker introduced was 
Percy S. Young, Vice-President of the 
Public Service Corporation of New Jer­
sey. In his speech, he paid a high com­
pliment to accountants. He stated that 
if he were asked to advise the business 
man of today who still fights shy of the 
public accountant, he would say: "Take 
the accountant into your confidence and 
let him know your difficult problems.” 
He further stated that he did not know 
of any one who could be of greater as­
sistance to him.
The next speaker was D. Frederick 
Burnett, Professor of Law, New York 
University and also Counsel of the Joint 
Legislative Commission investigating 
the Department of Bankng and Insur­
ance of the State of New Jersey. Mr. 
Burnett spoke on corporations and de­
clared that they had become entirely 
different today from the undivided en­
tities they once were supposed to be. 
He also declared that public account­
ants can aid in ending the evil of stock 
frauds by preventing their names from 
being used on public announcements 
unless the accountant is fully conver­
sant with the entire corporate structure 
so as to eliminate any possibility of 
fraud.
Words of Greeting were also given 
by Frederick H. Hurdman, President of 
the American Institute of Accountants 
and P. W . R. Glover, C. P. A., Presi­
dent of The New York State Society of 
Certified Public Accountants.
The Society has just issued its Year 
Book for 1928, the first part o f  which 
is given over to a list of members, 
alphabetically arranged, indicating the 
concerns with which associated and the 
address. This is followed by the offi­
cers, which for the present year are: 
President, Maurice E. Peloubet; First 
Vice-President, Henry B. Fernald; Sec­
ond Vice-President, Philip S. Suffern; 
Secretary, Julius E. Flink; Treasurer, 
Morris J. Hoenig; Trustees: Russell A.
Pearce, Fred L. Main, Maurice E. Pelou­
bet, Andrew M. Hauser, Henry B. Fer­
nald, Philip S. Suffern, Morris J. Hoe­
nig, Julius E. Flink and James F. 
Hughes for one year and John A. Con­
lin, William C. Heaton and James J. 
Hastings for two years. Auditors: 
Frederick D. Kircher and Charles K. 
Etherington.
The Society maintains the following 
S t a n d i n g  Committees: Legislation, 
Ethics, Membership and Public Rela­
tions and Special Committees on Lec­
tures and Entertainment, Inter-State 
Relations with Other Accounting Or­
ganizations, Year Book and Interna­
tional Congress on Accounting.
The first page is given to a list of 
past officers, including presidents, vice- 
presidents, secretaries and treasurers 
since 1898. The President’s report oc­
cupies five pages and is followed by the 
reports of the Secretary, Treasurer and 
Legislation Committee. The Constitu­
tion and By-Laws, the rules of the New 
Jersey State Board of Public Account­
ants and the law regulating the prac­
tice of the profession of public account­
ants precede a history of the organiza­
tion, prepared by Leonard H. Conant, 
and a statement of its growth from six 
members in 1898 to 244 in 1928. The 
Year Book closes with a listing of the 
deceased members and a tribute to 
Frank G. DuBois, of whom it is said, 
“He may truly be called the Father of 
accountancy in New Jersey.”
OKLAHOMA
The annual meeting of the Oklahoma 
Society of Certified Public Accountants 
was held at Oklahoma City on Novem­
ber 2, 1928, and over forty members 
were present.
The largest portion of time was de­
voted to a discussion of contemplated 
legislation. Members from out of the 
city were entertained by the Oklahoma 
City Chapter at dinner following which 
Dean Arthur B. Adams, of the School 
of Business of the University of Okla­
homa, gave a very interesting address 
on “The Relations of the Faculty of the 
School of Business to the Practicing 
Public Accountants.” The election of 
officers resulted in the choice of William  
T. Nicholson, Jr., of Tulsa, President; 
the Chairmen of the Chapters at Tulsa 
and Oklahoma City, Vice-Presidents; 
Ross T. Warner, of Tulsa, Secretary; M. 
C. Fox, of Oklahoma City, Treasurer; 
Elected Trustees, Burney Clack, of 
Tulsa; Tom F. Carey, of Oklahoma City, 
and Dwight Williams, of Okmulgee.
OREGON
The regular monthly meeting of the 
Oregon State Society of Certified Pub-
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lic Accountants was held on October 16,
1928, at the Elks Club, Portland. A. L. 
Andrus presented a paper on “ Deprecia­
tion in the -Lumber Industry,” discus­
sion on which was opened by Mr. H. M. 
Krebs, of Clark & Wilson Lumber Co.
C. I. Conn presented a paper on 
“ Special Features of Construction Ac­
counting” and the discussion on this 
paper was lead by A. J. Tourtelotte.
At the meeting held on November 14,
1928, Mr. Thaddeus W . Veness, Attor­
ney, spoke on some of the phases of 
negotiable instruments.
PENNSYLVANIA
The regular monthly meeting of the 
Philadelphia Chapter of the Pennsyl­
vania Institute of Certified Public Ac­
countants was held on Friday, Novem­
ber 16, 1928, at the Penn Athletic 
Club. This meeting was in the nature 
of a joint meeting with the Philadelphia 
Chapter of the National Association of 
Cost Accountants.
A very large turnout was realized, 
there being over 200 representatives of 
both associations attendant at the 
meeting. The principal event of the 
evening was an organized debate on the 
subject of, “ Resolved, That Interest on 
Investment be Included as a cost of 
Manufacturing.” The debators on the 
affirmative side were comprised o f: 
Arthur T. Cameron, Assistant Profes­
sor of Accounting, University of 
Pennsylvania; Wm. H. Alden, Jr., 
Comptroller, Miller Lock Company; 
John Hihn, Jr., Treasurer, Ballinger 
Company.
The negative side was represented 
by: John Balch, C. P. A., Balch, Funk 
& Co.; Peter Barton, C. P. A., of Peat, 
Marwick, Mitchell & Co.; George Wilk­
inson, C. P. A., George Wilkinson & 
Co.
The judges were: Dr. Robert Riegel, 
Professor, University of Pennsylvania; 
Edward Porter, Comptroller, Philadel­
phia Electric Co.; Robert J. Bennett, 
Secretary, Pennsylvania Institute of C. 
P. A.
The members of the affirmative team 
are all members of the Cost Account­
ants Association and the negative de­
baters are all Certified Accountants in 
public practice. Consequently, the de­
bate really represented a contest be­
tween the two organizations.
The affirmative stressed the fact that 
there was no material difference be­
tween the return on borrowed capital 
and owned capital and that therefore in 
order to place all organizations on a 
comparable basis a manufacturing com­
pany must of necessity include inter­
est on investment as a cost of manufac­
turing. They further held that each
dollar of profit was represented by two 
items; first, interest on capital invested 
in the business and second, actual 
profit. They maintained that the inter­
est on capital need not be absorbed into 
income until actually realized. In other 
words, the amount of interest included 
in the inventory at any particular date 
would be carried as a deferred credit 
until realized.
The negative side of the question con­
tended that they represented the ortho­
dox school and that investment should 
never be included as part of the manu­
facturing costs. They argued that it 
was unsound and dangerous to include 
unanticipated profits in income and 
further that the amount of interest 
should not be taken into income or the 
whole purpose of the inclusion would be 
nullified. On this point, they empha­
sized the fact that the cost men or eco­
nomists as they styled them were ac­
complishing no purpose but merely mak­
ing a series of terms in a circle, always 
ending where they began.
No real heat and enthusiasm was per­
mitted on either side inasmuch as each 
debater was referred to as “ our worthy 
opponent.” Consequently, while there 
was great shaking of fists and flashing 
of eyes, the inter-organization competi­
tion was limited to these forms of attack. 
After about one and one-half hours of 
very interesting debate and comment 
the judges upheld the negative side and 
the members of the Pennsylvania Insti­
tute of C. P. A. went home happy over 
their victory.
SOUTH CAROLINA
At the annual meeting of the South 
Carolina Association of Certified Pub­
lic Accountants held in Columbia, on 
October 23, 1928, the following officers 
were elected: President, W . F. Osten­
dorff; Vice-President, M. T. Powers; 
Secretary-Treasurer, J. Hall.
TEXAS
The annual meeting of the Texas So­
ciety of Certified Public Accountants was 
held, November 30 and December 1, at 
the St. Anthony Hotel, San Antonio, 
Texas.
The morning session of the first day 
was given over to registration and ad­
dresses by C. M. Chambers, Mayor, Por­
ter F. Whaley, Secretary of the Chamber 
of Commerce, and Mr. Reagan Houston, 
Chairman of the Board of the Federal 
Reserve Bank.
In the afternoon reports of President
B. S. Mothershead and Secretary H. 
Grady Mayhew were given as well as re­
ports of the Committees on Membership, 
Auditing, Complaints, Education, Legis­
lation, Publicity, Natural Business
Year and Revision of the Constitution 
and By-Laws.
It was decided to hold the next meet­
ing at Beaumont. A  new Constitution 
and By-Laws, as proposed by the Com­
mittee, was adopted. A new educational 
program, as proposed by the Committee, 
was adopted and a new regulatory law, 
as recommended by the Committee on 
Legislation, was advocated. The officers 
for the ensuing year are: President, J. 
R. Nelson, of Dallas; Vice-President, C. 
J. Whitman, of Houston; Secretary- 
Treasurer, E. R. Burnett, of Dallas; Di­
rectors: A. G. Moss, of Dallas; A. E. 
Myles, of Wichita Falls; B. S. Mothers­
head, of Fort Worth; F. L. Wilcox, of 
Waco; C. F. Milledge, of Houston; H. O. 
Fischer, of San Antonio; and C. M. 
Grider, of El Paso.
Friday evening Neil J. Gilligan acted 
as toastmaster in connection with the 
annual banquet. Following a musical 
program addresses were given by Henry 
Hirschberg, A. C. Upleger and B. S. 
Mothershead.
Saturday morning J. A. Phillips re­
ported on the 1928 Convention of The 
American Society held at New Orleans in 
October. George H. Newlove, of the Uni­
versity of Texas, gave an address on 
“Consolidated Balance Sheets.” J. F. 
George, of Dallas, gave an address on 
“Functions of the Industrial Analist” 
and W. L. McBride, Internal Revenue 
Agent, discussed “The 1928 Revenue 
Act.”
The golf tournament which was sched­
uled for Saturday morning was neces­
sarily omitted due to the fact that proper 
arrangements had not been made with 
the weather man and a wet season fol­
lowed the dry election of the previous 
month.
VIRGINIA
As a logical consequence of resolu­
tions passed at the semi-annual meet­
ing of the Virginia Society of Public 
Accountants, in Roanoke last May, it 
has received and has accepted an invita­
tion to affiliate with the American Arbi­
tration Association.
WYOMING
The annual banquet and business 
meeting of the Wyoming Society of Cer­
tified Public Accountants was held at 
the Gladstone Hotel, Casper, on Friday, 
November 16, 1928.
C. H. Reimerth, of Casper, was again 
elected to succeed himself as President, 
Thomas C. Spears, of Casper, was 
elected Vice-President and A. H. Mac­
Dougall, of Rawlins, was re-elected Sec­
retary-Treasurer.
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BOOKS RECEIVED FOR OUR 
LIBRARY
Capital Stock Without Par Value, by
John R. Wildman, C. P. A., and Weldon 
Powell, of New York, published by A. W. 
Shaw Company, of Chicago and New 
York. 553 pages. Presented by Homer 
A. Dunn “out of compliment to John R. 
Wildman and in recognition of his un­
flagging labors, conspicuous ability and 
innate modesty.” An enumeration of 
chapter titles indicates the range of 
topics discussed: The Significance of 
Shares Without Par Value; Historical 
Development; Advantages and Disad­
vantages, and Conclusions; Rational Ac­
counting for No-Par Shares; Considera­
tion for Original Issuance; Stock Sub­
scriptions, Donated Stock, Unissued 
Stock; Treasury Stock; Relation of No- 
Par Stock to Surplus; Changing From 
Par Shares to No-Par Shares; Two Classes 
of Common Shares; Stated Capital and 
Stated Share Values; Preferred Shares 
Without Par Value; Preferred and Com­
mon Shares Without Par Value; Cash 
Dividends in Relation to No-Par Value; 
Stock Dividends in Relation to No-Par 
Stock; Voting and Nonvoting Shares; 
Reorganization; Mergers and Consoli­
dations; The Use of No-Par Shares in 
Flotations; No-Par Stock in Relation to 
Taxation; Effect of Various State Laws; 
Conclusions. Excerpts from the statutes 
of various States cover 240 pages and 
that section is followed by a ten page 
bibliography.
C. P. A. Review Answers, by Clem 
Wetzell Collins, C. P. A., of Denver, Colo­
rado, published by John Wiley & Sons, 
Inc., 440 Fourth Avenue, New York City. 
955 pages. Price $8.50. This book 
furnishes the answers to the questions 
propounded in his book of last year, with­
out restating the questions. In general, 
the questions cover those given by the 
American Institute from June, 1917 to 
May 1920, both inclusive. The author is 
not presenting original answers and so­
lutions but has selected from writers 
whom he believes are eminently quali­
fied to give authoritative answers.
Railway Accounting Officers Asso­
ciation, 44th Report of Atlanta Meet­
ing, May 2, 3, 4, 1928, prepared by E. R. 
Woodson, secretary, and published by the 
Association, 1124 Woodward Building, 
Washington, D. C., 336 pages. The re­
port is given over to reports of officers 
and various committees, together with 
the addresses made at the meeting. It 
contains many forms.
Manual of Accounting, Reporting and 
Business Procedure for the Territorial 
Government of Hawaii, by Henry P. 
Seidemann, C. P. A., Chief Consulting
Accountant for the Institute of Govern­
ment Research, and published for it, in 
its Studies in Administration Series, by 
the Johns Hopkins Press, Baltimore, 
570 pages. Price $5.00. The Legisla­
ture of the Territory of Hawaii created 
in 1923 a Territorial Commission on 
Public Accountancy. In 1924 the In­
stitute for Government Research was 
requested by the Governor of Hawaii 
to undertake the task of formulating 
and installing a budget system and a 
uniform system of accounting, report­
ing and business procedure for the Ter­
ritorial Government and its political 
subdivisions. Mr. Seidemann was in 
charge of this work for three years as 
Technical Director of the Commission 
on Public Accountancy. This book, 
while treating of the Hawaiian situa­
tion as he found it, should be of especial 
interest to all accountants who have 
governmental units of any sort among 
their clients. It starts with the princi­
ples of accounting procedure underlying 
a governmental unit and applys that 
procedure to the Hawaiian condition. 
In the preparation of the volume, 
Herbert Wilson, another Certified Pub­
lic Accountant, assisted him in writing 
the chapter devoted to auditing. The 
appendix contains sufficient forms and 
charts to amplify the discussions in the 
work proper.
Manufacturing, by Malcolm Keir, 
Professor of Economics, Dartmouth 
College, published by the Ronald Press 
Company, 15 East 26th St., New York, 
in a series on “ Industries of America,” 
611 pages. Price $5.00. The chapters 
cover the following subjects: Agricul­
ture; Lumbering and Mining; Power; 
Household Manufactures and Crafts­
manship ; The Development of the 
Factory System; Localization and De­
centralization of Industry; The Ped­
dler— His Services to Early Manu­
facturers; Iron; Steel; The Automotive 
Industry; Meat— The Era of Local In­
dustry; Meat— The Era of Centralized 
Industry; Northern Cotton Manufacture 
— Era of Water Power; Northern Cot­
ton Manufacture— Era of Mechanical 
Power; Southern Cotton Manufacture; 
Wool; Silk; Leather; The Shoe In­
dustry; Paper Manufacture; Cement, 
Brick and Pottery; Glass; American 
Labor; Labor’s Industrial Problems. 
This series covers the subjects of Agri­
culture, Lumber, Mining, Manufactur­
ing, Transportation, Communication, 
Geography, and Economics in addition 
to this present volume and one of Finance 
is in preparation.
Office Equipment Catalogue, Fifth an­
nual edition, published by A. W . Shaw 
Company, 660 Cass Street, Chicago, 220 
pages. Price $3.00. The purpose of
this catalogue is to permit an office 
manager to have a business show 
spread out before him on his desk un­
der conditions where he can easily study 
machines, devices and other equipment 
to determine which are valuable to the 
solution of his problem.
Accounting Method, by C. Rufus 
Rorem, C. P. A., Assistant Professor of 
Accounting at the University of Chi­
cago, published by the University of 
Chicago Press, Chicago, Illinois, 596 
pages. Price $4.50. The introductory 
sentence gives the purpose of the book 
to be to “ introduce accounting as a 
method of measuring and interpreting 
the business transactions of a given eco­
nomic enterprise.” The text is pri­
marily intended for college students of 
sophomore or senior college rank. Part
I of the text has to do with the role of 
accounting in modern economic life. 
Part II is devoted to a discussion of 
double entry accounting. Part III takes 
up accounting valuation and Part IV 
is occupied with an interpretation of ac­
counting data. This is followed with 
50 pages of laboratory exercises which 
are introduced for the purpose of test­
ing the student’s grasp of the principles 
developed in the text.
Corporation Secretary’s Guide, by 
William H. Crow, published by Prentice- 
Hall, Inc., 70 Fifth Avenue, New York 
City. 764 pages. Price $10.00. This 
book gives the legal and statutory regu­
lations relating to corporate existence, 
privileges, liabilities and qualifications 
necessary to conduct business for all 
states. A study was made of the reports 
from secretaries of over 1400 corpora­
tions, giving their individual experiences 
and is replete with copies of forms in 
use by leading corporations, the appendix 
of forms covering 150 pages.
Turner & Crook, 1530 Chestnut 
Street, Philadelphia, Pa., announce that 
John H. Zebley, Jr., C. P. A., has been 
admitted to partnership in the firm.
Announcement is made of the change 
of the firm name of Broder, Root and 
Miller to the Merchants Audit Company, 
and the removal of offices to 166 West 
Jackson Boulevard, Chicago, Illinois. An 
office has also been opened in South Bend, 
Indiana, with Lewis L. Root and Hen­
ord J. Miller, Certified Public Account­
ants, as resident partners.
Danforth, Magee & Robert, Certified 
Public Accountants, announce the for­
mation of a partnership to consolidate 
the accounting practice of Pitt W . Dan­
forth & Co, and Magee and Robert, 958 
Park Square Building, Boston, Mass.
INDEX TO VOLUME VIII.
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